


Company balance sheet
at 31 December 2009

Note 2009 2008
£000 £000
Non-current assets
Property, plant and equipment 12 65 28
Financial assets 13 95,661 100,956
Investments in subsidiary undertakings 14 2,654 2,654
98,380 103,638
Current assets
Trade and other receivables 16 131 223
Cash and cash equivalents 17 11,435 7,006
11,566 7,229
Total assets 109,946 110,867
Current liabilities
Trade and other payables 18 (673) (311)
Total liabilities (673) (311)
Net assets 109,273 110,556
Equity attributable to equity holders
Equity share capital 20 10,475 10,475
Share premium account 91,573 91,573
Retained earnings 7,225 8,508
Total equity 109,273 110,556

These financial statements were approved by the Board of directors on 26 April 2010 and were signed on its behalf by:

9

lain M Lanaghan
Director

</
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Group cash flow statement
for the year ended 31 December 2009

Note 2009 2008
£000 £000

Operating activities
Cashflow from operations 24 (23,747) (25,347)
Tax rebate 30,199 4,301
Net cashflow from operating activities 6,452 (21,046)
Investing activities
Expenditure on intangible assets and plant, property and equipment (4,683) (54,576)
Prepayment of expenditure on intangible assets - (770)
Proceeds from sale of intangible assets 37,551 =
Interest received 1,135 2,418
Net cashflow from investing activities 34,003 (52,928)
Financing activities
Short term borrowings (10,105) 27,403
Issue of ordinary share capital - 432
Issue costs - (58)
Interest paid (1,991) (1,164)
Net cashflow from financing activities (12,096) 26,613
Net increase/(decrease) in cash and cash equivalents 28,359 (47,361)
Cash and cash equivalents at the beginning of the year 16,706 63,388
Exchange differences (1,482) 679
Cash and cash equivalent at the end of the year 43,583 16,706
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Company cash flow statement
for the year ended 31 December 2009

Note 2009 2008
£000 £000

Operating activities
Cashflow from operations 24 (1,264) (1,526)
Net cashflow from operating activities (1,264) (1,526)
Investing activities
Expenditure on property, plant and equipment (55) (21)
Loans to subsidiary undertakings 5,234 (55,271)
Investments - -
Interest received 56 1,774
Net cashflow from investing activities 5,235 (53,518)
Financing activities
Issue of ordinary share capital - 432
Issue costs - (58)
Interest paid - -
Net cashflow from financing activities - 374
Net increase/(decrease) in cash and cash equivalents 3,971 (54,670)
Cash and cash equivalents at the beginning of the year 7,006 60,361
Exchange differences 458 1,315
Cash and cash equivalent at the end of the year 11,435 7,006
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Group statement of changes in equity
for the year ended 31 December 2009

Share Cumulative
Share premium Cash flow translation Retained
capital account hedge reserve earnings Total

£000 £000 £000 £000 £000 £000
As at 1 January 2008 10,475 91,631 - 805 (8,084) 94,827
Loss for the period - - - = (20,609) (20,609)
Other comprehensive income = = 329 4,008 - 4,337
Total comprehensive income = - 329 4,008 (20,609) (16,272)
Issue costs = (58) = = = (58)
Share based payments - - = = 873 873
As at 31 December 2008 10,475 91,573 329 4,813 (27,820) 79,370
Loss for the period - - = = (6,912) (6,912)
Other comprehensive income = = (292) 915 = 623
Total comprehensive income = = (292) IS (6,912) (6,289)
Issue costs - - = = = =
Share based payments - = = - 1,113 1,113
As at 31 December 2009 10,475 91,573 37 5,728 (33,619) 74,194
Share capital

The balance classified in share capital is the nominal value on issue of the Group’s equity share capital, comprising 10p
ordinary shares.

Share premium

The balance classified as share premium is the premium on issue of the Group’s equity share capital, comprising 10p
ordinary shares less any costs of issuing the shares.

Cash flow hedges

This reserve records the portion of the gain or loss on a hedging instrument in a cash flow hedge that is determined to
be an effective hedge. When the hedged transaction occurs, the gain or loss on the hedging instrument is transferred
out of equity to either profit or loss or the carrying value of assets, as appropriate. If the forecast transaction is no longer
expected to occur the gain or loss recognized in equity is transferred to the income statement within the cost of sales.

Cumulative translation reserve

The cumulative translation reserve is used to record exchange differences arising from the translation of the financial
statements of foreign subsidiaries.
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Company statement of changes in equity
for the year ended 31 December 2009

Share
Share premium Retained
capital account earnings Total

£000 £000 £000 £000
As at 1 January 2008 10,475 91,631 1,139 103,245
Profit for the period = = 6,496 6,496
Total comprehensive income 10,475 91,631 7,635 109,741
Issue costs = (58) = (58)
Share based payments = = 873 873
As at 31 December 2008 10,475 91,573 8,508 110,556
Loss for the period = = (2,396) (2,396)
Total comprehensive income 10,475 91,573 6,112 108,160
Issue costs - o = =
Share based payments = = 1,113 1,113
As at 31 December 2009 10,475 91,573 7,225 109,273
Share capital

The balance classified in share capital is the nominal value on issue of the Company’s equity share capital, comprising
10p ordinary shares.

Share premium

The balance classified as share premium is the premium on issue of the Company’s equity share capital, comprising 10p
ordinary shares less any costs of issuing the shares.

56 :: Faroe Petroleum plc Annual Report 2009



Notes to the accounts

1. Authorisation of financial statements and statement of compliance with IFRS

The financial statements of Faroe Petroleum PLC and its subsidiaries (the “Group”) for the year ended 31 December 2009
were authorised for issue by the Board of directors on 26 April 2010 and the balance sheet was signed on the Board’s
behalf by lain Lanaghan. Faroe Petroleum PLC is a public limited company incorporated in England and domiciled in
Scotland.

The Group's financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as adopted by the European Union as they apply to the financial statements of the Group for the year ended 31
December 2009. Faroe Petroleum PLC is listed on the Alternative Investment Market (AIM).

2. Accounting policies
Basis of preparation

The Group's financial statements, for the year ended 31 December 2009, have been prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union (EU). The Company’s financial
statements have been prepared in accordance with IFRSs as adopted by the European Union and as applied in
accordance with the Companies Act 2006. The Company has taken advantage of the exemption provided under section
408 of the Companies Act 2006 not to publish its individual income statement and related notes.

The accounting policies which follow set out those policies which apply in preparing the financial statements for the
year ended 31 December 2009.

The Group and Company financial statements have been prepared under the historical cost convention, except for
certain fair value adjustments required by those accounting policies. The financial statements are presented in Sterling
and all values are round to the nearest thousand pounds (£000) except when otherwise indicated.

The directors believe that the Company has adequate resources to continue its operations for the foreseeable future.
The basis for the directors’ considerations are disclosed in the directors’ report on page 39. Thus the directors continue to
adopt the going concern basis of accounting in preparing the financial statements.

Accounting estimates

The Group’s accounting policies make use of estimates and judgements in the following areas; Impairment,
Depreciation, Decommissioning and Share based payments. These are described in more detail in the relevant
accounting policies.

Basis of consolidation

The Group financial statements consolidate the financial statements of the Company and its subsidiary undertakings.
The purchase method of accounting is adopted; under this method the fair value of subsidiary undertakings acquired or
sold in the year are included from the date of acquisition or up to the date of disposal.

Foreign currencies

The functional currency for the UK entities is pounds sterling and the functional currencies for Faroe Petroleum Norge AS
and Faroya Kolvetni P/F are Norwegian Kroner and Danish Kroner respectively.

Transactions in foreign currencies during the year are recorded in the functional currency at the rate of exchange ruling
at the date of the transaction. Monetary assets and liabilities are translated at the rate ruling on the balance sheet date
and any gains and losses on translation are reflected in the Income Statement.

The assets and liabilities of foreign operations are translated into sterling at the rate of exchange ruling at the balance
sheet date. Income and expenses are translated at weighted average exchange rates for the year. The resulting
exchange differences are taken directly to a separate component of equity. On disposal of a foreign entity, the deferred
cumulative amount recognised in equity relating to that particular foreign operation is recognised in the income
statement.
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Notes to the accounts continued

2. Accounting policies (continued)
Joint ventures

The Group is engaged in oil and gas exploration, development and production through unincorporated joint ventures
and production sharing contracts (“Joint Ventures”). The Group accounts for its share of the results and net assets of
these Joint Ventures as jointly controlled assets based on its percentage ownership of these Joint Ventures. In addition,
where Faroe Petroleum acts as operator to the Joint Venture, the gross liabilities and receivables (including amounts due
to and from non-operating partners) of the Joint Venture are included in the Group Balance Sheet. A complete list of the
Group's Joint Ventures accounted for as jointly controlled assets is provided in note 30.

Revenue

Revenue arising from the sale of goods is recognised when the significant risks and rewards of ownership have passed
to the buyer and it can be reliably measured. Revenue is measured at the fair value of the consideration received or
receivable and represents amounts receivable for goods provided in the normal course of business, net of discounts,
customs duties and sales taxes. Revenues associated with the sale of oil, natural gas, natural gas liquids, liquefied natural
gas, petroleum and chemicals products and all other items are recognised when the title passes to the customer.

