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Report of Independent Auditors
To the Board of Directors and Shareholders of Skadnited

We have audited the accompanying consolidated balameets of Seadrill Limited and its
subsidiaries (the Company) as of December 31, 20@V December 31, 2006 and the related
consolidated statement of operations, comprehengigceme, cash flows and changes in
shareholders’ equity for the years ended Decemiber2807 and December 31, 2006. These
financial statements are the responsibility of @m@npany's management. Our responsibility is to
express an opinion on these financial statemergsdoan our audits. The financial statements of
the Company as of December 31, 2005 and for thmgppdrom May 10, 2005 (inception) to
December 31, 2005 was audited by other auditorsse/iheport dated May 29, 2006 expressed an
unqualified opinion on those statements.

We conducted our audits in accordance with Intéwnat Standards on Auditing. Those standards
require that we plan and perform the audit to obta&asonable assurance about whether the
financial statements are free of material misstatémAn audit also includes examining, on a test
basis, evidence supporting the amounts and diseedn the financial statements, assessing the
accounting principles used and significant estisate@de by management, and evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all materia
respects, the financial position of Seadrill Limitand subsidiaries at December 31, 2007 and
December 31, 2006, and the results of their operatand their cash flows for the years then
ended in conformity with accounting principles gextly accepted in the United States of America.

PricewaterhouseCoopers AS

Stavanger, Norway
July 4, 2008
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Seadrill Limited

Consolidated Statement of Operations for the

and for the period from May 10, 2005 (inceptionpecember 31, 2005
(In millions of US dollar, except per share data)

Operating revenues
Contract revenues
Reimbursables
Other revenues

Total operating revenues

Operating expenses
Vessel and rig operating expenses
Reimbursable expenses
Depreciation and amortization
General and administrative expenses
Total operating expenses

Operating income (loss)

Financial items
Interest income
Interest expenses
Share in results from associated companies
Other financial items
Total financial items

Income (loss) before income taxes and minority intest

Income taxes
Minority interest in net income of subsidiarie
Gain on issuance of shares in associate

Net income (loss)

Basic earnings (loss) per share (US dollar)
Diluted earnings (loss) per share (US dollar)

See accompanying notes that are an integral patttefe Consolidated Financial Statements.
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yeated December 31, 2007 and 2006

Period from

May 10, 2005
Year ended Year ended (inception) to
December December 31, December 31,

31, 2007 2006 2005
1,318.5 942.3 26.6
146.6 109.0 1.7
211.2 103.3 -
1,676.3 1,154.6 28.3
755.4 587.8 3.3 2
139.4 103.4 1.7
182.9 167.6 12.9
109.8 69.7 5.8

1,187.5 928.5 43.7
488.8 226.1 (15.4)
23.6 14.0 1.7
(112.7) (79.8) (0.9)

232 26.6 2.7

(36.2) 80.0 6.0
(102.1) 40.8 9.5
386.7 266.9 (5.9)
78.3 (22.4) (1.6)
(13.0) (30.4) (0.1)
50.0 0.0 0.0
502.0 214.1 (7.6)
1.28 0.61 (0.04)
1.20 0.61 (0.04)



Seadrill Limited

Consolidated Balance Sheet as of December 31, 2007
as of December 31, 2006

(In millions of US dollar)
December December
31, 2007 31, 2006

ASSETS
Current assets
Cash and cash equivalents 1,012.9 210.4
Marketable securities 240.4 105.9
Accounts receivables, net 220.5 194.1
Other current assets 223.1 246.2
Total current assets 1,696.9 756.6
Non-current assets
Investment in associated companies 176.1 238.1
Newbuildings 3,339.8 2.025.4
Drilling units 2,451.9 2,293.3
Goodwill 1,509.6 1,256.5
Deferred tax assets 3.7 109.7
Other non-current assets 115.1 63.1
Total non-current assets 7,596.2 5,986.1
Total assets 9,293.1 6,742.7

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Short-term interest bearing debt 484.1 255.4

Other current liabilities 670.6 477.2
Total current liabilities 1,154.7 732.6
Non-current liabilities

Long-term interest bearing debt 4,116.4 2,559.3

Deferred taxes 96.1 324.8

Other non-current liabilities 198.1 199.0
Total non current liabilities 4,410.6 3,083.1

Commitments and contingencies - -

Minority interest 104.6 212.0
Shareholders' equity
Paid-in capital 2,778.5 2,449.8
Accumulated other comprehensive income 152.0 9.14
Accumulated earnings 692.7 206.5
Other 0.0 9.6
Total shareholders' equity 3,623.2 2,715.0
Total liabilities and shareholders' equity 9,293.1 6,742,7

See accompanying notes that are an integral pattt@fe Consolidated Financial Statements.
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Seadrill Limited

Consolidated Statement of Cash Flows for the yeraded December 31, 2007 and 2006
and for the period from May 10, 2005 (inceptionpecember 31, 2005

(In millions of US dollar)

Period from
May 10
Year ended Year ended (inception) to
December 31, December 31, December 31,
2007 2006 2005

Cash Flows from Operating Activities
Net income (loss) 502.0 214.1 (7.6)
Adjustment to reconcile net income (loss) to nahca
provided by operating activities:

Depreciation and amortization 182.9 167.6 12.9
Amortization of deferred loan charges 14.0 6.3 0.1
Share of results from associated companies 2)23. (26.6) (2.7)
Share-based compensation expense 15.1 9.6 -
Fair value of equity share swap - - (5.3)
Income attributable to minority interest 13.0 0.8 0.1
Gain on disposal of fixed assets (124.2) - -
Gain on issuance of shares in associate (50.0) - -
Gain on disposal of other investments (9.8) .83 (0.8)
Deferred income taxes (134.6) 22.4 -
Changes in working capital items:
Trade accounts receivable and other short-term (33.8) (283.0) (9.1)
Receivables
Trade accounts payable and other short-tefrilitias 226.0 142.5 8.9
Accrued expenses/deferred revenue 72.1 (13.2) 391
Net cash provided by operating activities 649.5 174.2 11.2

See accompanying notes that are an integral patthefe Consolidated Financial Statements.



Seadrill Limited
Consolidated Statement of Cash Flows for the d December 31, 2007 and 2006
and for the period from May 10, 2005 (inceptionpwcember 31, 2005

(In millions of US dollar)

Period from
May 10
Year ended Year ended (inception) to
December 31, December 31, December 31,

2007 2006 2005
Cash Flows from Investing Activities
Additions to newbuildings (1.568.0) (1,159.7) (247.5)
Additions to rigs and equipment (170.7) (36.1) (21.3)
Sale of rigs and equipment 170.0 7.6 -
Investment of subsidiaries (216.5) (2,595.8) 2.1
Cash assumed in purchase of the subsidiaries - 4128 18.8
Investment in associated companies - (4.9) 3j31.
Gain on issuance of shares in associate 50.0 - -
Purchase of marketable securities (141.4) g)26. (2.1)
Dividend received from associated company 5.4 - -
Disposal of associated company 83.3 - -
Sale of marketable securities 49.3 322.6 48.7
Net cash used in investing activities (1,738.6) (3,180.3) (253.8)
Cash Flows from Financing Activities
Proceeds from long term debt 3,854.6 1,979.8 0.1
Proceeds from short term debt 92.8 98.2 46.7
Repayments of short term capital lease obbgati (0.2) (11.3) (4.8)
Repayments of short term debt (196.2) (48.8) -
Repayments of long term debt (2,015.6) (593.9) (164.3)
Conversion of debt to equity 50.0 - -
Debt fees paid (21.1) (31.9) (1.2)
Purchase of minority interests (218.2) - -
Contribution by minority interests 40.0 45.0
Purchase of treasury shares (21.2) - -
Sale of treasury shares 21.4 - -
Proceeds from issuance of equity 308.6 1,741.8 206.3
Issuance costs in connection with issuancejoity (4.6) (17.3) (1.6)
Net cash provided by financing activities 1,890.4 3,161.6 294.4
Effect of exchange rate changes on cash and
cash equivalents 1.2 3.1 -
Net increase in cash and cash equivalents 802.5 158.6 51.8
Cash and cash equivalents at beginning of the pedo 2104 51.8 -
Cash and cash equivalents at the end of the period 1.012.9 210.4 51.8
Interest paid (247.0) (108.1) (3.4)
Taxes paid (13.5) (11.6) (1.4)

See accompanying notes that are an integral patthefe Consolidated Financial Statements.
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Seadrill Limited

Consolidated Statements of Comprehensive Incomghéoyears ended December 31, 2007
and 2006 and for the period from May 10, 2005 (io®) to December 31, 2005

(In millions of US dollar)

Period from
May 10,
Year ended Year ended 2005(inception
December 31,December 31) to December

2007 2006 31, 2005
Net income (loss) 502.0 214.1 (7.6)
Change in unrealized gain/loss on marketable diEsiri 61.9 (82.4) 82.4
Change in unrealized foreign exchange differences 393 51.8 --
Change in actuarial loss/ gain related to pension a7 - -
Comprehensive Income 605.0 183.5 74.9

December December December
31, 2007 31, 2006 31, 2005

Comprehensive Income items beginning of period 49.1 82.4 -
Unrealized gain/loss on marketable securities 61.9 (82.4) 82.4
Implementation of FASB Statement No. 158 7.1 (2.7) -
Change in unrealized foreign exchange differences 393 51.8 -
Comprehensive Income items end of period 152.0 49.1 82.4

See accompanying notes that are an integral pattt@fe Consolidated Financial Statements.
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Seadrill Limited
Consolidated Statement of Changes in Sharehol&8epsty for the years ended December

31, 2007 and 2006 and for the period from May DB2(inception) to December 31, 2005
(In millions of US dollar)

Share  Addit. Options  Accum. Retained Total

capital paidin Issued other earnings  share-
capital compre- holders'
hensive equity
income

Balance at May 10, 2005 - - - - (16.2) (16.2)
Issued shares, net of issuance costs 458.3 440.8 - - - 899.1
Effect of acquisition from shareholder - (173.7) - - 16.2 (157.5)
Unrealized gain/loss on marketable
securities - - - 82.4 - 82.4
Net loss - - - - (7.6) (7.6)
Balance at December 31, 2005 458.3 267.1 - 82.4 (7.6) 800.2
Issued shares, net of issuance costs 308.0 1,416.4 - - - 1,724.4
Compensation expense for share options - - 9.6 - - 9.6
Unrealized gain/loss on marketable
securities - - - (82.4) - (82.4)
Foreign exchange differences, other — — — 51.8 — 51.8
Implementation of FASB No. 158 - - - (2.7) — 2.7)
Net income — — — — 214.1 214.1
Balance at December 31, 2006 766.3 1,683.5 9.6 49.1 206.5 2,715.0
Issued shares, net of issuance costs 32.0 271.9 - - — 303.9
Unrealized gain/loss on marketable — — — 61.9 — 61.9
securities
Compensation expense for share options - - 15.1 - - 15.1
Net purchase/sale Treasury shares (1.2 1.4 - - - 0.2
Conversion of Loan - - - - (16.0) (16.0)
Pension — unrecognized gain/losses — — — 7.1 — 7.1
Foreign exchange differences — — — 33.9 — 33.9
Net Income — — — — 502.0 502.0
Balance at December 31, 2007 797.1 1,956.8 24.7 152.0 692.6 3,623.2

See accompanying notes that are an integral pattt@fe Consolidated Financial Statements.
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Seadrill Limited - Notes to Consolidated FinanciaStatements

General information

Seadrill Limited (“Seadrill” or the “Company”) isnainternational offshore drilling contractor
providing services within drilling and well servieegistered under the laws of Bermuda. As of
December 31, 2007 the Company, together with pertiead an interest in 37 offshore drilling
units including 14 units were under constructiohe TTompany has a versatile fleet of drillships,
jack-ups, semi-submersibles rigs and tender rigoperations in shallow and deepwater areas as
well as benign and harsh environment. In addit@avning and operating offshore mobile drilling
units, Seadrill provides platform drilling, welltervention and engineering services through the
separately OTC listed company Seawell Limited. &#dd listed in Norway on the Oslo Stock
Exchange.

Significant transactions in 2006:

In the beginning of 2006, Seadrill acquired altld outstanding shares of Smedvig. Smedvig was
engaged in drilling activities in the North Seactigh 4 drilling units, in addition to having a
strong market position in the tender rig fleet aped from Singapore.

In the same period, Seadrill purchased all thetanting shares of Mosvold Drilling, which had
two drillships under construction. The shares wenehase through a series of step acquisitions.

On September 8, 2006 the Company after furtherisitiqums of shares reached an ownership of
20,299,811 shares in Eastern Drilling ASA whichresented 60.43 percent of the shares and votes
in Eastern Drilling ASA.

The main events in 2007 were as follows:

On January 12, 2007, Seadrill and Ship Financernatmnal Limited entered into a sale and
leaseback arrangement where Seadrill sold the jackg West Prospero for a consideration of
US$210 million and simultaneously lease the unitaféerm of 15 years.

On February 5, 2007, Seadrill sold the FPSO vdssBka Production Ltd. The total consideration
for Crystal Ocean was US$90 million.

On February 22, 2007, the FPSO vessel Crystal $masald to the Oslo Stock Exchange listed
company BW Offshore. The total consideration far BFPSO vessel was US$80 million of which
US$60 million in cash and US$20 million in BW Oftsle shares.

On April 17, 2007, Seadrill completed a privatecelment of a total of 9 million new shares for a
subscription price of NOK101.00 per share. Grossgeds from the equity issue amounted to
NOK909 million (equivalent to approximately US$15(lion).

During April and May 2007, Seadrill acquired 100%tlme outstanding shares of Eastern Drilling
ASA through step acquisitions.

On May 2, 2007, Seadrill entered into a turnkeyt@m to build another ultra-deepwater semi-
submersible drilling rig at the Jurong ShipyardSimgapore. The turnkey contract has a net total
project value of US$531.5 million with schedulediery of the unit in April 2010. The net total
project value indicated total costs excluding sparaccrued interest expense, construction
supervision and operations preparations.

On June 25, 2007, Seadrill entered into an agreewi¢m Keppel O&M in Singapore to build a
new semi-submersible self-erecting tender rig (demiler). Total capital expenditure for the semi-
tender is estimated at US$195 million. The newisigcheduled for delivery in the first quarter
2010.
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Seadrill Limited - Notes to Consolidated FinanciaStatements

On July 11, 2007, Seadrill completed a private gtaent of a total of 7 million new shares for a
subscription price of NOK127.00 per share. Grosgeds from the equity issue amounted to
NOK889 million (equivalent to approximately US$15@lion).

On July 12, 2007, Seadrill ordered its third ullieepwater newbuild drillship from Samsung
Shipyard based on a turnkey contract. The turnkeyract has a total project value of US$598
million with scheduled delivery of the unit in Jup@10.

On July 25, 2007, Seadrill announced that it waddl the 1981 built jack-up West Titania for
US$146.5 million to the Nigerian drilling contract@eaWolf Oil Services Limited. The
transaction was concluded in May 2008 for totalsideration of US$133.4 million.

On September 24, 2007, Seadrill established Séasedn independent well services company
based on its existing well services activities wilie ambition to create a large international well
services company. In order to set up Seawell Lisnite a stand-alone basis, new equity was raised
through a private placement of 20 million shareSeawell Limited for US$50 that was completed
in the beginning of October 2007.

On October 26, 2007, Seadrill launched a US$1,000om convertible bond that matures in
November 2012.

As used herein, unless otherwise required by theegt, the term "Seadrill" refers to Seadrill
Limited and the terms "Company", "we", "Group", foand words of similar import refer to

Seadrill and its consolidated subsidiaries. Treeheyein of such terms as group, organization, we,
us, our and its, or references to specific entitienot intended to be a precise description of

corporate relationships.
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Seadrill Limited - Notes to Consolidated FinanciaStatements

Basis of presentation

The accompanying consolidated financial statemenésent the financial position of Seadrill
Limited, the consolidated subsidiaries and the giointerest in associated entities.

The financial statements are prepared on a hisiac@st basis, except that the following assets and
liabilities were assessed at their fair value a #Htquisition date. The step-up acquisition of
Eastern Drilling ASA in 2007, the acquisition of 8dvig ASA, Mosvold Drilling Itd and Eastern
Drilling ASA in 2006 as well as Seadrill Invest 2005 have been accounted for as purchases in
accordance with Statement of Financial Accountitan&ards No. 141 “Business Combinations”.
The fair value of the assets acquired and liabgditassumed were included in the Company’s
consolidated financial statements beginning ondaee when control was achieved. Derivative
financial instruments, financial instruments thed held for trading or classified as available-for-
sale and other investments in entities owned leas 20 percent where the Company does not
exercise significant influence, are recognizechat\falue if fair value is readily determinable.

The financial statements are presented in accoedaith generally accepted accounting principles
in the United States (US GAAP). The amounts aregred in United States dollar rounded to the
nearest hundred thousand, unless otherwise stated.

Non-current assets and disposal groups held far asd stated at the lower of their carrying
amount or fair value less costs of sale.

The accounting policies set out below, except fer adoption of FAS 158, have been applied
consistently to all periods in these consolidatedrfcial statements.

Basis of consolidation

The consolidated financial statements include otietl entities, which are those where the
Company’s voting interests exceed 50 percent oCtrapany has an interest in a Variable Interest
Entity (“VIE") and the Company has been determiteete the primary beneficiary.

A variable interest entity (“VIE”) is a legal entitvhere either (a) equity interest holders as agro
lack the characteristics of a controlling finandigkrest, including: decision making ability and a
interest in the entity’s residual risks and rewaads(b) the equity holders have not provided
sufficient equity investment to permit the entity finance its activities without additional
subordinated financial support, or where (c) thdingp rights of some investors are not
proportional to their obligations to absorb the ented losses of the entity, their rights to receive
the expected residual returns of the entity, ohkand substantially all of the entity’s activities
either involve or are conducted on behalf of aregtor that has disproportionately few voting
rights. FIN 46(R) requires a variable interesttgrid be consolidated if any of its interest ho&ler
are entitled to a majority of the entity’s residuedurn or are exposed to a majority of its expecte
losses.

Investment in companies in which the Company hbketsveen 20 per cent and 50 per cent of an
ownership interest, and over which the Company ases significant influence, but does not

consolidate, are accounted for using the equityhatkt The Company records its investments in
equity method investees on the consolidated balastmets as “Investments in associated
companies” and its share of the investees’ earnarg®sses in the consolidated statements of
operations as “Share in results from associatecpaaias”. The excess, if any, of purchase price
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Seadrill Limited - Notes to Consolidated FinanciaStatements

over book value of the Company’s investments initggomnethod investees is included in the
accompanying consolidated balance sheets in “Imasstin associated companies”.

Investments in companies in which the Company’sersinip is less than 20 percent are valued at
fair value unless it is not possible to estimatevfalue, then the cost method is used.

All material intercompany transactions and intersalles have been eliminated on consolidation.
Unrealized gains and losses arising from transastidth associates are eliminated to the extent of
the Company’s interest in the entity.

Accounting policies

Use of estimates

The preparation of financial statements in accardawith accounting principles generally
accepted in the United States requires managementke estimates and assumptions that affect
the reported amounts of assets and liabilitiesdisdosure of contingent assets and liabilities at
the date of the financial statements and the regatnounts of revenues and expenses during the
reporting period. Actual results could differ fraghose estimates.

Revenue recognition
Contract revenue:

The substantial majority of the Company's revenaes derived from dayrate based drilling
contracts, other service contracts and fixed pdostracts. Revenues are recognized over the
contract period during which the services are resdieand at the rates established in the contracts.
Under some contracts, the Company is entitled thitiadal payments for exceeding performance
targets. As there is uncertainty as to such boaympnts until the drilling program is completed,
such additional payments are recognized after oetiopl of the drilling program, or at such time
as the uncertainty is resolved.

In connection with drilling contracts, the Compangy receive lump sum fees for the mobilization
of equipment and personnel or for capital upgrautes to commencement of drilling services.
Mobilization fees received and costs incurred tditiwe a drilling unit are recognized over the
primary contract term of the related drilling cat.

Demobilization costs are those costs incurredtirmea vessel or drilling rig to safe harbor or
geographic area. Demobilization costs are expeaséacurred. Lump sum fees received from the
customer under a drilling contract for demobiliratthat is probable of realization is recognized
over the primary contract term.

Costs of relocating drilling units without drillingpntracts to other markets areas are expensed as
incurred.

Fees received from customers under drilling cotgrfar capital upgrades are deferred and
recognized over the primary contract term.

Reimbursables:

Reimbursements received for the purchase of sugptiguipment, personnel services and other
services provided at the request of the Company&omers in accordance with a contract or
agreement are recorded as revenue. The relatesiarestecorded as reimbursable expenses.
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Seadrill Limited - Notes to Consolidated FinanciaStatements

Accounting policies (cont'd)

Other revenues:

In a purchase price allocation there may exist worible drilling contracts. An unfavorable
drilling contract has a lower dayrate than the pilawg dayrate in an ongoing rig market. If there
exist such unfavorable contracts the net presdane\are amortized over the fixed drilling period.

In addition gain from sale of assets is classiéisedther revenue.

Repairs, maintenance and period surveys

Costs related to periodic overhauls of drilling tanare capitalized under Drilling Units and

amortized over the anticipated period between audgh which is generally five years. Related
costs are primarily shipyard costs and the coseémployees directly involved in the periodic

overhauls. Amortization costs for capitalized repahaintenance and periodic overhauls are
included in Depreciation and amortization.

Costs for other repair and maintenance activitiedrecluded in Vessel and rig operating expenses
and expensed when the repairs and maintenanceltde

Foreign currencies

The Company’s functional currency is U.S. Dollartlaes majority of revenues are received in U.S.

Dollars and a majority of the Company’s expendiguaee made in U.S. Dollars. The Company’s

reporting currency is U.S. Dollars. Most of the Qamy’s subsidiaries have a functional currency

of U.S. Dollars. For subsidiaries that maintainitlecounts in currencies other than U.S. Dollars,

the Company uses the current method of translatibereby the statements of operations are
translated using the average exchange rate fantmth and the assets and liabilities are translated
using the year end exchange rate. Foreign currganglation gains or losses in consolidation are
recorded as a separate component of other commighéncome in shareholders’ equity.

Transactions in foreign currencies during the yazar translated into U.S. Dollars at the rates of
exchange in effect at the date of the transactomeign currency monetary assets and liabilities
are translated using rates of exchange at the dmlsineet date. Foreign currency non-monetary
assets and liabilities are translated using hisabriates of exchange. Foreign currency transaction
gains or losses are included in the consolidate@msients of operations.

Current and non-current classification

Receivables and liabilities are classified as aurr@ssets and liabilities respectively, if their
maturity is within one year of the balance shedked®eceivables and liabilities not maturing
within one year are classified as long-term asmetslong-term liabilities respectively.

Cash and cash equivalents

Cash and cash equivalents consist of cash, demegpasits and highly liquid financial instruments
purchased with original maturities of three monthrsless. Restricted cash consists of bank
deposits which have been pledged as collateraleidrin guarantees issued by a bank or minimum
deposits which must be maintained in accordande eantractual arrangements.
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Seadrill Limited - Notes to Consolidated FinanciaStatements
Accounting policies (cont'd)

Marketable securities

Marketable equity securities held by the Compameycansidered to be available-for-sale securities
and, as such, are carried at fair value with regylunrealized gains and losses.recorded as a
separate component of other comprehensive incomsigareholders' equity.

The basis for the cost of a security sold is deiteethby specific identification.

Receivables

Receivables, including accounts receivables, arerded in the balance sheet at their full amount
less allowance for doubtful receivables. The Corgpestablishes reserves for doubtful receivables
on a case-hy-case basis when it is unlikely thatiired payments of specific amounts will occur.
In establishing these reserves, the Company cassitieanges in the financial position of the
customer as well as disputes with the customerdagathe application of contract provision to
the drilling operations. Uncollectible trade accureceivables are written off when a settlement
is reached for an amount that is less than tha¢amdsng historical balance.

Other equipment

Other equipment is recorded at historical cost Es=sumulated depreciation and is depreciated
over its estimated remaining useful life, which @pimates 3-5 years. Other equipment is
classified as Other non current assets.

Newbuildings

The carrying value of the rigs under constructitilefvbuildings") represents the accumulated
costs to the balance sheet date which the Compashdd to pay by way of purchase installments
and other capital expenditures together with clipétd loan interest and associated finance costs.
Including in the carrying value is yard installmewariation orders, riser allocations, spare parts,
accrued interests expenses, constructions supmrviand commissioning. No charge for
depreciation is made until commissioning of thehég been completed and ready for its intended
use.

Rig purchase options are capitalized at the timenadption contracts are acquired or entered into.
The Company reviews expected future cash flowschviaould result from the exercise of each

option contract on a contract by contract basislétermine whether the carrying value of the

option is recoverable.

Capitalized interest

Interest expenses are capitalized during constmuctf newbuildings based on accumulated
expenditures for the applicable project at the Camg{s current rate of borrowing. The amount of
interest expense capitalized in an accounting destmll be determined by applying an interest
rate ("the capitalization rate") to the average amaf accumulated expenditures for the asset
during the period. The capitalization rates usedrraccounting period shall be based on the rates
applicable to borrowings outstanding during thaquer

If the Company's financing plans associate a sigeadw borrowing with a qualifying asset, the

Company uses the rate on that borrowing as theatipition rate to be applied to that portion of

the average accumulated expenditures for the dbaetdoes not exceed the amount of that
borrowing.
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Seadrill Limited - Notes to Consolidated FinanciaStatements
Accounting policies (cont'd)

If average accumulated expenditures for the assxteel the amounts of specific new borrowings
associated with the asset, the capitalization tatee applied to such excess shall be a weighted
average of the rates applicable to other borrowaigee Company.

Drilling units

Rigs, vessels and equipment are recorded at lnatarbst less accumulated depreciation. The cost
of these assets less estimated residual value pgedated on a straight-line basis over their
estimated remaining economic useful lives. Thareded economic useful lives of the Company’s
mobile units and tender rigs are 30 years.

Significant investments are capitalized and deptedi in accordance with the nature of the
investment. Significant investments that are deetnadcrease an asset’s value for its remaining
useful life are capitalized and depreciated over#émaining life of the asset.

The Company charters certain vessels under agreéentest are classified as capital leases.
Depreciation of vessels under capital lease isided within depreciation expense in the statement
of operations. Vessels under capital lease areediggted on a straight-line basis over the shoffter o
the lease term and the vessels' remaining econgseiall life.

Assets are classified as held for sale when thep@osnhas a plan for disposal and those assets
meet the held for sale criteria of the Financiatéunting Standards Board's ("FASB") Statement
of Financial Accounting Standards ("SFAS") 144, éauating for Impairment or Disposal of Long-
Lived Assets. Cost of property and equipment saldratired, with the related accumulated
depreciation and write-downs are removed from #hlarice sheet, and resulting gains or losses are
included in the consolidated statement of operation

Goodwill

In accordance with SFAS 14Z;oodwill and Other Intangible Assetgoodwill is tested for
impairment at least annually at the reporting leniel, which is defined as an operating segment or
a component of an operating segment that constituteusiness for which financial information is
available and is regularly reviewed by managemdanagement has determined that our reporting
units are the same as our operating segments éoptinpose of allocating goodwill and the
subsequent testing of goodwill for impairment.