Generally, revenues from the production of oil and natural gas properties in which the Group has an interest with
joint venture partners are recognised on the basis of the Group’s working interest in those properties (the entitlement
method). Differences between the production sold and the Group’s share of production are recognised within cost of
sales at market value.

Interest income is recognised on an accruals basis using the effective interest method.
Finance costs and debt

Finance costs of debt are allocated to periods over the term of the related debt at a constant rate on the carrying
amount. Arrangement fees and issue costs are deducted from the debt proceeds on initial recognition of the liability
and are amortised and charged to the Income Statement as finance costs over the term of the debt.

Oil and gas expenditure - exploration and evaluation assets

Capitalisation

Pre-acquisition costs on oil and gas assets are recognised in the Income Statement when incurred. Costs incurred after
rights to explore have been obtained, such as geological and geophysical surveys, drilling and commercial appraisal
costs and other directly attributable costs of exploration and appraisal including technical and administrative costs are
capitalised as intangible exploration and evaluation (“E&E") assets. The assessment of what constitutes an individual E&E
asset is based on technical criteria but essentially either a single licence area or contiguous licence areas with consistent
geological features are designated as individual E&E assets.

E&E costs are not amortised prior to the conclusion of appraisal activities. Once active exploration is completed the
asset is assessed for impairment. If commercial reserves are discovered then the carrying value of the E&E asset is
reclassified as a development and production (“D&P”) asset, following development sanction, but only after the carrying
value is assessed for impairment and where appropriate its carrying value adjusted. If commercial reserves are not
discovered the E&E asset is written off to the Income Statement.

Impairment

The Group’s oil and gas assets are analysed into cash generating units (“CGU") for impairment review purposes, with E&E
asset impairment testing being performed at a grouped CGU level. The current CGU consists of the Group’s whole E&E
portfolio. E&E assets are reviewed for impairment when circumstances arise which indicate that the carrying value of an
E&E asset exceeds the recoverable amount. When reviewing E&E assets for impairment, the combined carrying value

of the grouped CGU is compared with the grouped CGU'’s recoverable amount. The recoverable amount of a grouped
CGU is determined as the higher of its fair value less costs to sell and value in use. Impairment losses resulting from an
impairment review are written off to the Income Statement.
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2. Accounting policies (continued)

Oil and gas expenditure - development and production assets

Capitalisation

Costs of bringing a field into production, including the cost of facilities, wells and sub-sea equipment together with E&E
assets reclassified in accordance with the above policy, are capitalised as a D&P asset. Normally each individual field
development will form an individual D&P asset but there may be cases, such as phased developments, or multiple fields
around a single production facility when fields are grouped together to form a single D&P asset.

Depreciation

All costs relating to a development are accumulated and not depreciated until the commencement of production.
Depreciation is calculated on a unit of production basis based on the proven and probable reserves of the asset. Any
re-assessment of reserves affects the depreciation rate prospectively. Significant items of plant and equipment will
normally be fully depreciated over the life of the field. However, these items are assessed to consider if their useful lives
differ from the expected life of the D&P asset and should this occur a different depreciation rate would be charged.

Impairment

A review is carried out for any indication that the carrying value of the Group’s D&P assets may be impaired. The
impairment review of D&P assets is carried out on an asset by asset basis and involves comparing the carrying value
with the recoverable value of an asset. The recoverable amount of an asset is determined as the higher of its fair value
less costs to sell and value in use. The value in use is determined from estimated future net cash flows. Any additional
depreciation resulting from the impairment testing is charged to the Income Statement.

Oil & gas expenditure — acquisitions and disposals

Commercial transactions involving the acquisition of a D&P asset in exchange for an E&E or D&P asset, are accounted for
at fair value with the difference between the fair value and cost being recognised in the income statement as a gain or
loss. When a commercial transaction involves a D&P asset and takes the form of a farm-in or farm-out agreement, the
premium expected to be paid/received is treated as part of the consideration.

Fair value calculations are not carried out for commercial transactions involving the exchange of E&E assets. The
capitalised costs of the disposed asset are transferred to the acquired asset. Farm-in and farm-out transactions of E&E
assets are accounted for at cost. Costs are capitalised according to the Group's cost interest (net of premium received or
paid) as costs are incurred.

Proceeds from the disposal of an E&E asset, or part of an E&E asset, are deducted from the capitalised costs and the
difference recognised in the income statement as a gain or loss. Proceeds from the disposal of a D&P asset, or part of a
D&P asset, are recognised in the income statement, after deducting the related net book value of the asset.

Decommissioning

The Group recognises the full discounted cost of decommissioning when the obligation to rectify environmental
damage arises. The amount recognised is the present value of the estimated future expenditure determined by

local conditions and requirements. A corresponding property, plant and equipment asset of an amount equal to the
provision is created unless the associated activity resulted in an Income Statement write-off. This asset is subsequently
depreciated as part of the capital cost on a unit of production basis. Any change to the present value of the estimated
decommissioning cost is reflected as an adjustment to the provision and the property, plant and equipment asset. The
unwinding of the discount on the decommissioning provision is included as an interest expense.

Under/Overlift

Lifting arrangements for oil and gas produced in certain fields are such that each participant may not receive its share of
the overall production in each period. The difference between cumulative entitlement and cumulative production less
stock is ‘underlift’ or ‘overlift. Underlift and overlift are valued at market value and included within debtors (‘underlift’) or
creditors (‘overlift’). Movements during an accounting period are adjusted through cost of sales, such that gross profit

is recognised on an entitlement basis. The Group’s share of any physical stock is accounted for at the lower of costs and
net realisable value.
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Notes to the accounts continued

2. Accounting policies (continued)
Other property, plant & equipment

Property, plant and equipment other than oil and gas assets are stated in the Balance Sheet at cost less accumulated
depreciation. Depreciation is provided to write off the cost less the estimated residual value of the tangible fixed asset
on a straight-line basis over their estimated useful lives as follows:

IT equipment 3to 4 years
Other equipment 5 years
Financial assets

Financial assets which are trade investments of the Group and Company are held at cost where the fair value of the
financial assets cannot be reliably measured.

In the Group accounts, financial asset which are loans provided by the parent company to subsidiary undertakings are
carried at costs and treated as net investments in the subsidiaries and, as such, foreign currency and impairment gains
and losses are recognised in equity. In the Company accounts, foreign currency and impairment gains and losses on
loans to subsidiary undertakings are recognised in the Income Statement.

Investments
Investments in subsidiaries are included in the financial statements at cost less provisions for impairment.
Taxation

The Income Statement tax charge comprises both current and deferred tax. Tax is charged or credited in the Income
Statement except on items related directly to equity, in which case it is recognised in equity.

Current tax liabilities are payable on income for the year and are based on rates of tax enacted or substantively enacted
at the balance sheet date.

Deferred income tax is provided in full on temporary differences between the carrying value of assets and liabilities for
financial reporting purposes and the amounts used for taxation purposes, with the following exemptions:

- where the temporary differences arise on initial recognition of an asset or liability in a transaction (other than a
business combination), that at the time of the transaction affects neither accounting nor taxable profit or loss;

- in respect of taxable temporary differences associated with investments in subsidiaries, associates and joint ventures,
where the timing of the reversal of the temporary differences can be controlled and it is probable that the temporary
differences will not reverse in the foreseeable future; and

- deferred income tax assets are recognised only to the extent that it is probable that future taxable profit will be
available against which the deductible temporary differences, carried forward tax credits or tax losses can be utilised.

Pensions

The Group operates a defined benefit pension plan for certain Norwegian employees, which requires contributions to
be made to a separately administered fund. The cost of providing benefits under the defined benefit plan is determined
using the projected unit credit actuarial valuation method. Actuarial gains and losses are recognised directly in equity,
and reported in the statement of changes in equity.

The defined benefit asset or liability comprises the present value of the defined benefit obligation less past service cost
not yet recognised and less the fair value of plan assets out of which the obligations are to be settled directly.

Other Group employees receive contributions to personal pension plans, which are charged to the Income Statement on
an accruals basis.
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2. Accounting policies (continued)
Trade and other receivables

Trade and other receivables, which generally have 30-90 day terms, are shown at face value less any provision for
unrecoverable debt. Provision is made when there is objective evidence that the Group will not be able to recover
balances in full. Balances are written off when the probability of recovery is assessed as being remote.

Operating leases

Rentals under operating leases are charged to the income statement on a straight line basis over the period of the lease.
Cash and cash equivalents

Cash and cash equivalents includes cash in hand and deposits held at call with banks

Share based payments

Employees (including senior executives) of the Group receive remuneration in the form of share-based payment
transactions which are equity settled. The cost of equity-settled transactions with employees, for awards granted after
7 November 2002, is measured by reference to the fair value at the date on which they are granted. The fair value is
determined by an external valuer using an appropriate pricing model.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the

period in which the performance and/or service conditions are fulfilled, ending on the date on which the relevant
employees become fully entitled to the award (“the vesting date”). The cumulative expense recognised for equity-settled
transactions at each reporting date until the vesting date reflects the extent to which the vesting period has expired and
the Group’s best estimate of the number of equity instruments that will ultimately vest. The Income Statement charge

or credit for a period represents the movement in cumulative expense recognised as at the beginning and end of that
period.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional upon a
market condition, which are treated as vesting irrespective of whether or not the market condition is satisfied, provided
that all other performance conditions are satisfied.