Impairment of long-lived assets

The carrying value of long-lived assets that arkl faad used by the Company are reviewed for
impairment whenever events or changes in circuetaindicate that the carrying amount of an

asset may no longer be appropriate. The Compamgsess recoverability of the carrying value of

the asset by estimating the future net cash flomgeaed to result from the asset, including

eventual disposition. If the future net cash floave less than the carrying value of the asset, an
impairment loss is recorded equal to the differeheeveen the asset's carrying value and fair
value.

Defined benefit pension plans

The Company has several defined benefit plans wpiokide retirement, death and termination
benefits. The Company’s net obligation is calcuaseparately for each plan by estimating the
amount of the future benefit that employees haveeshin return for their cumulative service.
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Accounting policies (cont'd)

The projected future benefit obligation is discadhto its present value, and the fair value of any
plan assets is deducted. The discount rate is thekanhyield at the balance sheet date on
government bonds in the currency and based on teonsstent with the post-employment benefit
obligations. The retirement benefits are genemaliynction of years of employment and amount of
compensation. The plans are primarily funded thihopgyments to insurance companies. The
Company records its pension costs in the periodhgurhich the services are rendered by the
employees. Actuarial gains and losses are recagriizethe income statement when the net
cumulative unrecognized actuarial gains or lossgsefhch individual plan at the end of the
previous reporting year exceed 10% of the highethef present value of the defined benefit
obligation and the fair value of plan assets at tlade. These gains and losses are recognized over
the expected remaining working lives of the empésygarticipating in the plans. Otherwise,
recognition of actuarial gains and losses is nobgaized in the income statement. On December
31, 2006, Seadrill adopted the recognition and lakszes provisions of SFAS No. 158,
Employer’s Accounting for Defined Benefit Pensiardacther Retirement Plans, an amendment of
FASB Statements No. 87, 88 and 123R, which requiresecognition of the funded status of the
plan in the balance sheet with a correspondingsamient to accumulated other comprehensive
income. The adjustment to other comprehensiveniecrepresents the net unrecognized actuarial
losses and unrecognized prior service costs, allhiéh were previously netted against the plans’
funded status on the balance sheet. These amoilhtomtinue to be recognized as net periodic
pension cost pursuant to our historical accoungialicy for amortizing such amounts. Further,
actuarial gains and losses that arise in subseqeitids and are not recognized as net periodic
pension cost in the same periods will be recogniaeda component of other comprehensive
income. Those amounts will be subsequently receghas a component of net periodic pension
cost on the same basis as the amounts recognizedumulated other comprehensive income.

Treasury shares
The treasury shares are purchased primarily to thee€ompany’s obligations towards the share

incentive program.

The Company purchased the shares at fair marka¢ walthe market. The Company’s share
capital is reduced by the nominal value of the &eglutreasury shares. The market value paid less

the nominal value reduces additional paid in capita

Derivatives Instruments and Hedging Activities

The Company applies SFAS 133, “Accounting for Datiie Instruments and Hedging Activities”,
as amended. SFAS 133 requires an entity to rece@lizlerivatives as either assets or liabilities
on the balance sheet and measure these instrurtefag value. Changes in the fair value of
derivative instruments are recorded in the incotatement periodically as they do not qualify for
hedge accounting.

In order to qualify for hedge accounting under SFAS3, certain criteria and detailed
documentation requirements must be met.
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Accounting policies (cont'd)

The Company's interest-rate swap agreements, forgigrency options and forward exchange
contracts are recorded at fair value and do nolifgues hedges for accounting purposes, as they
are not designated as hedges of specific assakslities or firm commitments. Consequently,
changes in the fair value of interest-rate swapaments, forward exchange and currency options
contracts are recorded as a gain or loss under Gihancial Items.

Income taxes

Seadrill is a Bermuda company. Under current Beariads. Seadrill is not required to pay taxes
in Bermuda on either income or capital gains. Tleen@any has received written assurance from
the Minister of Finance in Bermuda that, in the rdvef any such taxes being imposed, the
Company will be exempted from taxation until ye®@1@. Certain of its subsidiaries operate in
other jurisdictions where taxes are imposed. Camnsetly income taxes have been provided in
respect of taxes in such jurisdictions.

Significant judgment is involved in determining t@eoup-wide provision for income taxes. There
are certain transactions for which the ultimatedatermination is unclear due to uncertainty in the
ordinary course of business. The Group recogniaediabilities based on estimates of whether
additional taxes will be due.

Income tax expense consists of taxes currently ljayand changes in deferred tax assets and
liabilities calculated according to local tax rul&eferred tax assets and liabilities are based on
temporary differences that arise between the aggryalues for financial reporting purposes and
the amounts used for taxation purposes of assetdiailities and the future tax benefits of tax
loss carry forwards. A deferred tax asset is reizaghonly to the extent that it is probable that
future taxable profits will be available againstigéhthe asset can be utilized. The amount of
deferred tax provided is based upon the expectatheneof settlement of the carrying amount of
assets and liabilities, using tax rates enactexlibstantially enacted at the balance sheet dage. Th
impact of tax law changes is recognized in periotien the change is enacted or substantially
enacted.

Earnings per share

Basic earnings per share (“EPS") is calculated dasethe income (loss) for the period available
to common stockholders divided by the weighted ayemumber of shares outstanding for basic
EPS for the period. Diluted EPS includes the effeicthe assumed conversion of potentially
dilutive instruments.

Deferred charges

Loan related costs, including debt arrangement feescapitalized and amortized over the term of
the related loan. Amortization of loan related sastincluded in interest expense. Capitalizatibn o
loan related costs commences when the activitiggrdpare the asset for its intended use are in
progress and the expenditures and loan related ewst being incurred. Loan related costs are
capitalized until the assets are ready for thegrided use. If the resulting carrying amount of the
asset exceeds its recoverable amount, an impaifoenis recorded.
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Accounting policies (cont'd)

Share-based compensation

The Company has established an employee share sivimg@ian under which employees, directors
and officers of the Group may be allocated optitmsubscribe for new shares in the ultimate
parent, Seadrill Limited.

The compensation cost for stock options is recaghas an expense over the service period based
on the fair value of the options granted.

The fair value of the share options issued underGbmpany’s employee share option plans is
determined at grant date taking into account thmgeand conditions upon which the options are
granted, and using a valuation technique that issistent with generally accepted valuation
methodologies for pricing financial instrumentsdahat incorporates all factors and assumptions
that knowledgeable, willing market participants Wbaonsider in determining fair value. The fair
value of the share options is recognized as pess@xpenses with a corresponding increase in
equity over the period during which the employeesadme unconditionally entitled to the options.
Compensation cost is initially recognized basednupptions expected to vest with appropriate
adjustments to reflect actual forfeitures. Natiofadurance contributions arising from such
incentive programs are expensed when the optianexarcised.

Comprehensive income

The Company reports and displays comprehensivemiacim accordance with SFAS No. 130,
Reporting Comprehensive Income ("SFAS 130"), whstablishes standards for reporting and
displaying comprehensive income and its compone@@mponents of comprehensive income are
net income and all changes in equity during theopeexcept those resulting from transactions
with owners. SFAS 130 requires enterprises tolayspomprehensive income and its components
in the enterprise's financial statements, to dwast@ms of comprehensive income by their nature
in the financial statements and display the accatadl balance of other comprehensive income in
shareholders' equity separately from retained egsmand additional paid-in capital.

Provisions

A provision is recognized in the balance sheet whkietn Company has a present legal or
constructive obligation as a result of a past evandl it is probable that an outflow of economic
benefits will be required to settle the obligatammd a reliable estimate of the amount can be made.
If the effect is material, provisions are deterndifiy discounting the expected future cash flows at
a pre-tax rate that reflects current market assessof the time value of money and, where
appropriate, the risks specific to the liability.

Segment reporting

A segment is a distinguishable component of the gaom that is engaged either in providing
products or services (industry segment), or in jgiag products or services within a particular
economic environment (geographical segment), widgcBubject to risks and rewards that are
different from those of other segments.
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Accounting policies (cont'd)

Related parties

Parties are related if one party has the abiliilseatly or indirectly, to control the other party o

exercise significant influence over the other pantymaking financial and operating decisions.
Parties are also related if they are subject tonsomcontrol or common significant influence. All
transactions between the related parties are baseithe principle of arm’s length (estimated
market value).

Issuance of shares by a subsidiary/associate

The Company recognizes a profit when its subsidiargssociate issues its stock to third parties at
a price per share in excess of its carrying amduwsuch profit is realizable. If such profit is not
realizable, it is recorded as an increase to gihef in capital.
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Subsidiaries and investments included in the condgdhted financial statements

Name of company

Seadrill Norge Holding AS
Seadrill Management AS
Seadrill Norge AS

Seadrill Offshore AS

Seadrill Rig AS

Seadrill Services AS
Seadrill X AS

Eastern Drilling AS
Seadrill Eminence Ltd

Seadrill Americas Inc
Seadrill Insurance Ltd

Seadrill Tender Rig Ltd

Seadrill Tender Rigs Pte Ltd
Seadrill Asia Ltd

Seadrill Offshore Singapore Ltd
Petrodril Holdings Inc

Seadrill Sdn. Bhd.

PT Nordrill Indonesia

Seawell Limited

Seawell Management AS
Seadrill Services Ltd
Seawell Holding UK Ltd
Seawell Norge AS
Seawell AS

Seawell Engineering AS
Wellbore Solutions AS
Seawell Limited (UK)

Seawell Management Services
Limited

Seawell Offshore Danmark AS

Atlas Drilling (S) Pte Ltd
Seadrill Titania Limited

Seadrill Larissa Limited
Seadrill Janus Limited

Jurisdiction of
incorporation

Norway
Norway

Norway

Norway

Norway

Norway
Norway
Norway

Bermuda

USA

Bermuda

Bermuda
Singapore
Hong Kong
Singapore
Panama
Brunei
Indonesia

Bermuda
Norway
Hong Kong

UK

Norway

Norway
Norway
Norway

UK

UK
Denmark
Singapore
Cyprus

Cyprus
Cyprus
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Principal activities

Holding company
Management company

Holding company
Drilling services caattor

Owner of West Alpha, West Epsilon
West Venture and West Navigator

Owner of newbuild West Phoenix

Owner of newbuild WE®inence
Management company
Captive

Owner of 6 tendigs r
Owner of V@etia
Holding company

Managérmempany

Holding company
Management company
Management company

Holding Company

Management company

Drilling services contractor

Drilling services tantor
Drilling services crattor
Drilling services contracto

Management company
Drilling seeg@contractor

Owner of Wédlas
Owner of West Tiia

Owner of West Laais
Owner of West Janus

Percent
owned

010
0 10
100
100

'’ 100

100
100
100
100
100
100

100
100

100
100

100
50
100

80
80
80
80
80
80

80
40.3
80

80
80

100
100

100
001
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Subsidiaries and investments included in the conddhted financial statements (cont'd)

Seadrill Invest | Ltd Bermuda
Seadrill Invest Il Ltd Bermuda
Caleb Maritime S.A. Liberia
Subsea Dirilling Inc Liberia
Subsea Drilling Il Inc Liberia
Subsea Dirilling Ill Ltd Cyprus
Subsea Dirilling IV Ltd Cyprus
Subsea Dirilling V Inc Liberia

Charterer of Weste&3er 99.99
Charterer of Westdpero 99.99
Owner of newbuild Wéastton 100
Owner of newbuild W&stius 100
Owner of newbuild \&teTaurus 100
Owner of newbuild BteHercules 100
Owner of newbuild Wégjuarius 100
Owner of newbuild West Gemini 100

Seadrill Deepwater Drillship Ltd  Cayman IslandsOwner of newbuilds West Polaris, ;.

Seadrill Invest Ill Ltd Liberia
Seadrill Labuan Leasing Limited Labuan
Seadrill Invest Ltd Bermuda
Seadrill Mobile Units Ltd Nigeria
Seadrill Management (S) Pte Ltd Singapore

Guildford Management Ltd
Islands

Seadrill Deepwater Units (S) Pte Singapore
Ltd

Seadrill Deepwaters Bermuda
Management Ltd

Golden Wisdom Shipping Cyprus
Company Limited

Golden Dream Shipping Cyprus
Company Limited

Stella Shipping International Inc Liberia
Crystal Sea Marine Ltd Liberia
Associated Companies

PT Apexindo Pratama Duta Thk Indonesia
Varia Perdana Sdn. Bhd. Malaysia
Tioman Drilling Co Sdn Malaysia
Crest Tender Rigs Malaysia
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British Virgin Management company

West Capella and West Orion

Owner of newbuild &8t Ariel 100
100
Holding company 99.99
Management compan 99.99
Managénmwnpany 100
100
Management company 100
Management company 100
100
100
100
100
Off- anchone drilling contractor 32.33
Drilling servicentractor 49
Drilling serviceerdractor 49
Owner of 4 tender rigs 9 4
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Recently issued accounting pronouncements

In September 2006, the FASB issued FAS No. 157y Waue Measurements” (“FAS No.
157”), which establishes a framework for measufaigvalue in accordance with

Generally Accepted Accounting Principles (“GAAPY)daexpands disclosures about fair
value measurements. This statement is effectiviBrfancial assets and liabilities as well as
for any assets and liabilities that are carriefdiatvalue on a recurring basis in financial
statements as of the beginning of the entity’s fisgal year that begins after November 15,
2007. In November 2007, the FASB issued a one-gefarral for non-financial assets and
liabilities to comply with FAS No. 157 which delaléhe effective date for these items
until fiscal years beginning after November 15, 200he Company is currently evaluating
the impact the adoption of FAS No. 157 will haveitsrconsolidated financial statements.

In February 2008 the FASB issued FSP No. FAS15&gdbplication of FASB Statement No. 157

to FASB Statement No. 13 and Other Accounting Puonements That Address Fair Value
Measurements for Purposes of Lease Classificatidheasurement under Statement 13" (“FSP
FAS157-1"). FSP FAS157-1 amends FAS 157 to exchA®B Statement No. 13 “Accounting for
Leases” (“FAS 13") and its related interpretive @uating pronouncements that address leasing
transactions. The FASB decided to exclude leasarmgsactions covered by FAS 13 in order to
allow it to more broadly consider the use of faifue measurements for these transactions as part
of its project to comprehensively reconsider theoaating for leasing transactions. The Company
does not expect the adoption of FAS 157 and FSPLBAS to have a material impact on its
financial statements.

In February 2007 the FASB issued SFAS No. 159 “Faie Value Option for Financial Assets and
Financial Liabilities — including an amendment &3B Statement No. 115" (“FAS 159"). FAS
159 permits entities to choose to measure manpdiadinstruments and certain other items at fair
value. The objective is to improve financial repogtby providing entities with the opportunity to
mitigate volatility in reported earnings causedigasuring related assets and liabilities diffegentl
without having to apply complex hedge accountimgvsions. FAS 159 is effective for fiscal years
beginning after November 15 2007. The Company doegxpect the adoption of FAS 159 to
have a material impact on its financial statemefs3

In December 2007 the FASB issued SFAS No. 160 “Notrolling Interests in Consolidated
Financial Statements — an amendment of ARB No.53A% 160"). FAS 160 is intended to

improve the relevance, comparability and transparen financial information that a reporting
entity provides in its consolidated financial stagants with reference to a noncontrolling interest
in a subsidiary. Such a noncontrolling intereststimes called a minority interest, is the portion
of equity in a subsidiary not attributable, dirgait indirectly, to the parent entity. FAS 160 is
effective for fiscal years beginning on or aftercBmber 15, 2008. The Company has clarified that
the implementation will have classification effediat does not expect the adoption of FAS 160 to
have a material impact on its financial statements.

In December 2007 the FASB issued SFAS No. 1414eev2007) “Business Combinations”

(“FAS 141R”). The objective of FAS 141R is to impeothe relevance, representational
faithfulness and comparability of the informatitvat a reporting entity provides in its financial
reports about a business combination and its sff@c accomplish this, FAS 141R establishes
principles and requirements for how the acquireeapgnizes and measures in its financial
statements the identifiable assets acquired, &hdities assumed and any non-controlling interest
in the acquiree, b) recognizes and measures trengibacquired in the business combination or a
gain from a bargain price, and c) determines wiiatimation to disclose to enable users of the
financial statements to evaluate the nature arahi@iial effects of the business combination. FAS
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141R is effective for fiscal years beginning orafier December 15, 2008. The Company does not
expect the adoption of FAS 141R to have a matamniphct on its financial statements.

In December 2007 the SEC issued Staff AccountingeBo No. 110 (“SAB 110"), relating to
share-based payment. SAB 110 expresses the viethe efaff regarding the use of a "simplified"
method, as discussed in SAB 107, in developingstimate of expected term of "plain vanilla"
share options in accordance with FAS 123 (revi€¥il2“Share-Based Payment”. In particular,
the staff indicated in SAB 107 that it will acceptompany's election to use the simplified method,
regardless of whether the company has sufficidotimation to make more refined estimates of
expected term. At the time SAB 107 was issuedstaff believed that more detailed external
information about employee exercise behavior @mployee exercise patterns by industry and/or
other categories of companies) would, over timeph® readily available to companies.
Therefore, the staff stated in SAB 107 that it wlonibt expect a company to use the simplified
method for share option grants after December @27 2The staff understands that such detailed
information about employee exercise behavior mayeavidely available by December 31, 2007.
Accordingly, the staff will continue to accept, wndertain circumstances, the use of the
simplified method beyond December 31, 2007. The @m continues to use the simplified
method for making estimates of expected term,lasvatl by SAB 110.

In March 2008, the FASB issued SFAS 161 “Disclosweout Derivative Instruments and
Hedging Activities, an Amendment to FASB Statenidat 133" (SFAS 161) which requires
enhanced disclosures about an entity’s derivatieeheedging activities and thereby improves the
transparency of financial reporting. This statememiffective for financial statements issued for
fiscal years and interim periods beginning aftev&mber 15, 2008. The Company is of opinion
that the adoption of SFAS 161 will not have an@ffin the Company’s financial statement.

Reclassifications

Certain reclassifications have been made to peoiogd amounts to conform with the current year
presentation. These reclassifications did not heaveaterial effect on the consolidated financial
statements.
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Note 1 — Segment information

The Company provides drilling and related serviteshe offshore oil and gas industry. Our

reportable segments consist of the primary servigesprovide. Although our segments are

generally influenced by the same economic facessh represents a distinct service to the oil and
gas industry. Segment results are evaluated basegerating profit. The operating segments in
this report are based on numbers used for integrting. The accounting principles for the

segments are the same as for the Company's camtealifinancial statements.

The split of our organization into three segmenerenvbased on differences in management
structure and reporting, economic characteristastomer base, asset class and contract structure.
As of December 31, 2007, the Company operatesifiolfowing three segments:

» Mobile Units: The Company offers services encosspay drilling, completion and maintenance
of offshore wells. The drilling contracts relatesemi-submersible rigs, jack-ups and drillships.

« Tender Rigs: The Company operates self-erecéngdr rigs and semi-submersible tender rigs,
which are used for production drilling and well manance in Southeast Asia and West Africa.

» Well Services: The Company performs productialling and maintenance activities on several
fixed installations in the North Sea. The Compalsp grovides wireline services including well
maintenance, modification and abandonment.

Revenues from external customers

(In millions of US dollar) 2007 2006 2005
Mobile Units 961.6 638.1 28.3
Tender Rigs 265.7 179.0
Well Services 449.1 337.5
Total 1,676.3 1,154.6 28.3

Depreciation and amortization

(In millions of US dollar) 2007 2006 2005
Mobile Units 135.1 127.3 12.9
Tender Rigs 38.6 33.7
Well Services 9.2 6.6
Total 182.9 167.6 12.9
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Operating income (loss) - net income (loss)

(In millions of US dollar) 2007 2006 2005

Mobile Units 348.6 138.6 (15.4)

Tender Rigs 97.0 56.7 -

Well Services 43.3 30.8 -

Operating income (loss) 488.8 226.1 (15.4)
Unallocated items:

Net financial items (102.1) 40.8 9.5

Income taxes 78.3 (22.4) (1.6)

Minority interest (13.0) (30.4) (0.1)

Gain on issuance of shares by subsidiary 50.0 - -

Net income (loss) 502.0 214.1 (7.6)

Total assets

(In millions of US dollar) 2007 2006

Mobile Units 8,059.2 5,455.9

Tender Rigs 939.6 953.8

Well Services 294.3 333.0

Total 9,293.1 6,742.7

Total liabilities

(In millions of US dollar) 2007 2006

Mobile Units 4,645.7 2,876.2

Tender Rigs 640.8 800.8

Well Services 278.8 138.7

Total 5,565.3 3,815.7

Capital expenditures — fixed assets

(In millions of US dollar) 2007 2006 2005

Mobile Units 1,654.7 3,302.5 268.8

Tender Rigs 66.0 580.4 -

Well Services 18.0 36.8 -

Total 1,738.7 3,919.7 268.8
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GEOGRAPHIC SEGMENT DATA

Revenues are attributed to geographical segmestdban the country of operations for drilling
activities. The following presents the Companyereies and fixed assets by geographic area:

Revenues from external customers

(In millions of US dollar) 2007 2006 2005
North Sea 933.0 769.1 -
Asia 310.0 224.1 22.8
Africa 163.6 152.9 -
Australia 269.7 8.5 5.5
Total 1,676.3 1,154.6 28.3
Fixed assets — operating drilling units’
(In millions of US dollar) 2007 2006
North Sea 1,342.3 1,402.7
Asia 694.9 546.4
Africa 262.5 329.7
Australia 152.2 14.4
USA - -
Total 2,451.9 2,293.2
D The fixed assets referred to in the table are thmiany’s operating drilling units. Asset locatiaighe end of a period
are not necessarily indicative of the geographitrithution of the revenues or operating profitsegated by such assets
during such period.
Note 2 — Taxes
The income taxes consist of the follows:
(In millions of US dollar) 2007 2006 2005
Current tax expense:
Bermuda - - -
Foreign 56.3 13.1 1.6
Deferred tax expense:
Bermuda - - -
Foreign (134.6) 9.3 -
Total provision (78.3) 22.4 1.6

The Company has introduced US dollars as functionakncy for all subsidiaries qualifying, with

corresponding adjustments to comparable humber2@06. Current tax payable for the period

ended December 31, 2007 is to a large extend difsgtoup contribution.
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The income taxes for the period ended Decembe2@17 differed from the amount computed by
applying the statutory income tax rate of 0% akbes:

(In millions of US dollar) 2007 2006 2005

Income taxes at statutory rate - -
Foreign income and revenues taxed at higher rates 78.3)( 22.4 1.6
Total (78.3) 22.4 1.6

Deferred Income Taxes

Deferred income taxes reflect the impact of tempodifferences between the amount of assets
and liabilities recognized for financial reportipgirposes and such amounts recognized for tax
purposes. The net deferred tax assets (liabilites}ist of the following:

Deferred Tax Assets:

December December
(In millions of US dollar) 31, 2007 31, 2006
Pension 16.0 155
Tax loss carry forward 12.2 30.3
Unfavorable contracts 26.4 63.9
Other 5.6 0.2
Gross deferred tax asset 60.2 109.9
Deferred Tax Liability:

December December
(In millions of US dollar) 31, 2007 31, 2006
Property, plant and equipment 135.5 246.2
Provisions 0.0 1.0
Long term maintenance 11.0 10.3
Currency exchange fluctuations 23.6
Gain from sale of fixed assets 0.5 46.5
Other 0.0 9.1
Gross deferred tax liability 147.0 336.7
Net deferred tax 86.8 226.8
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Deferred taxes are classified as follows:
December December

(In millions of US dollar) 31, 2007 31, 2006
Short-term deferred tax asset 5.6 0.2
Long-term deferred tax asset 3.7 109.7
Short-term deferred tax liability 0.1 11.9
Long-term deferred tax liability 96.1 324.8
Net deferred tax 86.8 226.8

Future taxable income justifies that tax lossesycéorward is included in calculation of net
deferred tax.

As a result of the Company’s ongoing corporateruestiring plan, in the fourth quarter of 2007,
the Company established a new office and movedrakeMorwegian legal entities holding four
rigs and one newbuilding contract to a differemt jizrisdiction. The Company has carried out its
FIN48 analysis under the current tax regulatioratirey to such transfers and based on such
analysis, the Company recognized a tax benefitppfaimately US$75 million in 2007. Upon
receipt of the 2007 tax assessments the Comparscexfd be in a position to assess if there is a
need to reverse any of such tax benefit.

Effective from January 1, 2007 the Company intredutS dollar as the functional currency for
several Norwegian subsidiaries for statutory agd agkax reporting purposes. As a result, and for
consolidation purposes, deferred taxes have bembcrdated and adjusted as at January 1, 2007.
The effect of the adjustment was to reduce thergedeax liability as of December 31, 2006 by
approximately US$21.3 million. The recalculatiordadjustment of the tax position at January 1,
2007 as well as the tax calculation of current defirred taxes for 2007 have been based on the
Company'’s interpretation of current tax regulationlse Company has performed a FIN48 analysis
for uncertain tax positions in the various jurigitins in which the Company operates. Under the
FIN48 analysis, the Company believes that it is enlikely than not that a provision for an
estimated total tax exposure up to US$190 milliokh mot be required. Upon receipt of the 2007
tax assessments the Company expects to be in Hopo® reassess if any such provision is
required.

Note 3 — Earnings per share

The components of the numerator and denominatothrcalculation of basic EPS and diluted
EPS for net income from continuing operations aadimcome are shown below. The components
of the denominator for the calculation of basic EP8 diluted EPS are as follows:

Net income adjusted Weighted average Earnings per

for minority interest  shares outstanding share

2005
Earnings per share (7.6) 190,917,701 (0.04)
Effect of dilution:

Options 0
Diluted earnings per share 190,917,701 (0.04)
2006
Earnings per share 2141 352,133,216 0.62
Effect of dilution:

Options 1,085,195
Diluted earnings per share 353,218,411 0.61
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2007
Earnings per share 502.0 392,829,818 1.28
Effect of dilution:
Convertible bond 29,007,367
Options 1,495,764
Diluted earnings per share 423,332,949 1.20

Note 4 — Other revenues

Other revenues included amortization of unfavoratdetract values of US$87.0 million. The
unfavorable contract values arose from the acdquisiof Smedvig and Eastern Drilling, and
represent the net present value of the existingraocts compared to the current market rates,
discounted at the weighted average cost of cafiited. estimated unfavorable contract values are
being amortized and recognized as other revenuestbe terms of the contracts of two to five
years.

In addition, other revenues include gains fromgalke of the FPSOs Crystal Ocean and Crystal Sea
amounting to US$124.2 million for the year ended@&gber 31, 2007. Approximately US$69.5
million and US$54.7 million were related to the esadf Crystal Ocean and Crystal Sea,
respectively.

In 2006, other revenues consist of amortizationrdavorable contract values of US$100.2 million
and gain on sale of equipment of US$3.1 million.

Note 5 — Restricted cash

Restricted cash as at December 31, 2007, includirsdn collateral of performance guarantees
issued by a bank against the charter of subsidiauyits amounted to US$74.1 million. The
Company also had bank deposits from advanced tthhelding of US$15.9 million, totalling
US$90.1 million. Comparable numbers for 2006 was$1856 million and US$12.2 million,
respectively.

Included in the Company’s loan agreements are @uerequirements related to cash and cash
equivalents. The Company shall on a consolidate@stzd any time maintain free cash representing
a minimum of US$100 million until April 2, 2008, @reafter the Company shall at any time
maintain free cash of US$75 million. The Comparspdias covenants related to loans requiring a
minimum of cash and cash equivalents of US$50 anilli
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Note 6 — Marketable securities

Marketable securities held by the Company are gaaiturities considered to be available-for-sale
securities.