Where the terms of an equity-settled award are modified, the minimum expense recognised is the expense if the
terms had not been modified. An additional expense is recognised for any modification, which increases the total fair
value of the share based payment arrangement, or is otherwise beneficial to the employee as measured at the date of
modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of cancellation, and any expense
not yet recognised for the award is recognised immediately. However, if a new award is substituted for the cancelled
award, and designated as a replacement award on the date that it is granted, the cancelled and new awards are treated
as if they were a modification of the original award, as described in the previous paragraph.

The dilutive effect of outstanding options is reflected as additional share dilution in the computation of earnings per
share.

Interest bearing loans and borrowings

Borrowings are recognised at fair value, net of transaction costs incurred. Borrowings are classified as current liabilities
unless the Group has an unconditional right to defer settlement of the liability for at least 12 months after the balance
sheet date.

Interest on borrowing directly attributable to the acquisition, construction or production of qualifying assets, which

are assets that necessarily take a substantial period of time to get ready for their intended use, are added to the cost of
those assets, until such time as the assets are substantially ready for their intended use. The Company has not borrowed
against qualifying assets and has not capitalised any interest costs.
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Notes to the accounts continued

2. Accounting policies (continued)
Derivative financial instruments and hedging

The fair value of commodity swaps contracts is calculated by reference to commodity prices for contracts with

similar maturity profiles. For those derivatives designated as hedges and for which hedge accounting is desired, the
hedging relationship is formally designated and documented at its inception. This documentation identifies the

risk management objective and strategy for undertaking the hedge, the hedging instrument, the hedged item or
transaction, the nature of the risk being hedged and how effectiveness will be measured throughout its duration. Such
hedges are expected at inception to be highly effective in offsetting changes in fair value or cash flows and are assessed
on an ongoing basis to determine that they actually have been highly effective throughout the reporting period for
which they were designated.

For the purpose of hedge accounting, hedges are classified as cash flow hedges when hedging exposure to variability in
cash flows that is either attributable to a particular risk associated with a recognised asset or liability or a highly probable
forecast transaction.

A hedge of the commodity price risk of a firm commitment is accounted for as a cash flow hedge. Any gains or losses
arising from changes in the fair value of derivatives that do not qualify for hedge accounting are taken to the income
statement.

Cash flow hedges

For cash flow hedges, the effective portion of the gain or loss on the hedging instrument is recognised directly in equity,
while the ineffective portion is recognized in profit or loss. Amounts taken to equity are transferred to the income
statement when the hedged transaction affects profit or loss, such as when a forecast sale or purchase occurs.

If a forecast transaction is no longer expected to occur, amounts previously recognised in equity are transferred to
profit or loss. If the hedging instrument expires or is sold, terminated or exercised without replacement or rollover, or

it its designation as a hedge is revoked, amounts previously recognised in equity remain in equity until the forecast
transaction occurs and are transferred to the income statement or the initial carrying amount of a non-financial asset or
liability as above. If the related transaction is not expected to occur the amount is taken to profit or loss.

Impact of new standards and interpretations

The following standards are new and effective in 2009 and have been adopted:

International Financial Reporting Standards (IFRS/IASs) Effective date

IFRS 7 Financial Instruments: Disclosure (Amendments) 1 January 2009
IFRS 8 Operating Segments 1 January 2009
1AS 1 Presentation of Financial Statements (revised) 1 January 2009
IAS 23 Borrowing Costs (Revised) 1 January 2009

During the year, the IASB and IFRIC have issued the following standards and interpretations with an effective date after
the commencement date of the accounting period for these financial statements:

International Financial Reporting Standards (IFRS/IASs) Effective date
IFRS 1 First time Adoption of International Financial Reporting

Standards — Additional Exmptions for First-time

Adopters (Amendments) 1 January 2010
IFRS 2 Group Cash-Settled Share-based Payment Arrangements 1 January 2010
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2.  Accounting policies (continued)

IFRS 3 Business Combinations 1 July 2009
IAS 27 Consolidated and Separate Financial Statements 1 July 2009 (amended)
IAS 39 Financial Instruments: Recognition and Measurement-

Eligible Hedged Items 1 July 2009

International Financial Reporting Interpretations Committee (IFRIC)
IFRIC 17 Distributions of Non-Cash Assets to Owners 1 July 2009

Improvements to International Financial Reporting Standards (issued 2008)

Improvements to International Financial Reporting Standards (issued 2009)

One IFRIC interpretation, which is not applicable to the Group, has been issued but is not yet effective and has not yet
been adopted by the EU:

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments 1 July 2010

When the adoption of the standard or interpretation is deemed to have an impact on the financial statements or
performance of the Group, its impact is described below:

« IFRS 8 replaced IAS 14 Segment Reporting upon its effective date. The Group concluded that the operating segments
determined in accordance with IFRS 8 are the same as the business segments previously identified under IAS 14. IFRS
8 disclosures are shown in Note 5.

+ As aresult of the adoption of IAS 23 (revised) the Group no longer has the option of immediately recognising as an
expense those borrowing costs which are directly attributable to the acquisition, construction or production of a
qualifying asset. The adoption of this revision had no impact on the financial statements as no qualifying expenditure
was incurred in 2009.

3. Revenue

Revenue recognised in the income statement is analysed as follows:

2009 2008

£000 £000

Gas sales 5,350 2,069
Condensate sales 273 67
Tariff income 6 -
Hedging income (fair value through the profit and loss) 1,376 147
Total revenue 7,005 2,283

The Group hedges a proportion of the forecast natural gas production using a variety of hedging instruments and
received hedging income, net of costs, of £1,376,000 (2008: £147,000) in the year.
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Notes to the accounts continued

4, Assetimpairment
Key assumptions used in the value-in-use calculations

The calculation of value-in-use for oil and gas assets under development or in production is most sensitive to the
following assumptions:

- Production volumes;

- Commodity prices;

- Fixed and variable operating costs;
- Capital expenditure; and

- Discount rates.

Production volumes/recoverable reserves — Annual estimates of oil and gas reserves in fields under development or in
production are obtained from independent reservoir engineers and are reported annually to the Board in a Competent
Persons Report (‘CPR’). The estimated future production profiles in the CPR for the life of the fields are used as a basis

in the value-in-use calculation unless in-house reservoir engineers believe that different production profiles are more
appropriate.

Commodity prices — Published forward prices for natural gas and Brent oil are used for the first three years of future
cashflow and a flat real price thereafter, in accordance with the Company’s corporate assumptions. Field specific
discounts and prices are used where applicable.

Fixed and variable operating costs — Typical examples of variable operating costs is pipeline tariffs, treatment charges and
freight costs. Commercial agreements are in place for most of these costs and the assumptions used in the value-in-use
calculation are sourced from these where available. Examples of fixed operating costs are platform costs and operator
overheads. Fixed operating costs are based on operator budgets

Capital expenditure - Field development is capital intensive and future capital expenditure has a significant bearing on
the value of an oil and gas development asset. In addition, capital expenditure may be required for producing fields
to increase production and/or extend the life of the field. Cost assumptions are based on operator budgets or specific
contracts where available.

Discount rates — Discount rates reflect the current market assessment of the risks specific to the oil and gas sector and are
based on a typical weighted average cost of capital for the sector. Where appropriate, the rates are adjusted to reflect
the market assessment of any risk specific to the filed for which future estimated cash flows have not been adjusted. The
Company has applied a discount rate of 10% for the current year.

Sensitivity to changes in assumptions

For certain fields, a reasonably possible change in any of the above assumptions would cause the estimated recoverable
value to be lower than the carrying value, resulting in a further impairment loss. The assumptions which would have the
greatest impact on the recoverable amounts of the fields are production volumes and commodity prices.

Impairment losses

The asset impairment in 2009 of £3,647,000 (2008: £3,356,000) is primarily for the Topaz field, but the Wissey and
Schooner fields have also been marginally impaired. The significant drop in gas prices is the main cause for the
impairment. In addition, estimated reserves in Topaz are lower than was expected before the appraisal/development
well was drilled in 2008. The asset impairment in 2008 of £3,356,000 was for the Minke field. The Minke field was
impaired due to technical difficulties in the well. Following the impairment charge, the carrying value of Minke was £nil.
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5. Segmental reporting

The Group operates a single class of business being oil and gas exploration, appraisal and development and related
activities in a single geographical area presently being Northwest Europe. Revenue from one customer amounted to

£5,315,000 (2008: £1,803,000), arising from sales of natural gas.