December December
(In millions of US dollar) 31, 2007 31, 2006
Cost 197.6 106.6
Gross unrealized holding gain / (loss) 42.8 (0.8)
Fair value 240.4 105.8
Other information regarding the Marketable secesiti
(In millions of US dollar) 2007 2006
Purchase 141.4 126.8
Proceeds from sale 49.3 322.6
Proceeds from redemption - -
Realized gain) 9.8 83.6

Note 7 — Other financial items

In 2007, the Company recorded a loss of US$36.Romitelated to other financial items. The loss
is related to foreign exchange differences and qmilgn due to the strengthening of Norwegian
kroner compared to U.S. Dollar. The loss is pastfget by gain from forward contracts amounting
to US$2.1 million, gain from interest SWAP agreetsemmounting to US$4.8 million and gain
from sale of shares amounting to US$7.6 million.

In 2006, a gain of US$80.0 million related to thaesof the shares in Ocean Rig was recorded
under other financial items. In addition, salesotifer available-for-sale securities resulted in a
gain of USD 0.5 million. Total proceeds from avhlkfor-sale securities amounted to USD 319.2
million. In addition, the Company has minor lossekted to forward exchange contracts which
are offset by gains related to interest rate svgapeanents.
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Note 8 — Accounts receivable, net

Accounts receivable, net are presented net of alhees for doubtful accounts receivables as
follows:

December December

(In millions of US dollar) 31, 2007 31, 2006
Accounts receivables gross 242.5 216.3
Allowance for doubtful receivables (22.0) (22.2)
Accounts receivables, net 220.5 194.1

Note 9 — Other current assets

Other current assets include:
December December

(In millions of US dollar) 31, 2007 31, 2006
Unbilled revenue 48.3 66.5
Prepaid expenses/accrued revenue 64.6 72.9
Debt arrangement fees — short term portion 7.1 9.7
Payment related to shares sold at financial initu - 65.8
Assets held for sale * 51.3 -
Other 46.2 31.1
Short-term deferred tax assets 5.6 0.2
Allowance for doubtful debt - -
Total other current assets 223.1 246.2

*Assets held for sale is related to the book valti@/est Titania, the jack-up that was sold on May 2008.

Note 10 — Newbuildings

December December

(In millions of US dollar) 31, 2007 31, 2006
Newbuildings 3,339.8 2,025.4
Total 3,339.8 2,025.4

Included in capitalized cost of newbuildings areiast expenses and loan related costs amounting
to US$134.0 million for the year ended December2807 and US$63.4 million for the year ended
December 31, 2006.
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Note 11 — Drilling units

The following table discloses cost and accumulatepkreciation and amortization of the Group's
operating drilling units:

December December

(In millions of US dollar) 31, 2007 31, 2006
Cost 2,667.0 2,480.3
Accumulated depreciation and amortization (215.1) 190(3)
Currency exchange fluctuations - 3.3
Net book value 2,451.9 2,293.3
Depreciation and amortization for the period 169.8 158.2

Note 12 — Other non-current assets

The following table discloses cost and accumulakepreciation of the Group's office equipment,
furniture and fittings:

December December

(In millions of US dollar) 31, 2007 31, 2006
Equipment:

Cost - Office equipment, furniture and fittings 120 45.6
Accumulated depreciation (59.5) (7.2)
Net book value 61.4 38.5
Depreciation and amortization for the period 13.1 49

Other non-current assets consists of:

Equipment 61.4 38.5
Long-term part of loan arrangement fees 30.6 19.9
Non-current receivables 23.1 4.7
Total non-current assets 115.1 63.1

Note 13 — Acquisition
Acquisition in 2007

Eastern Drilling

As at December 31, 2006 Seadrill controlled appnaxely 60.4 percent of the shares in Eastern
Drilling. On April 18, 2007 Seadrill made a mandstoffer for all of the outstanding shares in
Eastern Drilling ASA at a price of NOK135 per sharbe offer price was determined by a ruling
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of the Oslo Stock Exchange Appeals Committee fdhowa disagreement between the Company
and the Oslo Stock Exchange related to the useotdl Return Swap Agreements for Eastern
Drilling shares.

On April 26, 2007 Seadrill acquired 4,104,450 shaepresenting 10.8 percent of the shares in
Eastern Drilling ASA from Lime Rock Partners Ill LP

Following the mandatory offer, Seadrill receivedemances from 35.8 percent of the total number
of outstanding shares representing approximately Percent of the outstanding shares and votes
in Eastern Drilling. The remaining minority intetewas acquired shortly thereafter based on
enforcement rules in the Companies Act and resint&shstern Drilling becoming a wholly owned
subsidiary of Seadrill. Eastern Drilling ASA hadsaquently changed its name to Seadrill X AS.

The total cost price for the step-up acquisitiofeastern Drilling from 60.4 percent to 100 percent
of the outstanding shares amounted to US$401.&mill

Seadrill has taken legal action against the OstwkSExchange and the Norwegian State with a
claim of damages relating to the mandatory offelastern Drilling shares. See note 30.

Acquisitions in 2006

Smedvig
On 9 January, 2006 Seadrill announced that it wmd#e a voluntary offer to purchase the

outstanding class A- and class B-shares in Smexdagprice of NOK 205 per class A-share and
NOK 165 per class B-share. Seadrill concludedatsntary offer for Smedvig on 20 January,
2006, and achieved control of a total of 51.9%hefvotes in Smedvig's general meeting and
53.1% of Smedvig's share capital.

In order to partly finance the acquisition, Seadtdmpleted Private Placement I, raising new
equity of NOK 4,950 million. Further, Seadrill cdnded a bridge loan facility agreement with
Nordea and DnB NOR making an acquisition loan ufJ8%$1,200 million available to Seadrill.
US$609.4 million of this was drawn to part finarthe shares in Smedvig acquired in the voluntary
offer.

Seadrill launched a global mandatory offer for temaining shares in Smedvig on 6 March, 2006.

The mandatory offer closed on 31 March 2006. Skaddeived acceptance of the mandatory offer

for the shares in Smedvig for 25,534,086 class aresh and 10,190,131 class B shares thus
increasing its total ownership to 99.4% of the gadite Smedvig's general meeting and 96.8% of
Smedvig’s capital.

Smedvig Holding proceeded to acquire all of Seksighares in Smedvig and the obligation to
acquire the shares tendered under the mandata@y dtiis was financed by way of the bridge loan
facility from Nordea to DnB NOR being transferreml $medvig Holding and by equity and a
shareholder loan provided by Seadrill.

Smedvig Holding proceeded to declare the compulsmquisition of the remaining shares in
Smedvig on 26 April 2006 offering NOK 205 per cl#sshare and NOK 165 per class B share as
compensation. The compulsory acquisition becameceg¥fe on 2 May 2006 from which date
Smedvig Holding became the sole shareholder of Sigedhe compensation offer in exchange
for the shares compulsory acquired, equalling 0o8%he share capital, was NOK 114.6 million in
aggregate.
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Through the acquisition of Smedvig, Seadrill acgdione jack-up, two semi-submersible rigs, a
drillship and 7 tender rigs, in addition to a nevidbtender rig scheduled for delivery in December
2006.

Mosvold

On 12 January 2006, Seadrill participated in agteéwlacement in Mosvold and was allocated a
total of 12,000,000 new shares which, includingrebaalready owned, represented 40.13% of
Mosvold’'s outstanding share capital. On 30 Janu(96, Seadrill announced its additional

purchase of 14,549,085 shares in Mosvold at NORSL®er share, increasing its ownership to a
total of 49.7% of Mosvold's outstanding share @pBeadrill subsequently launched an offer to
acquire the remaining shares at the same prices ©ffer closed on 27 February 2006.

Acceptances of the offer were received which, ttogrewith the shares in Seadrill's ownership,
increased Seadrill's total ownership to approxitya®4.3% of the outstanding share capital of
Mosvold.

During 2006 Seadrill acquired the outstanding sltagtal of Mosvold, and owns 100% of the
shares at December 31, 2006.

Through the acquisition of Mosvold, Seadrill aceditwo drillship-newbuilds for delivery in July
2008 and December 2008.

Eastern Drilling

On January 20, 2006, Seadrill achieved control @&medvig which already owned 39.44% of
Eastern Drilling. Seadrill acquired in the periodorih 6 to July 31, 2006, through eight
transactions, equity total return swap related petal linked to the development of Eastern
Drilling share price. These transactions were amgahas future contracts and were extended
through rollovers. The transactions were all unwthand resulted in a financial loss of NOK 60.7
million. The purpose of these transactions wasntwease Seadrill's financial exposure towards
Eastern Drilling without changing or in any way ludncing the control over or shareholder
structure of the company. The arrangements weredbas standardized swap contracts and did not
provide Seadrill with any rights to acquire Easténmilling shares or in any way influence any
voting of Eastern Drilling shares. The contract veased on cash settlement of any positive or
negative developments in the swap.

Following an acquisition September 8, 2006, Seladrntrolled 20,299,811 shares which
constituted approximately 60.4 percent of the amding shares and votes in Eastern Drilling.

Through the acquisition of Eastern Drilling, Seldacquired two semi-submersibles-newbuilds
for delivery in December 2007 and September 2008.

The step—up acquisition of Eastern Drilling in 20@nd the acquisitions of Smedvig, Mosvold
Drilling and Eastern Dirilling in 2006, have beercagnted for as purchases in accordance with
Statement of Financial Accounting Standards No, IBlisiness Combinations". The fair value of
the assets acquired and liabilities assumed ataded in the Company's consolidated financial
statements beginning on the date of achieving obntanuary 20, February 27 and September 30,
2006, respectively.

The allocation of purchase price of the net asasegsiired was based on a valuation. The drilling
units were valued by external brokers. The diffeeehetween the purchase price and book values
at the time of the purchase has been fully allatate the assets (including goodwill) and
liabilities.

F-33



Seadrill Limited - Notes to Consolidated FinanciaStatements

The purchase price of Smedvig, Mosvold Drilling aBdstern Drilling has been allocated as
follows:

Acquisition in 2007

(in US dollar million) Wellbore Eastern Total
Solutions AS* Dirilling
ASA

Current assets
Cash and cash equivalent 0.6 0.6

Non-currrent assets

Other non current assets 1.1 1.1
Goodwill 2.9 213.6 216.5
Debt

Settlement minority interest 209.8 209.8
Unfavorable Contracts 30.0 30.0
Deferred tax assets (on Unfavorable Contracts) 4) (8. (8.4)
Purchase Price 4.6 401.8 406.4

* Seadrill has a controlling interest in Wellborel@ions AS through a Shareholder Agreement.
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Acquisitions in 2006

(in US dollar million) Smedvig Mosvold Eastern Total
Drilling Drilling
Current assets
Cash and cash equivalents 104.8 209.2 98.8 412.8
Accounts receivables 75.1 - - 75.1
Other current assets 56.7 2.2 15 60.4
Total current assets 236.6 211.4 100.3 548.3
Non-current assets
Investment in associated companies 282.5 - - 282.5
Other non-current assets 39.4 - - 39.4
Newbuildings 23.6 228.6 465.1 717.3
Drilling units 1,965.3 - - 1,965.3
Goodwill 1,256.5 - - 1,256.5
Total non-current assets 3,567.3 228.6 465.1 4,261.0
Current liabilities
Short-term interest bearing debt 79.8 - - 79.8
Other current liabilities 273.9 4.3 2.3 280.5
Total current liabilities 353.7 4.3 2.3 360.3
Non-current liabilities
Long-term interest bearing debt 726.1 80.0 57.3 863.4
Deferred taxes 178.9 - 314 210.3
Other non-current liabilities 269.9 - - 269.9
Total non-current liabilities 1,174.9 80.0 88.7 1,343.6
Minority interest - - 159.5 159.5
Total purchase price (fair value) 2,303.0 3535 312.6 2,969.1

The minority interest has been recorded at hisabxialue at the time of the purchase.

Pro forma financial figures

The pro forma figures has been prepared for ilatiste purposes only, and because of their nature,
the pro forma financial information addresses aofiygtical situation and, therefore, does not
represent the Company's actual financial positioresults.

The pro forma figures for 2005 shown below are tacédinancial figures prepared in order to
understand the operations of Seadrill, inclusiv€miedvig, Mosvold and Eastern Drilling. The pro
forma statements for 2005 include Seadrill’'s curgativities and the full effect of the acquisitfon

of Smedvig, Mosvold and Eastern Drilling, as if thequisitions were made at the start of the
period on January 1, 2005. Amortization of exceafues identified in the purchase price
allocation has been recognized in the 2005 pro ddamaome statement as if the acquisitions were
made at the start of the period, without reducihg trecorded fair values of acquired
assets/liabilities in the pro forma balance sheaifddecember 31, 2005. The income taxes in 2005
are affected by a reversal of previous provisiodeferred taxes related to the Norwegian tonnage
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tax system. Included in the revenues for 2006 ngr&recurring amount of US$10 million, which
Eastern Drilling received due to a cancellatiom dfetter of Intent from an oil company.

Pro forma Pro forma
Consolidated Consolidated
Year ended Year ended
December 31, December 31,

2006 2005

Operating revenues

Contract revenues 968.5 658.1

Reimbursables 111.7 541

Other revenues 126.6 122.1
Total operating revenues 1,206.8 834.3
Net income 256.0 75.7
Earnings per share (US dollar) 0.72 0.40

Note 14 - Goodwill

Goodwill 2007

Following the step-up acquisition mainly in AprihédiMay 2007 as discussed in note 13, Eastern
Drilling became a wholly owned subsidiary of Sekdfihe purchase price paid in excess of the
fair value of the net identifiable assets acquif@dtess purchase price) was allocated to goodwill
and amounted to US$213.6 million. In addition, aken acquisition in Seawell created a goodwill
of US$2.9 million. The goodwill is related to humaapital and future increase in marked
conditions among others both for the acquired canigzaand Seadrill as well.