6. Group operating loss

Group operating loss is stated after charging
Exploration asset write off

Asset impairment (note 4)

Pre-award exploration expenditure
Depreciation of property, plant & equipment

Operating lease payments

2009 2008
£000 £000
14,016 15,805
3,647 3,356
4,266 4,166
7,485 5,334
269 156

7. Auditors’ remuneration

The Group paid the following amounts to its auditors in respect of the audit of the financial statements and for other

services provided to the Group:

Audit of Group financial statements
Audit of subsidiaries pursuant to legislation
Other services relating to taxation

Other services

2009 2008
£000 £000
65 61
18 18
20 =
103 79

Fees paid to Ernst & Young LLP and its associates for non-audit services are not disclosed in the individual accounts of
the company as Group financial statements are prepared which are required to disclose such fees on a Group basis.
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Notes to the accounts continued

8. Finance revenue and cost

2009 2008
£000 £000
Bank and other interest receivable 1,135 2,559
Total interest income for financial assets not at fair value through profit or loss 1,135 2,559
Realised exchange gain - 230
Total finance revenue 1,135 2,789
Bank interest payable and other loans (1,963) (1,577)
Total interest income for financial assets not at fair value through profit or loss (1,963) (1,577)
Realised exchange loss (29) =
Unwinding of discount on decommissioning provision (28) (150)
Total finance cost (2,020) (1,727)
9. Employment costs
The aggregate payroll costs of staff and directors were as follows:
2009 2008
£000 £000
Wages and salaries 3,859 2,742
Social security costs 477 388
Pension costs 486 380
Share based payments charge (equity settled) 1,113 872
5,935 4,382

Included in other pension costs are £241,000 (2008: £204,000) in respect of defined benefit schemes and £165,000 (2008:
£126,000) in respect of the defined contribution scheme.
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9. Employment costs (continued)

The average number of persons employed by the Group (including executive directors) during the year was as follows:

2009 2008
No No
Technical, finance and administration 28 24
(b) Directors’ emoluments:
2009 2008
£000 £000
Directors’emoluments 1,358 896
Aggregate contributions to pension schemes:
Defined benefit 45 16
Defined contribution 82 62
Number of directors accruing benefits under:
Defined benefit schemes 1 1
Defined contribution schemes 3 2
The emoluments of the highest paid director are disclosed in the Directors’ Remuneration Report.
10. Taxation
(a) Tax on loss on ordinary activities
2009 2008
£000 £000
Current taxation
Overseas tax credit 15,327 30,454
UK tax (4,531) -
Current tax credit 10,796 30,454
Amounts (underprovided)/overprovided in previous year (114) (54)
Total current tax credit 10,682 30,400
Deferred taxation
Origination of temporary differences (5,460) (22,062)
Total deferred tax charge (5,460) (22,062)
Foreign exchange differences
Differences arising from the use of year end and average exchange rates (337) (187)
Total foreign exchange differences (337) (187)
Total tax credit in the income statement 4,885 8,151
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Notes to the accounts continued

10. Taxation (continued)
There are no items charged to equity with any current or deferred tax effect.
(b) Reconciliation of the total tax credit

The tax credit in the income statement for the year is higher than the standard rate of corporation tax in the UK of 28.5%
(2008: 28.5%). The differences are reconciled below:

2009 2008

£000 £000
Tax reconciliation
Loss on ordinary activities before tax (11,797) (28,760)
Tax at 28% (2008: 28.5%) (3,303) (8,197)
Expenses not deductible for tax purposes 3,555 (3,273)
Income not taxable for tax purposes 7 133
Ring fence expenditure supplement (892) (878)
Capital allowances for the year in excess of depreciation (636) (242)
Utilisation of losses - (35)
Financial items 175 20
Tax payable included in gain of sale of fixed assets (2,325) =
Unrelieved tax losses and other deductions arising in the period 442 7,544
Effect of foreign profits/losses charged at different rate of tax (6,784) (2,780)
Capital gains 5,020 -
Foreign exchange differences (258) (496)
Underprovided/(overprovided) in previous year 114 53
Total tax credit (4,885) (8,151)

The overseas tax credit of £15,327,000 (2008: £30,454,000) represents a tax refund on exploration expenditure in Norway,
of which £9,416,000 (2008: £8,151,000) has been credited to the income statement and £5,460,000 (2008: £22,062,000)
recognised as a deferred tax liability relating to exploration expenditure capitalised at 31 December 2009. The deferred
tax liability will be released as the capitalised exploration costs are recognised in the income statement by way of a
depletion charge or write off.
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10. Taxation (continued)

(c) Unrecognised tax losses

Group

The Group has tax losses which arose in the UK of £56,297,000 (2008: £54,438,000) and in the Faroe Islands of £2,813,000
(2008: £2,770,000) that are available indefinitely for offset against future taxable profits. A deferred tax asset has not
been recognised in respect of these losses as they may not be used to offset taxable profits elsewhere in the Group and
they have arisen in subsidiaries where profits are not likely to arise in the foreseeable future.

Company
The Company has tax losses which arose in the UK of £nil (2008: £nil) that are available indefinitely for offset against

future taxable profits. A deferred tax asset has not been recognised in respect of these losses as there is uncertainty
whether the losses may be used to offset future taxable profits.

(d) Deferred tax

The deferred tax included in the balance sheet is as follows:

Group Group Company Company
2009 2008 2009 2008
£000 £000 £000 £000
Deferred tax liability
Difference between accumulated depreciation and capital
allowances (30,035) (23,083) - -
Tax losses - - -
Recognised deferred tax liability™ (30,035) (23,083) - =
Deferred tax assets
Difference between accumulated depreciation and capital
allowances (11,168) (16,506) 28 8
Tax losses 28,079 27,180 0 -
Other temporary differences 848 309 847 309
Unrecognised deferred tax asset 17,759 10,983 875 317

™ The year on year change in the deferred tax liability is not equal to the origination of temporary difference of as in
note 10 (a) due to the foreign exchange differences.
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Notes to the accounts continued

11. Loss pershare

Basic loss per share amounts are calculated by dividing loss for the year attributable to ordinary equity holders of the
parent by the weighted average number of ordinary shares outstanding during the year.

Diluted loss per share amounts are calculated by dividing the loss attributable to ordinary equity holders of the parent
by the weighted average number of ordinary shares outstanding during the year plus the weighted average number of
ordinary shares that would be issued on the conversion of all the dilutive potential ordinary shares into ordinary shares.

All of the potential ordinary shares of the Company are anti-dilutive and as a result the diluted loss per share is equal to
the basic loss per share for 2009 and 2008.

The following reflects the loss and share data used in the basic and diluted loss per share computations:

2009 2008

£000 £000

Basic and diluted loss attributable to equity holders of the parent 6,912 20,609
2009 2008

Thousands Thousands

Basic and diluted weighted average number of shares 104,745 104,745

There have been no other transactions involving ordinary shares or potential ordinary shares between the reporting
date and the date of completion of these financial statements.

2009 2008
Pence Pence
Loss per share (basic and diluted) (6.6) (19.7)
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12. Intangible assets and property, plant & equipment

Intangible Property, Plant & Equipment
Exploration Development
and and
evaluation production

costs costs Other Total

£000 £000 £000 £000
GROUP
Cost
At 1 January 2008 24,935 11,808 847 37,590
Exchange adjustments 3,759 = 46 3,805
Additions 54,261 18,025 84 72,370
Transfers = = — -
Disposals = = — —
Write-offs (16,442) = - (16,442)
At 31 December 2008 and 1 January 2009 66,513 29,833 977 97,323
Exchange adjustments (2,126) = 62 (2,064)
Additions 24,783 3,577 123 28,483
Transfers = = = -
Disposals (9,696) - - (9,696)
Write-offs (14,438) = - (14,438)
As at 31 December 2009 65,036 33,410 1,162 99,608
Depreciation and impairment
At 1 January 2008 = 543 426 969
Depreciation charge for year = 5,079 255 5334
Exchange adjustments = - 23 23
Disposals = = - -
Impairment loss (note 4) - 3,356 - 3,356
At 31 December 2008 and 1 January 2009 - 8,978 704 9,682
Depreciation charge for year = 7,287 198 7,485
Exchange adjustments = = 52 52
Disposals = = = =
Impairment loss (note 4) = 3,647 - 3,647
At 31 December 2009 = 19,912 954 20,866
Net book value
At 31 December 2009 65,036 13,498 208 78,742
At 31 December 2008 66,513 20,855 273 87,641
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12. Intangible assets and property, plant & equipment (continued)

During 2009 the Group swapped its 10% interest in the Trym field for interests in the producing Enoch and Glitne oil
fields in Norway and up to £4m in cash, of which £2 million was received on deal completion and a further amount up
to £2 million may be received upon certain production targets being met by the Trym field. The effective date of the
transaction was 1 January 2009 and it was completed in November 2009. The Group recorded a gain of £0.1 million on
the disposal of Trym, which does not include any deferred consideration that may be received.

Also in 2009, the sale of the interest in the Breagh gas field was completed for $41.6 million (£25.5 million) plus interest
and working capital adjustments. The Group had invested approximately £9.6 million in appraising the Breagh field and
recorded a pre-tax gain on disposal of £17.6 million.