The goodwill arising from the step-up acquisitionBastern Drilling was allocated to the Mobile
Units operating segment whereas the goodwill agisiom the smaller Seawell acquisition was
allocated to the Well Services segment.

Goodwill 2006

During the year the Company acquired Mosvold, Srgeduad Eastern Drilling. All of the entities
have been consolidated into our financial statemeitice their respective acquisition dates. The
acquired entities assets and liabilities wereyaidlued and taken into the consolidated accounts a
the current market valuation. The purchase pricel fra excess of the fair value of the net
identifiable assets acquired (excess purchase)pnias allocated to goodwill. The goodwill is
related to human capital and future increase inkethiconditions among others. Except for the
acquisition of Smedvig, the purchase price couldabbecated to identifiable assets. The total
goodwill of US$1,256.5 million arising from the agsjtion of Smedvig was assigned to the
Company’s operating segments as follows: US$957I®mto Mobile Units, US$149.3 million to
Tender Rigs and US$150.0 million to Well Services.

We perform our annual test of goodwill impairmesatad December 31. As a result of the test for

impairment, we had no impairment of goodwill foetiears ended December 31, 2007 and 2006,
respectively.
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Our goodwill balance and changes in the carryinguarof goodwill are as follows (in millions):

December December

(In millions of US dollar) 31, 2007 31, 2006

Net book balance at January 1 1,256.5 -
Goodwill acquired during the year 216.5 1,256.5
Impairment losses - -
Currency adjustments 36.5 -

Net book balance at December 31 1,509.5 1,256.5

Goodwill included in disposals during the period - -

Note 15 — Operational leases

The Company has signed operating leases for cgutaimises. The largest lease agreements are
related to offices in Stavanger, Singapore, Houstath Aberdeen. Rental expenses amounted to
US$8.4 million for 2007 and US$4.4 million for 20stimated future minimum rental payments
are as follows:

Year Amount in USD million
2008 9.2
2009 9.1
2010 10.2
2011 10.4
2012 9.5
thereafter 60.0
Total 108.4

Note 16 — Investment in associated companies

The Company has the following participation in istveents that are recorded using the equity
method:

December December December
31, 2007 31, 2006 31, 2005

PT Apexindo Pratama Duta Tbk (Apexindo) 32.33% 3%3 33.04%
Varia Perdana Sdn. Bhd. 49% 49% -
Tioman Drilling Co 49% 49% -
Crest Tender Rigs 49% 49% -
Lisme AS - 44% -
Mosvold Drilling Ltd - - 40.1%

The ownership in Varia Perdana, Tioman Drillinge&rTender Rigs and Lisme were acquired
through the acquisition of Smedvig in January 2006.
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At year-end 2005, Mosvold Drilling Ltd was considdran associated company, as Seadrill held
40.1% of the shares. In 2006, the Company incredseavnership in Mosvold Drilling, which
resulted in consolidation of the investment in eup accounts from February 27, 2006.

Eastern Drilling ASA was considered an associatadpany for the period January to September
2006, using the equity method for the 39.4% shamem September 30, 2006 Eastern Drilling has
been consolidated in the Group, with an ownershi§0c4%. The ownership increased to 100% in
June 2007.

The shares in PT Apexindo Pratama Duta Tbhk werdisdirst quarter 2008, resulting in a gain of
approximately US$150 million

At year-end the book value of the Company’s equigthod investees are as follows:

December December December

(In millions of US dollar) 31, 2007 31, 2006 31, 2005
PT Apexindo Pratama Duta Tbk 70.5 67.2 55.2
Mosvold Drilling Ltd - - 97.6
Varia Perdana Sdn. Bhd. (incl. Tioman and ( 105.6 91.6 -
Tender Rigs)

Lisme AS - 79.3 -
Total 176.1 238.1 152.8

The gquoted market price of the Company’s total ehan PT Apexindo Pratama Duta Tbk is

US$186.8 million as of December 31, 2007. Therenarguoted market values of Varia Perdana
Sdn Bhd or Lisme AS. Lisme AS, which previously waolding company, was liquidated in

March 2007.

Summarized balance sheet information of the Comipatuity method investees at year-end is as
follows:

December December December

(In millions of US dollar) 31, 2007 31, 2006 31, 2005
Current assets 225.1 482.6 122.2
Non current assets 536.6 464.3 113.1
Current liabilities (66.0) (157.7) (15.1)
Non current liabilities (308.3) (269.5) (77.3)
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Summarised statement of operations informatiorhef@Gompany’s equity method investees is as
follows:

(In millions of US dollar) 2007 2006 2005

Net operating revenues 308.4 426.5 10.7
Net operating expenses (167.0) (226.4) (8.0)
Net income 67.0 168.6 2.7

As at December 31, 2005, Seadrill owned 33.04%hafes in Apexindo. In 2006, Seadrill sold
0.6% in Apexindo, resulting in a gain of US$2.3lioil.

Note 17 — Deferred charges

Deferred charges represent debt arrangement fe¢saté capitalized and amortized to interest
expense over the life of the debt instrument. Tékemed charges are capitalized as an asset and
are comprised of the following amounts:

December December

(In_millions of US dollar) 31, 2007 31, 2006
Debt arrangement fees 42.8 33.0
Accumulated amortization (4.0) (6.3)
Total book value 38.8 26.7
Less: Short-term portion (8.1) (6.8)
Long-term portion 30.6 19.9
Amortization for the period 14.0 6.3

In 2007 the amortization also included the writevd@f the remaining part of previous arrangemees f&s the loan was refinanzed this
2007.

Note 18 — Long-term interest bearing debt and intezst expenses

The Company has the following debt as at DecembgP@07:

Seadrill Rig AS entered into a Secured Credit Rasl Agreement of US$1,500 million which
refinanced US$500 million and US$250 million fa@ds in addition to the Company bridge
facility of US$1,200 million. The Secured CreditciHdies Agreement matures in 2013, 28 period
repayment profile and a balloon of US$600 milliési.December 31, 2007 the loan balance was
US$1,468 million. The margins are LIBOR plus 90ibgmints which gave actual interest rate
ranging from 5.78% to 6.26% in 2007. The marginéased to 110 basis points in May 2008.

The Company also has two other loan agreementsfifBhés a Term Loan Facility Agreement of
US$185 million which has a 5 year repayment proffeDecember 31, 2007, the loan balance was
US$98 million. The margin, LIBOR plus 175 basismisj was reduced to 125 basis points from
April 24, 2007, hence the actual interest ratearsging from 6.1% to 6.6% in 2007. The second
loan agreement is a pre- and post delivery loailitfaof US$100 million with a 5 year maturity
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and a 12 year repayment profile, hence there \ilalballoon payment at maturity. At December
31, 2007, the loan balance was US$100 million. aegin was LIBOR plus 55 basis points and
increased to 70 basis points in September 2007Ghnipave an actual interest rate ranging from
5.8% to 5.9% in 2007.

Further, the Company has a Senior Secured Crediiitfaof US$585 million with six years
maturity, quarterly repayments with a final ballopayment of US$300 million. The margin is
LIBOR plus 70 basis points untif"dquarter 2008. Thereafter a grid pricing apply whianges
from 70-100 basis points p.a. depending on theDit to EBITDA ratio. Actual interest rate on
this facility was ranging from 5.95% to 6.05% in0Z0

In 2006, the Company entered into a sale/leasedg@ement with Rig Finance for the rig West
Ceres. Rig Finance is consolidated as a VIE (FINb46the Company and include a loan with an
outstanding balance at December 31, 2007 of US$18ilion with 73 months maturity. The
margin is LIBOR plus 115 basis points, hence thaaldnterest rate ranged from 5.86% to 6.49%
in 2007.

In April 2007, Seadrill entered into a Multicurrgntoan Acquisition and Guarantee Facility
Agreement of NOK2,435 million. The purpose of tfasility was to secure the mandatory offer
and acquisition of Eastern Drilling ASA. The loarmsvrepaid in full in November 2007. Lime
Rock Partners lll, L.P. and Tsakos Energy Navigatonverted its entire outstanding loan of
US$45 million and US$5 million, respectively incing interest. This implied 4,104,150 and
456,050 new shares were issued in Eastern Driltagpectively.

Further, the Company entered into a sale/leasebgement with Rig Finance for the rig West
Prospero. Rig Finance is consolidated as a VIE @Nby the Company and include a loan with
an outstanding balance at December 31, 2007 of &8B6Imillion with 72 months maturity. The
margin is LIBOR plus 120 basis points, hence thaaldnterest rate ranged from 5.99% to 6.54%
in 2007.

Seawell Limited has the following debt as at Deceni, 2007:

» A credit facility where total amounts drawn equalK750 million.
* A subordinated shareholder loan of NOK543.9 million

The Company has an agreement with Fokus Bank, Npawdranch of Danske Bank AS, as agent
for a multi-tranche Senior Bank Debt Facility of KO 100 million.

The facility is divided into two tranches;

Tranche A: NOK750 million and Tranche B: NOK350 lioih. The A Tranche has a 5 years
repayment profile starting at 31 October 2008. Bhdranche has 5 years repayment profile
starting at 31 October 2009. The interest rate mindhe A and B is 3 months NIBOR and an
interest margin of 115 basis points. Commitmens fegarding the above facility are 40 percent of
the applicable margins. As at December 31, 200K RBDmillion of the facility has been drawn.

The subordinated loan has an interest of 6 moniBOR and an interest margin of 250 basis
points.

The Company has an agreement with DnB NOR Bank ASAagent for a multi-tranche secured
Term and Revolving Credit Facility of up to US$808fllion. The facility is divided in several
tranches;

West Phoenix: Tranche A: US$175 million, TrancheEB$125 million and Tranche C up to
US$200 million (based on value of drilling contjaahd West Eminence: Tranche A of US$150
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mill. and Tranche B of US$150 mill. The A Tranchesve a 15 years repayment profile from
delivery of each rig and an interest rate margiR@d-215 basis points pre-delivery and 115-195
basis points post-delivery whereby applicable nmigibased on charter values. The B Tranches
have cash sweep mechanisms and may be refinaneeltied to the A Tranches. The interest rate
margin is 107.5 basis points (Eminence Tranche 8 2fsis points) pre-delivery and 115-300
basis points post-delivery also dependent on chaalees. Tranche C has a tenor over the period
of the drilling contract(s) qualifying Seadrill X@\to make drawdown under the facility. The
interest margin is 100 basis points. Commitmens fegarding the above facilities are 50% of the
applicable margins. As at December 31, 2007, US$diBon of the facility was utilized.

The Company was not allowed to pay any dividenidstehareholders without prior consent from
the majority lenders. In March 2008, when the Comyppaid the first dividend, a waiver was
received from the lenders. Approval for a permaneamtier related to the dividend restriction was
received in May 2008.

Summary of the facilities at 31 December 2007 (amin millions of US dollar):

Long-term Short-term Amount Amount
part, part, outstanding, outstanding,
31 December 31 December 31 December 31 December
Facility 2007 2007 2007 2006
US$1,500 credit facility 1,340 128 1,468 528
US$185 facility 71 27 98 152
US$100 facility 92 8 100 69
US$585 facility 486 50 536 585
US$165 facility 106 24 130 155
US$170 facility 121 28 149 0
US$800 facility 465 0 465 125
US$223 facility (Seawell) 125 14 139
Total facilities loans 2,806 279 3,085 1,614
Bonds 310 60 462 241
Convertible bond loan 1,000 1,000
Other non-current loans - 145 53 960
Total non-current loans 4116 484 4,600 2,815

Bonds

In 2006, the Company raised NOK225 million and NORBImillion with maturity in 2008. The
bonds were issued in the Norwegian market at aiprarwhich gives an actual interest rate, after
the debtor change from Seadrill Norge AS to Seldiriited, of NIBOR plus 2.95 percent for the
NOK225 million and 7.7 percent (fixed) for the NAKO million bond.

The Company has also raised NOK500 million and WS#8llion through bond issue in the
Norwegian market and both bonds have a seven yeaurity. The bonds were issued at a
premium which gives an actual interest rate, afterdebtor change on December 1, 2006, from
Seadrill Norge AS to Seadrill Limited, at NIBOR plt.60 percent for the NOK Bond and LIBOR
plus 2.03 percent for the US dollar bond.

In January 2007 the company raised NOK500 millisc@ammercial paper and NOK1,000 million
as a 2 year bond where the margins are 0.75 aBdogr2zentage points p.a.
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Seadrill Deepwater Drillship Itd (formerly Mosvolztilling Itd) has fully repaid its US$80 million
bond in 2007.

At December 31, 2007, the Company had the follovmiogds outstanding:

(In millions) Maturity Interest
US$42 (NOK225) November 19, 2008 NIBOR+2.95 percent
US$19 (NOK100) November 19, 2008 Fixed 7.7 percent
US$186 (NOK1,000) January 23, 2009 NIBOR + 1.2%@etr
US$93 (NOK500) CP January 23, 2008 NIBOR + 0.7 5 ¢er
US$93 (NOK500) September 29, 2012 NIBOR + 1.60 gu@rc
US$30 February 14, 2012 LIBOR + 2.03 percent

Convertible bond loan

At November 8, 2007 The Company raised US$1,000amiin an unsecured convertible bond
with maturity November 8 2012. The bonds were idsnghe European market and the issue price
was set at 100% of par (US$100,000). The coupdinnisat 3,625 p.a., payable semi-annually in
arrears on May 8 and November 8 of each year. &fegance share price at the time of issue was
US$23.7752 per share and the initial conversiorteprivas US$34.4740 per share (45.0%
conversion premium). The bond holders are entitbecbnvert bonds into shares at the conversion
price at any time ending on the™banking day prior to redemption of the bonds. Tuenpany
may on or after the date falling three years arehtwone days after settlement date, with a twenty
banking days notice period, call the remaining gart the loan at its par value plus accrued
interests, provided that the parity value on edcthe last twenty trading days within a period of
thirty consecutive trading days have exceeded UG®08. The convertible bonds are tradable,
and as at December 31, 2007 the convertible bosd@erded at US$ 1,026 million. If the bonds
are converted into shares it implies that 29,007 /88w shares will be issued.