The write-offs in 2009 of £14,438,000 (2008: £16,442,000) are of E&E assets where active exploration has been completed
and commercial reserves have not been discovered.

The borrowing base facility with Société Générale (note 18) is secured by a floating charge over the assets of the Faroe
Petroleum (U.K.) Limited.

Property,
plant and
equipment
Other
£000
COMPANY
Cost
At 1 January 2008 208
Additions 21
At 31 December 2008 and 1 January 2009 229
Additions 55
At 31 December 2009 284
Depreciation
At 1 January 2008 162
Charge for year 39
At 31 December 2008 and 1 January 2009 201
Charge for year 18
At 31 December 2009 219
Net book value
At 31 December 2009 65
At 31 December 2008 28
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13. Financial assets

Cost and net Cost and net
book value book value
2009 2008
£000 £000
Group
Financial assets — non current
Trade investments 14 15
Other financial assets — current
Commodity hedging contracts 37 329
Company
Financial assets — non current
Loans to subsidiaries 95,661 100,956

The Group's trade investment consists of a 14% holding of the shares in Atlantic Supply Base P/F (‘ASB’). ASB was
established in 1999 as a private limited company incorporated in the Faroe Islands. There is no intention to dispose of
this investment.

Unquoted equity investments are held at cost less impairment charges because the fair value of the financial asset
cannot be reliably measured.

14. Investments in subsidiary undertakings

Company
Investments
in subsidiary
undertakings
£000
Cost and net book value
At 31 December 2008 and 2009 2,654
At 31 December 2009, the subsidiary undertakings of the Company and Group were:
Country Proportion of shares and
Company of Incorporation Nature of Business voting rights held
Feroya Kolvetni P/F Faroe Islands Oil and gas exploration 100% ordinary
Faroe Petroleum (U.K.) Limited England Oil and gas exploration 100% ordinary
Faroe Petroleum Norge AS Norway Oil and gas exploration 100% ordinary
Faroe Petroleum (Energy) Limited  England Investment activities 100% ordinary
Greenland Oil Company AS* Greenland Oil and gas exploration 100% ordinary

* Held by subsidiary undertaking, Faroe Petroleum (Energy) Ltd. The Company was established in 2009. There were no
other changes to the Group structure during 2009.
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Notes to the accounts continued

15. Inventories

2009 2008
£000 £000
Materials and equipment 497 362

16. Trade and other receivables
Group Group Company Company
2009 2008 2009 2008
£000 £000 £000 £000

Amounts falling due within one year:

Other receivables 5,136 3,247 67 180
Prepayments and accrued income 847 3,345 64 43
5,983 6,592 131 223
Current tax receivable 12,621 30,454 - =
Total receivables 18,604 37,046 131 223

Included in 2008 prepayments was cash of £1,368,000 held in a secured deposit account used for the Group’s share of
certain ongoing wells and development projects. The 2009 prepayment balance does not include any amounts held in
secure deposits.

The current tax receivable relates to a tax rebate in Norway of 78% of Norwegian exploration expenditure. The amount
is expected to be received within the year.

All amounts in other receivables are not past due or impaired.

17. Cash and cash equivalents

Group Group Company Company

2009 2008 2009 2008

£000 £000 £000 £000

Cash at bank and in hand 28,344 8,730 1,518 2,005
Short-term deposits 15,239 7,976 9,917 5,001
43,583 16,706 11,435 7,006

Cash at bank earns interest at floating rates based on daily bank deposit rates. Short-term deposits are made for varying
periods of between one and six months depending on the immediate cash requirements of the Group, and earn interest at
the respective short-term deposit rates. The fair value of cash and cash equivalents is £43,583,000 (2008: £16,706,000). At
31 December 2009, the Group had available £35,483,000 (2008:£26,607,000) of undrawn committed borrowing facilities in
respect of which all conditions precedent had been met.
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18. Trade and other payables and current financial liabilties

Amounts falling due within one year:
Trade payables

Other payables

Accruals and deferred income

Trade and other payables

Short-term bank borrowing

Financial liabilities

Group Group Company Company
2009 2008 2009 2008
£000 £000 £000 £000

2,688 1,923 191 182

845 934 62 98

8,921 4,045 420 31

12,454 6,902 673 311
22,699 30,830 - -
22,699 30,830 - -

Facility for Norway exploration

During 2009 Faroe Petroleum Norge AS (‘FPN’) had a NOK 500,000,000 (£53,607,000) facility agreement with Bank of
Scotland and Barclays Commercial Bank to finance 75% of FPN’s exploration, appraisal and supporting expenditure in
Norway. The revolving facility is repaid by and secured against the annual tax rebate under which 78% of all allowable
expenditure is repaid to the claimant (together with interest thereon) 12 months after the end of the tax year. Utilisations
can be made under the existing facility up until 31 December 2009, but on 14 January 2010, the facility was renewed
with Bank of Scotland to be repaid by December 2012. At 31 December 2009 NOK 206,973,000 (£22,190,000) was drawn
under the facility, of which NOK 97,914,000 (£10,498,000) was repaid in January 2010 and the remainder will be repaid in

December 2010.

Reserve based facility

Faroe Petroleum (U.K.) Limited has entered into a multi-currency revolving borrowing base facility of £25,000,000 with
Société Générale to finance its principal producing fields and future developments. The size of the facility reduces over
a seven year period to 1 January 2015, the first reduction being to £22,500,000 on 1 January 2010. The facility is secured
by a floating charge over its assets and a charge over its shares granted by Faroe Petroleum plc. At 31 December 2009
£509,000 was drawn under the facility which will be repaid during 2010.

19. Provision

Group

At 1 January 2008

New provisions

Unwinding of discount (note 8)

At 31 December 2008 and 1 January 2009
New provisions and changes in estimates
Unwinding of discount (note 8)

At 31 December 2009

Decommissioning
provision
£000

784
802
150
1,736
56

28
1,820
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19. Provision (continued)

The decommissioning provision of £1,820,000 (2008:1,736,000) relates primarily to the Group’s production and
development facilities. These costs are expected to be incurred at various intervals over the next 15 years. The provision
has been estimated using existing technology at current prices, escalated at 2.5% and discounted at 7%. The economic
life and the timing of the decommissioning liabilities are dependent on Government legislation, commodity prices and
the future production profiles of the production and development facilities. In addition, the costs of decommissioning
are subject to inflationary changes in the service costs of third parties.

20. Called up share capital

Group and Group and
Company Company
2009 2008
£000 £000
Authorised
180,000,000 (2008: 180,000,000) ordinary shares of £0.10 18,000 18,000
Allotted, called up and fully paid
104,745,161 (2008: 104,745,161) ordinary shares of £0.10 10,475 10,475
2009 2008 2009 2008
Thousands Thousands Thousands Thousands
Ordinary shares of £0.10 each
At 1 January 104,747 104,747 10,475 10,475
Issued on exercise of share options - - - -
Placing - - - -
104,747 104,747 10,475 10,475

During the year no new ordinary shares were issued (2008: no new shares issued).

At 31 December 2009 and 2008 the issued share capital of the Company was represented by 104,745,161 ordinary shares
of £0.10 each.

At 31 December 2009, there were 12,735,497 (2008: 9,723,213) outstanding options under various share option schemes,
exercisable over various periods up to 2019, to acquire shares of the Company at prices ranging from £0.175 to £1.5925
(2008: £0.175 to £1.715). Further details are contained in note 23.
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21. Financial instruments, financial risk factors and capital management

The accounting classification of each category of financial instruments is set out below. Other than the derivative
financial assets which are classified as Level 2, all the balances in table are classed as Level 3 fair value measurement
(excluding those classified at amortised cost):

Group Group Company Company
2009 2008 2009 2008
£000 £000 £000 £000
Financial assets
Investments (available for sale*) 14 15 - =
Trade and other receivables (at amortised cost) 5,136 3,247 67 180
Loans to subsidiaries - = 95,661 100,956
Cash 43,583 16,706 11,435 7,006
Derivative financial assets 37 329 - -
Financial liabilities
Trade and other payables (at amortised cost) (3,533) (2,857) (253) (280)
Short-term bank borrowing (at amortised cost) (22,699) (30,830) - =
22,538 (13,390) 106,910 107,862

* Stated at cost as the value cannot be reliably estimated.

There is no material difference between the carrying value and the fair value of the financial instruments due to their
short-term nature. The investments are carried at cost because a reliable value cannot be determined.

The Group and Company is exposed to financial risks arising out of market risks (relating to commodity prices, foreign
currency exchange rates, interest rates), credit risks and liquidity risks. Details of these areas of risk are described below.

(a) Market risk

Market risk is the risk arising from possible market price movements and their impact on the future performance of the
business. The Group is currently exposed to commodity price risks in the form of oil and gas prices, movement in foreign
currency exchange rates and interest rates.

(i) Commodity price risk

The Group is exposed to commaodity price risk. Where and when appropriate the Group will put in place suitable
hedging arrangements to mitigate the risk of a fall in commodity prices. At 31 December 2009, the Group had in place
a number of fixed-for-floating gas swaps with aggregate fair value of £37,000 (2008: £329,000). As these contracts have
been designated as cashflow hedges of forecast sales, a 20% increase/(decrease) in commodity prices would have no
effect on reported profit or loss but would (decrease)/increase net equity (respectively) by £297,000 (2008: £137,000).
The fair value of these instruments has been determined directly by reference to published price quotations in an active
market.

(ii) Cash flow hedge accounting

As noted above, the Group has designated certain financially settled fixed-for-floating gas swaps as cashflow hedges. At
31 December 2009 the Group held 23 such contracts designated as hedges for highly probably forecast sales of natural
gas expected to occur during 2009 and 2010. The terms of the gas swap contracts have been negotiated to match the
terms of the gas sales contract. The cash flow hedges have been assessed to be highly effective and an unrealised gain of
£37,000 (2008: £329,000) has been deferred in a hedge reserve within equity.
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21. Financial instruments, financial risk factors and capital management (continued)

(iii) Foreign currency exchange risk

The Group and Company have potential currency exposures in respect of items denominated in foreign currencies
relating to transactional exposure in respect of operating costs and capital expenditure incurred in currencies other
than the functional currency of operations. Currency risk in respect of non-functional currency expenditure is reviewed
by the Board. There are no currency hedging arrangements in place. Loans to subsidiaries with a functional currency
other than British Pounds are denominated in the functional currency of the subsidiaries. Foreign currency exchange
differences arising on these loans are recognised in the Company’s Income Statement as a gain or loss. In the Group
accounts, these differences are taken to equity.

The following table demonstrates the sensitivity to a reasonably possible change in the US dollar exchange rate, being
the currency which the Group is primarily exposed to, with all other variables held constant, on the Group’s loss before
tax and the Group's equity.

Increase/ Effect on
decrease in profit before Effect on
US Dollar tax Equity
rate £000 £000
2009 +/-10% 1,026/(1,026) -
2008 +/-10% 34/(34) -

(iv) Interest rate risk

The Group is exposed to interest rate risks through the Group’s bank loan in Norway and the UK (see note 18 for terms).
The possible effect of changes in interest rates is shown in the table below:

Effect on
Increase/ profit before
decrease in tax
basis points £000
2009
Norwegian kroner +/-100 222/(222)
British pounds +/-100 5/(5)
2008
Norwegian kroner +/-100 303/(303)
British pounds +/-100 5/(5)
(b) Credit risk

Credit risk is the risk that a customer or partner fails to pay amounts due causing financial loss to the Group and
Company. The Group has very limited exposure to such credit risk and has put procedures in place to mitigate such
risks. The maximum exposure for the Group at 31 December 2009 was £489,000 (2008: £140,000). The Company had no
exposure to credit risk at 31 December 2009 (2008: £nil) from customers or partners. The exposure to subsidiaries failing
to repay loans to the Company at 31 December 2009 was £95,661,000 (2008: £100,956,000).
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21. Financial instruments, financial risk factors and capital management (continued)

(c) Liquidity risk

Liquidity risk is the risk that sources of funding for the Group’s and Company’s business activities are not available. As a
business which primarily focuses on oil and gas exploration and appraisal, the primary source of funding of the Group's
and Company’s activities is equity. The Group and Company have been successful in raising equity on a number of
occasions, most recently in December 2007, when £45.0 million (before issue costs) were raised. When appropriate, the
Group seeks to supplement equity funding with borrowing. The Board always ensures that there is sufficient funding
available before committing to any significant expenditure.

The table below shows the maturity analysis of the Group’s financial liabilities.

On

demand

31 December 2009 £000
Trade and other payables -
Short-term bank borrowing* -
On

demand

31 December 2008 £000

Trade and other payables -

Short-term bank borrowing* -

Less than
3 months
£000

3,533
10,668

Less than
3 months
£000

2,857
519

3to12
months
£000

12,483

3to12
months
£000

31,251

1to5

years >5 years Total

£000 £000 £000
- - 3,533
- - 23,151

1to5

years >5 years Total

£000 £000 £000
- - 2,857
- - 31,770

*Includes the interest borne on these short-term bank borrowings.

The Company’s financial liabilities consist of trade and other payables of £253,000 (2008: £280,000) which are due within

3 months.

Capital management

The Group defines capital as the total equity of the Group. The objective of the Group’s capital management is to ensure
that it makes the maximum use of its capital to support its business and maximise shareholder value. There are no

external constraints on the Group’s capital.

As the Group's primary focus is on exploration, equity is the principal form of funding. The Group’s policy is to utilise debt
where possible. A credit facility has been arranged in Norway to bridge the tax rebate receivable and a facility is in place
to finance its Southern North Sea gas development and producing assets.

At 31 December 2009 the net debt ratio was 31% (2008: 39%).

Borrowing
Equity
Debt ratio

2009 2008
£000 £000
22,699 30,830
74,194 79,370
31% 39%
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22. Pension scheme

In the UK the Group makes contributions to defined contributions schemes nominated by employees for which the
pension cost for the year amounted to £165,000 (2008: £126,000). There were no prepaid or accrued contributions at
either the beginning or the end of the financial year.

The Group also operates a defined benefit pension scheme for certain employees in Norway providing benefits based
on final pensionable pay. A full actuarial valuation was carried out at 31 December 2009 by a qualified independent
actuary. The Group's contributions for 2010 are expected to be £155,000.

The table below is a summary of the net liabilities position of the pension scheme:

2009 2008

£000 £000
Present value of scheme liabilities (675) (503)
Total market value of assets 400 325
Net pension liability (275) (178)

No further disclosures have been provided on the defined benefit pension scheme due to the insignificance of the
amounts in the context of the financial statements.

23. Share based payments

During the period, the Company operated three share schemes to incentivise employees: the Faroe Petroleum
Unapproved Share Option Scheme (“Option Scheme”), the Faroe Petroleum Long-Term Incentive Plan (“LTIP”), and the
Faroe Petroleum Co-Investment Plan (“CIP"), details of which are summarised below:

Share options: The Company’s policy on the granting of share options under the Option Scheme is to make such awards
as are necessary to recruit and retain executives. The Option Scheme provides for a grant price equal to the quoted
market price of the Group shares on the date of grant. The vesting period is generally 3 years. The options expire if they
remain unexercised after the exercise period has lapsed. Furthermore options are forfeited if the employee leaves the
Group before the options vest. The options are equity settled.

LTIP: the key components of the LTIP can be summarised as follows: no payment will be required for an award; awards
will normally vest on the third anniversary of their grant, provided the relevant performance condition has been satisfied
and the participant remains in employment; there will be no opportunity to retest performance if the performance
conditions are not satisfied over the three year performance period; the market value on grant of all awards granted to
any employee in any financial year shall not exceed 300% of the employee's base salary.

CIP: under this plan key employees can invest up to 50% of base salary in any financial year to purchase Company shares
(“Investment Shares”). Investment Shares will be matched by new shares to be issued by the Company dependent upon
the Company'’s performance over a three year period. The maximum match will be 3:1 (i.e. three new shares for every
Investment Share) but will require the Company to satisfy stretching share price growth targets and be subjectto a
comparative total shareholder return underpin.

The Group has applied the requirements of IFRS 2 ‘Share-based payment’and has elected to adopt the exemption to
apply IFRS 2 only to awards made after 7 November 2002 and which had not vested on 1 January 2006.

The Group recognised total expenses of £1,113,000 (2008: £872,000), all of which related to equity settled share-based
payment transactions under the Current Schemes.
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23. Share based payments (continued)
Share options

The following table sets out details of all outstanding options under the option scheme:

2009 2008
Options Weighted Options Weighted
No average No average
exercise exercise
price price
£ £
Outstanding at beginning of period 9,368,738 124 6,397,553 1.08
Granted during the period 4,261,400 0.70 3,031,585 1.59
Lapsed during the period (1,138,700) 1.65 = -
Forfeited during the period (315,800) 1.30 (60,400) 1.39
Outstanding at the end of the period 12,175,638 1.01 9,368,738 1.24
Exercisable at the end of the period 3,911,853 0.95 2,903,053 0.81

The options outstanding at 31 December 2009 had a weighted average remaining contractual life of 7.43 years (7.42
years in 2008).

The estimated fair values of options which fall under IFRS 2, being those options issued after 7 November 2002, and the
inputs used in the Monte Carlo Simulation model to calculate those fair values, are as follows:

Estimated Share Exercise Expected Expected Risk free Expected

Date of grant fair value price price volatility life rate dividends
7 May 2004 £0.19 £0.60 £0.60 29.86% 5.0 5.08% 0.00%
29 March 2005 £0.44 £1.23 £1.24 37.87% 5.0 4.46% 0.00%
18 April 2006 £0.55 £1.59 £1.59 36.93% 5.0 4.61% 0.00%
11 May 2006 £0.64 £1.75 £1.72 36.97% 5.0 4.85% 0.00%
20 October 2006 £0.42 £1.14 £1.12 38.57% 5.0 4.95% 0.00%
14 March 2007 £0.38 £1.10 £1.13 39.88% 5.0 5.04% 0.00%
1 October 2007 £0.48 £1.12 £1.19 40.21% 5.0 4.99% 0.00%
22 April 2008 £0.54 £1.59 £1.59 40.55% 5.0 4.55% 0.00%
12 September 2008 £0.49 £1.37 £1.35 41.53% 5.0 4.41% 0.00%
18 May 2009 £0.30 £0.69 £0.75 60.14% 5.0 2.46% 0.00%
23 July 2009 £0.32 £0.70 £0.69 59.18% 5.0 3.26% 0.00%

Details of all options outstanding as at 31 December 2009 is included in Note 20.