Long-term interest bearing debt at December 317 280payable as follows:

Year Amount in

US$ million
2008 0
2009 475
2010 306
2011 332
2012 443
2013 and thereafter 2,559
Total 4,115

The Company has miscellaneous covenants in its &mgrements. The facilities contain the
following main covenants:
e To maintain minimum cash no less than US$100 milllerom April 1, 2008, minimum
cash should be no less than US$75 million.

» Interest cover ratio shall not be less than 1.7Bdreases in April 2008 to > 2:1 and again
in June 2009 to > 2.5:1

e Current ratio must not be less than 1:1
» Equity ratio shall not be less than 30%.
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The Company’s bonds contain the following main c@ards, based on financial statements, which
require:

* To maintain an adjusted shareholders’ equity etqual greater than US$300 million.

* To maintain an adjusted shareholders’ equity edgitdao a minimum of 40% of total
liabilities. For these purposes, the term “adjusteareholders’ equity” means the adjusted
value of total consolidated assets less total dmfeged liabilities with the addition or
subtraction of the difference between market valud book value of the rigs and offshore
vessels.

Interest costs incurred for the consolidated actouvere US$246.7, of which US$134.0 was
capitalized, and US$143.2 million, of which US$6&ilion was capitalized, for the year ended
December 31, 2007 and 2006, respectively.

The accounting effects of the Company’s interestpsagreements are included in Other Financial
items and amounted to a gain of US$5 million in 2@@mpared to a gain of US$9 million in
2006.

The weighted average interest rate for loans w4 @ in 2007 and 5.68% in 2006.
Waivers — Amendments to loan agreements

As described above, Seadrill has several covenatased to the loan agreements. Seadrill is
continuously monitoring the loan agreements andténms of the agreements as a part of the
overall financing strategy. As part of this progeSsadrill from time to time file waiver and/or
amendment request with the banks. At the datesfring the accounts, Seadrill has been granted
waivers for not filing the annual financial statertewithin the time frame in the loan agreements,
and has also approved waivers with amendment rexgjémsthree of the minor loan agreements.
Management is of the opinion that Seadrill will m#e normal conditions for the loans when the
waiver period expires.

Note 19 — Share capital

The Company was incorporated on May 10, 2005 ad@06ordinary shares of US$2.00 each were
issued. In 2005, there were several share issuamutst the end of December 2005 a total of
229,133,216 shares were issued. In 2006, the shaital was increased four times. Total increase
in number of shares was 154,000,000 resulting itotal of 383,133,216 shares issued and
outstanding as of December 31, 2006. In 2007, iheescapital was increased two times. The total
increase in number of shares was 16,000,000 neguitia total of 399,133,216 shares issued as of
December 31, 2007.

The Company’'s authorized share capital increase®0@000,000 after the Annual General
Meeting held at December 1, 2006, the increase4@@£00,000.

A share repurchase program was introduced in 20@tevthe Board was given the authorization
to buy back shares. The treasury shares may bégeed to meet the Company’s obligations
related to the share incentive program. As of DdmanB81, 2007 the Company has 608,700
treasury shares. Outstanding shares as of Decé&hp2007 were 398,524,516.

The Company has one class of shares of par val$2.0& each. The shares all have the same
rights and privileges.
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Consolidated  Consolidated

December December
Total paid in capital 31, 2007 31, 2006
Issued share capital 798.3 766.3
Additional paid in capital 1,955.6 1,683.5
Total 2,753.9 2,449.8

Number of
Changes in the number of shares shares Share Capital
Balance at May 10, 2005 6,000 0.0
New share issuance in 2005 229,127,216 458.3
Issued shares at December 31, 2005 229,133,216 458.3
New share issuance in 2006 154,000,000 308.0
Issued shares at December 31, 2006 383,133,216 766.3
New share issuance in 2007 16,000,000 32.0
Issued shares at December 31, 2007 399,133,216 798.3

Note 20 — Share option plans

In 2007 and 2006, Seadrill has granted optionghios management and directors of the Company
under the 2005 authorization. The agreement previlde optionholder with the right to subscribe
for new shares. The options are not transferabté may be withdrawn upon termination of
employment. The subscription price under the ogtisrfixed at the date of grant.

Options issued under the 2006 Programs may be isgdrap to May-September 2011, while

options issued under the 2007 Programs may be isgdrap to September 2011. The exercise
price for the Program 1 to Program 4, from 2006n ithe range of US$2.23 to NOK102 per share.
While options issued under the 2007 Programs hawexarcise price in the range of NOK98.63 to
NOK129.63 per share. Options issued under the Bnagymay be exercised by one third per year,
first time one year after they were granted. A©Datember 31, 2007, one third of the options
granted under the 2006 Programs are exercisable.

As of December 31, 2007 the Board could grant &rrtB43,333 options under the 2005
authorization.

In addition, Seawell has introduced an option sahéomnsenior management and directors of the
Company which provide the optionholder with thehti¢gp subscribe for new shares. The options
are not transferable and may be withdrawn uponitettion of employment. Options issued under
the 2007 Program may be exercised up to Octob2052. The exercise price is initially NOK
13.75 per share increasing by 6 percent per arsawer Options issued under the 2007 Program
may be exercised by one third per year, first toneJanuary 1, 2009. As at December 31, 2007,
none of the granted options are exerciseable.
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As at December 31, 2007, the Board could granthéurtd03,000 options under the 2007
authorization.

The Company uses the Black-Scholes pricing modeftoe stock options granted under SFAS
123(R). The fair value of options granted is detaad based on the expected term, risk-free
interest rate, dividend yield and expected volgtiliThe expected term is based on historical
information of past employee behavior regardingr@ses and forfeiture of options. The risk-free
interest rate assumption is based upon the publislogwegian treasury yield curve in effect at the
time of grant for instruments with a similar lif€he dividend yield assumption is based on the
Company'’s history and expectation of dividend pasou

The Company uses a blended volatility for the \lithatassumption, to reflect the expectation of
how the share price will react to the future cyality of the Company’s industry. The blended
volatility is calculated using two components. Thiest component is derived from volatility
computed from historical data for a period of tiaproximately equal to the expected term of the
stock option, starting from the date of grant. eeond component is the implied volatility
derived from the Company’s “at-the-money” long-tegall options. The two components are
equally weighted to create a blended volatility.

Accounting for share-based compensation

The fair value of the share options is recognizegarsonnel expenses. During 2007, US$16.3
million has been expensed in the income stateniémtie were no effects on taxes in the financial
statements, however if the option is exercisedxabenefit would be recorded as the gain are
recorded as deductable for tax purposes. If themptill be declared social security related to the
benefit from the option being exercised will be exged at the declaration date.

Share option plans in Seadrill:

Weighted average
exercise price per  Number of

option shares
Outstanding at January 1, 2006 - -
Options granted 12.17 3,956,667
Options forfeited 14.07 (40,000)
Outstanding at December 31, 2006 12.17 3,916,667
Outstanding at January 1, 2007 12.17 3,916,667
Options granted 18.17 700,000
Options forfeited 14.07 (100,000)
Options exercised 11,47 (427,967)
Outstanding at December 31, 2007 13,30 4,088,700

As of December 31, 2007, total unrecognized congué@rs costs related to all unvested share-
based awards totaled US$9.7 million, which is etgetdo be recognized as expenses in 2008,
2009 and 2010 by US$7.3 million US$2.3 million an8$0.1 million, respectively.
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The Company has used the Black & Scholes pricinglehdn its fair value estimation. The
following table summarizes the information of shaptions outstanding as of December 31, 2006:

Aggregated
numbers of
outstanding
options as of
Granted options in December 31,

Aggregated

numbers of
outstanding
options as of
December 31,

Option program 2007 2007 2006
Number of shares 700,000 4,088,700 3,916,667
Weighted average exercise price 18.76 13.30 12.17
Remaining contractual life (months) 52 o4 55
Weighted average fair value at grant 7.74

date 6.70 7.86
Pricing model assumptions:

Risk free interest rate (percent) 5.12 4.18 3.98
Expected life (years) 4 4 5
Volatility 34 % 33% 33%
Expected retirement of option holders 10 % 2% 0 %
Expected dividend 0 0 0

During 2007 the total intrinsic value at the dayerércise amounted to US$3.7 million.

Overview of fully vested option as at DecemberZ1]7:

Outstanding numberWeighted average Aggregated  intrinsi¢ Weighted average

of fully vested option exercise price value remaining term of
options

922,033| USD per option 11.75 US$11.2 million 42 months

In January 2008, the Board of Seadrill has allataterther 2,157,000 options to senior
management of the Company.

Share option plan in Seawell:
Weighted average

exercise price per  Number of
option shares
Outstanding at January 1, 2007 - -
Options granted 2.35 4,097,000
Outstanding at December 31, 2007 - 4,097,000

As of December 31, 2007, total unrecognized comngu@rs costs related to all unvested share-
based awards totaled US$2.7 million, which is etg@do be recognized as expenses in 2008,
2009 and 2010 by US$1.7 million, US$0.7 million a»ng$0.3 million, respectively.
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Seawell Limited has used the Black & Scholes pgamodel in its fair value estimation. The
following table summarizes the information of shaptions outstanding as of December 31, 2007:

Option program 2007 Program
Number of shares 4,097,000
Exercise price 2.35
Remaining contractual life (months) 57
Fair value at grant date 0.77

Pricing model assumptions:

Risk free interest rate (percent) 5.55
Expected life (years) 5
Volatility 37 %
Expected retirement of option holders 10 %
Expected dividend 0

The Company will be paying any employers' natiomeurance contributions related to the
options, while the option holders will be chargedthe individual income taxes.

Under the terms of the plans, the exercise prit@séhe grant of share options could not be less
than the average of the fair market value of theeulying shares for the three dealing days before
the date of grant. Nevertheless, the Company wesrporated in May 2005 while the option

scheme was approved in May 2006. During that petiedmarket price of the Company’s shares
increased significantly (the Company’s shares Wisted at the Oslo Stock Exchange in November
2005). At the date of grant the Board decided terofn exercise price for the share options
equivalent to the assumed market value of the Caypashares at the date the holders of the
share options were employed by the Company. Hemoe ®f the share options have been offered
at an exercise price below the prevailing markitepof the Company’s shares at the date of grant.

When stock options are exercised the Company intensettle the obligation by issuing new
shares or selling treasury shares.

Note 21 - Pension benefits

On December 31, 2006, Seadrill adopted the redognind disclosure provisions of SFAS
No.158, Employer's Accounting for Defined Benefiérigion and other Postretirement Plans, an
amendment of FASB Statements No. 87, 88 and 128(&YAS 158"), which require the
recognition of the funded status of the Defined &grand Postretirement Benefits Other Than
Pensions (“OPEB”) plans on the December 31, 200Bnba sheet with a corresponding
adjustment to accumulated other comprehensive iacdrhe adjustment to accumulated other
comprehensive income at adoption represents thamretognized actuarial losses, unrecognized
prior service costs, and unrecognized transitidigation remaining from the initial application of
SFAS No. 87, Employers' Accounting for Pension @SF87"), all of which were previously
netted against the plans’ funded status on thenbalaheet. These amounts will be subsequently
recognized as net periodic pension cost pursuamtitdnistorical accounting policy for amortizing
such amounts. Further, actuarial gains and lodsa&sarise in subsequent periods and are not
recognized as net periodic pension cost in the gmamieds will be recognized as a component of
other comprehensive income. Those amounts willubsequently recognized as a component of

F-47



Seadrill Limited - Notes to Consolidated FinanciaStatements

net periodic pension cost on the same basis aafimints recognized in accumulated other

comprehensive income.

The effect on the consolidated balance sheet &:oémber 31, 2007 is a decrease in Other non-
current liabilities of US$6.1 million (a change finoDecember 31, 2006 of US$9.8 million), an
increase in Deferred tax of US$1.7 million (charigem last year of (US$2.7) million) and an

increase of Shareholders equity of US$4.4 millicmahge from last year of US$7.1 million).

The Company has a defined benefit pension planrtaysubstantially all Norwegian employees
as of December 31, 2007. A significant part of thlan is administered by a life insurance

company.

The primary benefits for the onshore employees iorwidy are a retirement pension of
approximately 66 percent of salary at retiremerg aff 67 years, together with a long-term
disability pension. The retirement pension per @ygd is capped at an annual payment of 66
percent of the total of 12 times the Norwegian 8lo8ecurity Base. Most employees in this group
may choose to retire at 62 years of age on a piremment pension. Offshore employees in Norway
have retirement and long-term disability pension apiproximately 60 percent of salary at
retirement age of 67. Offshore employees on mahiies may choose to retire at 60 years of age
on a pre-retirement pension. Offshore employeesfixed installations have the same pre-
retirement pension, but the employees may noteretitil they are 62 years of age.