The expected life of the options is based on historical data and is not necessarily indicative of exercise patterns that may
occur. The expected volatility reflects the assumption that the historical volatility is indicative of future trends, which
may also not necessarily be the actual outcome.
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23. Share based payments (continued)
Long-term incentive plan
Under the LTIP, shares are released on the third anniversary of the date of grant provided that total shareholder return

(TSR) performance conditions have been satisfied and the participant is still being employed on the anniversary date.

2009 2008

LTIP Share LTIP Share

Awards Awards

No No

Outstanding at the beginning of the period - 247,386
Vested during the period - (74,216)
Lapsed during the period - (173,170)
Outstanding at the end of the period - -

The estimated fair value of the share award under the LTIP and the inputs used in the Monte Carlo Simulation model to
calculate the fair values, are as follows:

Exercise

price
Estimated Share (nominal Expected Expected Risk free Expected
Date of grant fair value price value) volatility life rate dividends
12 July 2006 £0.79 £1.25 £0.10 38.97% 2.2 4.84% 0.00%

Co-investment plan

During 2007 the Group introduced a Co-Investment Plan. Under this plan, shares are released on the third anniversary
of the date of grant provided that TSR performance conditions have been satisfied and the participant is still being
employed on the anniversary date.

2009 2008

CIP Share CIP Share

Awards Awards

No No

Outstanding at the beginning and end of the period 597,548 418,575
Granted during the period - 178,973
Lapsed during the period (37,689) -
Outstanding at the end of the period 559,859 597,548
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23. Share based payments (continued)

The estimated fair value of the share award under the CIP and the inputs used in the Monte Carlo Simulation model to
calculate the fair values, are as follows:

Exercise

price
Estimated Share (nominal Expected Expected Risk free Expected
Date of grant fair value price value) volatility life rate dividends
30 May 2007 £0.47 £1.15 £0.00 39.82% 3.0 5.73% 0.00%
12 Sept 2008 £0.63 £1.37 £0.00 41.53% 3.0 4.50% 0.00%
23 Sept 2008 £0.60 £1.27 £0.00 42.47% 3.0 4.52% 0.00%

No Co-Investment Plan shares have vested.

24, Reconciliation of loss on ordinary activities to net cash flow from operating activities

Group Group Company Company

2009 2008 2009 2008

£000 £000 £000 £000

Profit/(loss) before tax (11,797) (28,760) (2,396) 6,496
Depreciation charges 7,485 5,334 18 39
Exploration asset write off 14,016 19,971 - -
Gain on disposal of asset (17,696) - - =
Asset impairment 3,647 3,356 - -
Exploration and evaluation (23,053) (20,963) - -
Fair value of share based payments 1,113 873 497 427
(Increase)/decrease in trade and other receivables 878 (4,092) 93 85
(Increase)/decrease in inventories (111) (362) - =
Increase in trade and other payables 944 921 361 (309)
Foreign exchange movements (29) (230) 359 (6,185)
Intercompany service charge uplift - = (140) (130)
Interest received (1,135) (2,559) (56) (1,899)
Interest paid 1,991 1,164 - -
Net cash outflow from operating activities (23,747) (25,347) (1,264) (1,526)

25. Contingent liabilities

Under the terms of a sale and purchase agreement between Faroe Petroleum (U.K.) Limited (“FPUK") and ConocoPhillips
(U.K) Alpha Limited and ConocoPhillips (U.K.) Theta Limited, FPUK are liable to pay deferred consideration of $875,000
upon first gas sales from the Minke Graben field and $875,000 upon first gas sales from the Orca field. As the decision

to develop these fields is yet to be taken by the joint venture partners, it is very uncertain whether the deferred
consideration will be paid.
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Notes to the accounts continued

26. Commitments

Capital commitments at the end of the financial year for which no provision has been made, in relation to the Group's
UKCS licences and Faroese licences, amount to £58,924,000 (2008: £38,507,000) as follows:

2009 2008
Group £000 £000
UKCS Contracted 5,706 9,108
Faroes Contracted 1,174 1,138
Norway Contracted 52,044 28,261

Company

As at 31 December 2009, the Company has no future capital commitments (2008: £nil). The Company has provided a
guarantee for all the licence costs of its subsidiaries.

27. Obligations under operating leases

Annual commitments under non-cancellable operating leases for land and buildings are as follows:

Group Group Company Company
2009 2008 2009 2008
£000 £000 £000 £000

Future minimum lease payments under operating leases:

Within one year 282 165 72 6
Two to five years 248 - 248 -
After five years - - - -

530 165 320 6

Rentals due under operating leases are charged against income on a straight line basis over the term of the lease. In
2009 lease payments of £269,000 (2008: £156,000) were charged against income.

28. Related party disclosures

For the purpose of related party disclosure in accordance with IAS 24, only directors are considered to be key
management personnel.

Compensation of key management personnel:

2009 2008

£000 £000

Short-term employee benefits 1,358 896
Post-employment benefits 127 78
Other long-term benefits - -
Share-based payment 368 364
1,853 1,338
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28. Related party disclosures (continued)
There are no other related party transactions requiring disclosure for the Group. Note 9 contains additional information.

During the year the Company entered into transactions, in the ordinary course of business, with other related parties.
Trading balances outstanding at 31 December with other related parties, are as follows:

2009 2008
£000 £000
Loans to subsidiaries 95,661 100,956

Interest is not charged on the loans to subsidiaries. The loans are denominated in the functional currency of the
subsidiary. The loans fall due at various times but repayment is not required if the subsidiaries’ total liabilities excluding
amounts to the Company exceed the current assets.

29. Subsequent events

Rights Issue: The Company announced on 27 April 2010 that the Company is proposing to raise £69.8 million

(£65.1 million net of expenses) by the issue of 69,823,124 new ordinary shares of 10p each at a price of 100 pence
each. The issue is being made by way of an underwritten rights issue and a prospectus will be mailed to shareholders
on 27 April 2010.

Fogelberg: On 12 February 2010 the Company announced the commencement of drilling on the Fogelberg exploration
prospect (Faroe 15%) in the Norwegian Sea. The drilling operation, undertaken by Centrica Resources Norge AS as
operator using the West Alpha semi-submersible drilling rig, was expected to take approximately 80 days. On 23 March
2010 the Company announced that indications of hydrocarbons have been encountered, based on log response and
increased gas levels, and that coring of the hydrocarbon bearing zones would be carried out, which is expected to take
several weeks. In addition it was planned to undertake extensive data collection in order to perform a full formation
evaluation. On 23 April 2010 the Company announced that the operations were completed and gas and condensate
were encountered in two Jurassic sands. The gross size of the discovery has been estimated to be in the range between
105 and 530 bcf (between 19 and 95 mmboe) of recoverable gas and condensate.

Arbitration: Under a sale and purchase agreement dated 14 April 2008, Norwegian Energy Company ASA (“Noreco”)
agreed to assign to Faroe Petroleum (Norge) AS (“FPN”), a 10% interest in Norwegian licences PLO06C and PLO06D. By
way of consideration, FPN agreed to carry Noreco's costs associated with its 15% retained interest including a cost
carry granted by Noreco in favour of the operator, Lundin Norway AS (“Lundin”) in relation to the first appraisal well to
be drilled (the “Cost Carry”). The Cost Carry was capped at NOK 140 million (approximately £13.2 million at the time of
payment) and was eligible for a 78% tax rebate. The amount of the Cost Carry after the tax rebate was NOK 30.8 million
(approximately £3.3 million at the time of payment).

The final well plan was for the SE Tor appraisal well to be drilled as a sidetrack of the Hyme exploration well in a joint
operation. In billing the joint venture, the operator Lundin drew no distinction between the drilling of the two targets
and, because the cap on the Cost Carry was exceeded, FPN paid the Cost Carry in full. After the Hyme exploration well
was drilled, Lundin decided not to drill the SE Tor appraisal well and as a result of this change, the Cost Carry was not
due to Noreco at that stage. As the SE Tor well is now not expected until 2012, pending the drilling of such well, FPN has
sought the repayment of the Cost Carry at an arbitration hearing which took place in March 2010, the outcome of which
is expected on or around 1 May 2010.
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30. Jointly controlled assets

Fields in production or under development as at 31 December 2009

20 (part) 24,25,30,29 (part)

Extension

Net unit
Country Licence Block Designation Field Name Field Operator Interest %
UK P039 53/4d Wissey Tullow Oil UK 18.75
UK P520 49/1a,23,2b Topaz RWE DEA UK SNS 7.50
UK P689 43/30a, 44/26a Schooner Tullow Oil UK 4.83
Norway PLO48b  048b Glitne Statoil Petroleum 9.30
Norway PLO48d  15/5f Enoch Talisman North Sea 1.86
Exploration acreage and discoveries as at 31 December 2009
Net %
Country Licence Block Designation Licence Name Operator Interest
UK P1196  217/10,14,15 Lagavulin Chevron North Sea 10.00
UK P1165 217/3a,217/4a,217/5, 221/28a, Talisker Chevron North Sea 12.50
221/29a, 221/30a
UK P1192 213/20,214/16,213/25c¢ Cardhu BP 6.25
UK P1190  204/13 Tornado 0]\ 10.00
UK P1161 206/5a, 206/10a Freya Faroe *100.00
UK P1407  217/21,22,26 &216/30 Glenshee Chevron North Sea 20.00
UK P1195  214/30 Glenlivet DONG E&P (UK) 10.00
UK P454 44/29b Orca Minke GDF Suez 5.89
UK P611 44/24a Orca Minke GDF Suez 5.89
UK P1593  44/29c Narwhal GDF Suez 20.00
Norway PLOO6C  2/5 part SE Tor Lundin Norway 10.00
Norway PLO0O6D  2/5 part Hyme Lundin Norway 10.00
Norway PL289 3/7 part Marsvin DONG E&P Norge 14.00
Norway PL376  35/6,35/9 Grosso StatoilHydro 10.00
Norway PL405 7/9&12,8/7,8,10& 11 Butch Cassidy Centrica 15.00
Norway PL405B  7/12 part Butch Cassidy (ext) Centrica 15.00
Norway PL414  25/3,5 &6 part Kalvklumpen Pertra 20.00
Norway PL431 6506/12, 6406/2&3 part T-Rex Maersk Oil Norway 30.00
Norway PL433 6506/9&12 part Fogelberg Centrica 15.00
Norway PL440S 2/8 part Clapton Det Norske Olieselskap 20.00
Norway PL475 6407/1, 6406/3 parts Santana Wintershall 30.00
Norway PL475BS 6406/6,6407/1 parts Maria Wintershall 30.00
Norway PL477 6506/11 part Cooper Centrica 30.00
Norway PL478 6507/7,6507/10 parts Manilow Centrica 30.00
Norway PL507 25/2,3,30/11,12,31/10 parts Tetrao Wintershall 30.00
Norway PL510  6406/5, 6406/6 parts Glinda Centrica 20.00
Norway PL534 7224/7,8 &11 Samson Dome BG 20.00
Netherlands D15b D15b Orca Minke GDF Nederland 5.00
Netherlands D18a D18a Orca Minke GDF Nederland 2.50
Faroe Islands 002 Part Blocks: 6004/12, 16 & 17 Orodruin Foroya Kolvetni *100.00
Faroe Islands 005 6004/1,2,3,6,7 &8 Anne Marie ENI Denmark 12.50
Faroe Islands 009 6105/22, 23, 24, 26, 27, 28, 29, Sildrekin Statoil Faeroyene 10.00
6005/1, 2, 3, 4 (part)
Faroe Islands 012 6007/21, 22, 23, 24, 28 (part), 29 (part) Rannva Feroya Kolvetni *100.00
Faroe Islands 016 6201/1,2,6,6202/ 4,5,6,7,89,10,11,  Kulubgkan Statoil Feergyene 10.00
12,13,14,15,16,17,18, 21,22, 6203/13,
14,15,16,17,18,19,20,21,22,23,24,25
Faroe Islands 017 6007/16 (part), 26,27, 6008/19, (part), Rannva Fgroya Kolvetni *100.00

* Not jointly controlled as these licences belong 100% to the Group.
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30. Jointly controlled assets (continued)

Fields in production or under development as at 31 December 2008

Net %

Country Licence Block Designation Licence Name Operator Interest
UK P039 53/4d Wissey Tullow Oil UK 18.75
UK P520 49/1a,2a,2b Topaz RWE DEA UK SNS 7.50
UK P689 43/30a, 44/26a Schooner Tullow Oil UK 4.83
Exploration acreage and discoveries as at 31 December 2008

Net %
Country Licence Block Designation Licence Name Operator Interest
UK P1196  217/10,14,15 Lagavulin Chevron North Sea 10.00
UK P1165 217/3a,217/4a,217/5, 221/28a, Talisker Chevron North Sea 12.50

221/29a,221/30a

UK P1192 213/20,214/16,213/25c¢ Cardhu BP 6.25
UK P1190  204/13 Tornado omv 10.00
UK P1161 206/5a,206/10a Freya Faroe *100.00
UK P1407  217/21,22,26 &216/30 Glenshee Chevron North Sea 20.00
UK P1552  204/16,17,21b,22b Marjun Faroe *100.00
UK P1195  214/30 Glenlivet DONG E&P (UK) 10.00
UK P1404 13/25a Fat Cat Petro-Canada UK 25.00
UK P1459 13/24d Fat Cat Petro-Canada UK 25.00
UK P1457 14/16,17a,21b & 22b, 13/20 West Athena Oilexco 45.00
UK P1498 13/14,15 West Claymore Oilexco 45.00
UK P1456 12/29 Keira Faroe *100.00
UK P1328  42/12 Breagh Sterling Resources 10.00
UK P1230  42/13 Breagh Sterling Resources 10.00
UK P454 44/29b Orca Minke GDF Suez 5.89
UK P611 44/24a Orca Minke GDF Suez 5.89
UK P773 44/30 Orca Minke GDF Britain Suez 5.89
UK P1593 44/29c¢ Narwhal GDF Suez 20.00
Norway PLO06C  2/5 part SE Tor Lundin Norway 10.00
Norway PLO0O6D  2/5 part Hyme Lundin Norway 10.00
Norway PL147 3/7 part Trym DONG E&P Norge 10.00
Norway PL271 7/1,16/10 part Yoda StatoilHydro 15.00
Norway PL289 3/7 part Marsvin DONG E&P Norge 14.00
Norway PL302 7/1,16/10 part Vader StatoilHydro 15.00
Norway PL376  35/6,35/9 Grosso StatoilHydro 10.00
Norway PL381 6407/5, 8 part Granat Norske Shell 10.00
Norway PL405 7/9 &12,8/7,8,10 & 11 Butch Cassidy Centrica 30.00
Norway PL405B  7/12 part Butch Cassidy (ext) Centrica 30.00
Norway PL414 25/3,5 &6 part Kalvklumpen Pertra 20.00
Norway PL421 35/8 part Icarus Petro-Canada 30.00
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30. Jointly controlled assets (continued)

Country
Norway
Norway
Norway
Norway
Norway
Norway
Norway
Norway
Norway
Norway
Norway
Netherlands
Netherlands
Faroe Islands
Faroe Islands
Faroe Islands

Faroe Islands
Faroe Islands

Faroe Islands

Licence
PL424
PL431
PL433
PL440S
PL452
PL475
PL475BS
PL477
PL478
PL507
PL510
D15b
D18a
002
005
009

012
016

017

Block Designation

33/2,3&6, 34/18&4, part
6506/12, 6406/2&3 part
6506/9&12 part

2/8 part

7/12 part

6407/1, 6406/3 parts

6406/6, 6407/1 parts
6506/11 part
6507/7,6507/10 parts
25/2,3,30/11,12,31/10 parts
6406/5, 6406/6 parts

D15b

D18a

Part Blocks: 6004/12, 16 & 17
6004/1,2,3,6,7 &8
6105/22, 23, 24, 26, 27, 28, 29,
6005/1, 2, 3, 4 (part)

Licence Name
Shuttle
T-Rex
Fogelberg
Clapton
Etta
Santana
Maria
Cooper
Manilow
Tetrao
Glinda
Orca Minke
Orca Minke
Orodruin
Anne Marie
Sildrekin

6007/21, 22, 23, 24, 28 (part), 29 (part) Rannva

6201/1,2,6, 6202/ 4,5,6,7,8,9,
10,11,12,13,14,15,16,17,18,
21,22,6203/13,14,15,16,
17,18,19,20,21,22,23,24,25

Kulubgkan

6007/16 (part), 26,27, 6008/19, (part), Rannva

20 (part) 24,25,30,29 (part)

Extension

Operator

Norske ConocoPhillips
Centrica

Centrica

Det Norske Olieselskap
Centrica

Revus Energy

Revus Energy

Centrica

Centrica

Revus Energy

Centrica

GDF Nederland

GDF Nederland
Feroya Kolvetni

ENI Denmark

Statoil Faeroyene

Foroya Kolvetni
Statoil Feergyene

Feroya Kolvetni

Net %
Interest
20.00
30.00
15.00
20.00
30.00
30.00
30.00
30.00
30.00
30.00
20.00
5.00
2.50
*100.00
12.50
10.00

*100.00
10.00

*100.00

* Not jointly controlled as these licences belong 100% to the Group.
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