Annual pension cost

(in US dollar million) 2007 2006 2005
Benefits earned during the year 20.4 14.5

Interest cost on prior years’ benefit obligation 36 4.7 -
Gross pension cost for the year 26.7 19.2

Expected return on plan assets (4.9) (3.6)
Administration charges 0.2 0.2 -
Net pension cost for the year 22.0 15.8 -
Social security cost 3.1 2.3 -
Amortization of actuarial gains/losses (0.2) (0.1 -
Amortization of prior service cost 0 0
Amortization of net transition assets 0.1 0 -
Total net pension cost 25.1 18.0 -

The funded status of the defined benefit plan

December 31. December 31,

(in US dollar million) 2007 2006

Projected benefit obligations 158.3 121.3
Plan assets at market value (108.1) (72.2)
Accrued pension liability exclusive social security 50.2 49.1
Social security related to pension obligations 7.2 7.0
Accrued pension liabilities 57.4 56.1
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Change in benefit obligations

(in US dollar million) 2007 2006
Benefit obligations at beginning of year 124.9 94.9
Interest cost 6.3 4.7
Current service cost 20.4 14.5
Benefits paid (1.2 (0.8)
Change in unrecognized actuarial gain (13.5) -
Foreign currency translations 21.3 7.9
Benefit obligations at end of year 158.3 121.2

Change in pension plan assets

(in US dollar million) 2007 2006
Fair value of plan assets at beginning of year 71.1 55.7
Estimated return 4.9 3.6
Contribution by employer 21.3 9.2
Administration charges (0.2) (0.2)
Benefits paid (0.9) (0.6)
Foreign currency translations 11.9 4.5
Fair value of plan assets at end of year 108.1 72.2

Pension obligations are actuarially determined anedaffected by assumptions including expected
return on plan assets, discount rates, compensataraases and employee turnover rates. The
Company evaluates the assumptions periodicallynaaskes adjustments to these assumptions and
the recorded liabilities as necessary.

Two of the most critical assumptions used in catingy the Company’s pension expense and
liabilities are the expected rate of return on pkmsets and the assumed discount rate. The
Company evaluates assumptions regarding the estintate of return on plan assets based on
historical experience and future expectations @rstment returns, which are calculated by a third
party investment advisor utilizing the asset altmoa classes held by the plan’s portfolios. In
determining the discount rate Seadrill utilized terwegian government 10 year-bond effective
yield plus 0.3-0.5 percent. Changes in these argkroassumptions used in the actuarial
computations could impact the projected benefitgalions, pension liabilities, pension expense
and other comprehensive income.

Assumptions used in calculation of pension obligains 2007 2006
Rate of compensation increase at the end of year 4.50% 4.30%
Discount rate at the end of year 5.30% 4.70%
Prescribed pension index factor 2.75% 2.50%
Expected return on plan assets for the year 5.75% 5.80%
Turnover 4.00% 4.00%
Expected increases in Social Security Base 4.25% 3.50%
Expected annual early retirement from age 60/62:

Offshore personnel fixed installations 30.0% 30.0%
Offshore personnel Mobile units and onshore emgsye 50.0% 50.0%
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The weighted-average asset allocation of fundge@lto the Company’s defined benefit plan at
December 31, 2007 was as follows:

Pension benefit plan assets 2007 2006
Equity securities 19.4% 29.7%
Debt securities 37.9% 50.6%
Real estate 18.5% 12.2%
Money market 17.3% 4.5%
Other 6.9% 3.0%
Total 100.0% 100.0%

The investment policies and strategies for the ipansenefit plan funds do not use target
allocations for the individual asset categoriese Tvestment objectives are to maximize returns
subject to specific risk management policies. Then@any addresses diversification by the use of
domestic and international fixed income securitird domestic and international equity securities.
These investments are readily marketable and cawoldeto fund benefit payment obligations as
they become payable. The estimated yearly retugmension assets was 7.3 percent in 2007.

Cash flows - Benefits expected to be paid

The table below shows the Company’s expected arparadion plan contributions under defined
benefit plans for the years 2008-2017. The expegtganents are based on the assumptions used
to measure the Company’'s obligations at December28D7 and include estimated future
employee services.

(in US dollar million) 2007
2008 12.9
2009 16.6
2010 18.0
2011 19.4
2012 20.9
2013-2017 118.3
Total payments expected during the next 10 years 206.1

Note 22 — Related party transactions

Hemen, Greenwich and Seatankers are all ultimatatyrolled by Mr. John Fredriksen, a director
and chairman of the Company. At December 31, 2007 Medriksen indirectly controlled
approximately 33.26% of Seadrill, excluding totatiurn SWAP agreements.

In 2005, the Company bought five Cyprus companies reewbuilding contracts from Greenwich
and Seatankers, respectively. These transferssequeel entities and assets under common control.
As a result, the transfers were recorded in SeaalrilGeenwich's and Seatankers’ historical
carrying values.

Ship Finance International Limited (“Ship Financey indirectly controlled by Mr. John
Fredriksen. In the beginning of January, 2007, 8kdths entered into a sale and lease back
contract with Ship Finance, in which Seadrill sdle jack-up rig West Prospero for a total
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consideration of US$210 million. West Prospero hasn leased back to Seadrill for a 15 year
period. Seadrill has in addition a right to repa®h the rig after three years or on five uneven
anniversaries thereafter. The annual lease payimetite first three years will be US$41.1 million.
West Prospero will still be consolidated in theafigial statement of the Company as it will be
recorded as a Variable Interest Entity (VIE) see13d.

In 2006, the Company entered into a similar sakk laase back arrangement with Ship Finance
related to the jack-up rig West Ceres.

The company has paid a total of US$70.5 milliobaneboat to Ship Finance in 2007 for the rental
of West Ceres and West Prospero. As at Decemb&08%, the Company owed US$3.6 million to
Ship Finance.

Until the sale of Crystal Ocean and Crystal Seata&dkers managed the operations of the two
vessels for a fee of US$0.0 million for 2007 and$038 million for 2006. As at December 31,
2007 the Company owed US$0.1 million to Seatanksrsompared to US$0.01 million as at
December 31, 2006.

Frontline Management (Bermuda) Ltd (“Frontline”)daGolden Ocean Group Limited (“Golden
Ocean”) are indirectly controlled by Mr. John Fiikden, a director and chairman of the Company.
Frontline has charged the Company a fee of US$0llibmas compared to US$0.2 million in
2006 for providing management support and admatist services in 2007.

Aktiv Kapital ASA is controlled by Mr. John Freds&n, a director and chairman of the Company.
Aktiv Kapital ASA is entitled to a 5% share of theofit from the sales of both Crystal Sea and
Crystal Ocean. The Company has recorded a provisiddS$7.3 million as payable to Aktiv
Kapital ASA at year end. The profit margin to Aktiapital ASA was settled in the first quarter
2008. The margin was somewhat lower than the piavis

Note 23 — Minority interest

As at December 31, 2007 the minority interest egldb the equity in the two companies recorded
as VIE (Variable interest entity). As describedniote 31 the Company has made two sale and
leaseback arrangements where the Company has deddluat Seadrill is the primary beneficiary.
The equity in the VIE is presented as minority iege. US$3.9 million has been reclassified from
Equity to Minority interest due to correction ofer.

As Seadrill has 80 percent holdings in Seawell teohithere is a minority interest in that company.
(Amounts in millons of US dollar):

Opening Changes Results Outgoing
balance balance
Rig Finance Itd 494 0.5 7.7 58.1
Rig Finance Il Itd 40.0 4.1 441
Seawell limited 1.2 1,2 2.4
Eastern Drilling ASA 162.1 (162.1)
Total 212.0 (162.1) 13.0 104.6
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Note 24 — Financial instruments, risk management ahinsurance coverage

The Company has operations and assets in a nurhlauntries worldwide. Consequently, the
Company's results from operations are affected Ibgtdations in currency exchange rates,
primarily relative to the US dollar. When the USldobappreciates against other currencies, the
Company's profit from operations in foreign currescreported in US dollar may decrease.
Likewise, when the US dollar depreciates againkerturrencies, the Company's profit from
operations in foreign currencies reported in USadohay increase. The Company is also exposed
to changes in interest rates on debt with variaiierest rates and to the impact of changes in
currency exchange rates on NOK denominated defierBit financial instruments are used by the
Company to manage these foreign currency and siteaite risks as summarized below.

In determining fair value of its financial instrunts, the Company uses a variety of methods and
assumptions that are based on market conditiongisk@xisting at each balance sheet date. For
the majority of the financial instruments includingpst derivatives and long-term debt, standard
market conventions and techniques such as optigciagp models are used to determine fair value.
All methods of assessing fair value result in asgahapproximation of value, and such value may
never actually be realized.

Notional amounts and credit exposure

The notional amounts of derivative financial instents presented in this note represent the face
or contractual amounts, thus these amounts are motasure of the exposure of the Company
through its use of such financial instruments. @bkial amounts exchanged are calculated on the
basis of the notional amounts and the other terfrteeoderivative financial instruments, which
relate to interest rates and exchange rates.

The Company is exposed to credit related losséseirevent that counterparties to the derivative
financial instrument contracts do not perform adaay to the terms of the contract. In the opinion
of management, the counterparties to the derivéithacial instrument contracts are creditworthy
financial institutions, and the Company does nqgieex any significant loss to result from non-
performance by such counterparties. The Companthennormal course of business, does not
demand collateral. The credit exposure of interatst swap agreements, currency option contracts
and foreign currency contracts is represented byfdlir value of contracts with a positive fair
value at the end of each period, reduced by theceffof master netting agreements. It is the
Company's policy to enter into master netting amexgs with the counterparties to derivative
financial instrument contracts. These master rgpitigreements give the Company the legal right
to discharge all or a portion of the amounts oveed tounterparty by offsetting it against amounts
that the counterparty owes to the Company.

The Company makes use of foreign exchange forwamtracts and interest rate swaps in order to
hedge parts of the exposure connected to inteedst risk and foreign exchange risk. These
contracts have Nordic banks as counter parts. Tdaitaisk arising from these banks is related to
unrealized profits from foreign exchange forwardtcacts and interest rate swaps.

Foreign currency risk management

The majority of the rigs' and vessels' gross egsare receivable in US dollar. The majority of the
Company’s transactions, assets and liabilities deaominated in US dollar, the functional
currency of the Company. However, the Company mexipenditure in other currencies. There is
a risk that currency fluctuations will have a negateffect on the value of the Company's cash
flows.
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The Company’s foreign currency risk arises from:

» The translation of NOK denominated debt and othenetary assets and liabilities to US dollar
with the resulting gain or loss recorded as shddehs' equity.

e Foreign currency forward contracts and foreign enicy options which are recorded as Other
financial items.

 The impact of fluctuations in exchange rates on mdgorted amounts of the Company’s
revenues and expenses which are contracted ingfoi@irrencies (primarily the Norwegian
kroner).

» Its net investment in certain foreign subsidiardsch is recorded as a cumulative translation
adjustment in share holders’ equity.

The Company uses foreign currency forward contrcteanage its exposure to foreign currency
risk on certain assets, liabilities and future @ptted transactions. Such derivative contracts do
not qualify for hedge accounting treatment andracerded in the balance sheet under receivables
if the forward contracts have a net positive fatue, and under other short-term liabilities if the
forward contracts have a net negative fair valug.o December 31, 2007, the Company had
forward contracts to receive approximately US$38&illion at exchange rates ranging from
NOK/US$5.40 to NOK/US$6.40 between January 23, 2068September 28, 2012.

December 31, 2007 December 31, 2006

Notional Fair Notional Fair
(In millions of US dollar) amount value amount value
Currency forward contracts
Receivables 388 17 103 5

Interest rate risk management

Seadrills exposure to market risk for changes tierest rates relates mainly to its debt obligations
and surplus funds placed with financial institusoseadrill is exposed to fluctuations in interest
rates. The exposure is controlled through the figsterest swaps or derivative arrangements. It is
Seadrills policy to obtain the most favourable ias rate borrowings available without increasing
its foreign currency exposure.

Surplus funds are placed in fixed deposits withutaple financial institutions which yield better
returns than cash at bank. The deposits generallg Bhort-term maturities so as to provide the
Company with the flexibility to meet working cagitand capital investments.

The following is a summary of interest rate swapeaments. Swap agreements that have a
positive fair value are recorded as receivablesengwap agreements with a negative fair value are
recorded as other short-term liabilities.

December 31, 2007 December 31, 2006

Notional Fair Notional Fair
(In millions of US dollar) amount value amount value
Interest rate swap agreements
Receivables 103 3 200 4
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The extent of the utilization of financial instrunts is determined by reference to the Company's
net debt exposure and the Company’s views regafdinge interest rates. At December 31, 2007,
the Company had outstanding interest rate swapeagnats representing approximately 8 percent
of the Company's US dollar interest bearing delhis Tmplies that the Company has a fixed
interest rate for this portion of the debt. Howeviliese agreements do not qualify for hedge
accounting, and accordingly the changes in thevilines of the swap agreements are recorded as
Other financial items. The Company has the follayinterest rate swap agreements as of
December 31, 2007:

Notional amount Receive rate Pay rate Length of contract

(In millions of US dollar)

5C 3 month LIBOF 4.63% 05/16/0%-05/15/1¢
16 (NOK 100 mill 7.50% fixec 3 month NIBOF  11/19/0:3-11/19/0¢
34 (NOK 220 mill 3 month NIBOR+1.2¢ 3 month LIBOR+1.3¢  09/28/0:-09/28/1:

Concentration of credit risk

The market for the Company’s services is the offshail and gas industry, and the customers
consist primarily of major integrated oil companiésdependent oil and gas producers and
government-owned oil companies. The Company pedoangoing credit evaluations of the
customers and generally do not require materidatayhl. Reserves for potential credit losses are
maintained when necessary. The results of opestiad financial condition should be considered
in light of the fluctuations in demand experiendsddrilling contractors as changes in oil and gas
producers’ expenditures and budgets occur. Thastufitions can impact the results of operations
and financial condition as supply and demand factlirectly affect utilization and day rates,
which are the primary determinants of net cashigeal/by operating activities.

With respect to credit risk arising from other fiwéal assets of the Group, which comprise cash
and cash equivalents, marketable securities, otumivables and certain derivatives instruments
receivable amount, the Company's exposure to crisffitarises from default of the counterparty,
with a maximum exposure equal to the carrying arhafnthese instruments. However, the
Company believes this risk is remote as the copatées are of high credit quality parties.

The following table summarizes revenues from majmtomers as a percentage of total revenues
(revenues in excess of 10 percent for the period):

Customer 2007 2006
StatoiHydrc 33.2% 35.2%
Shel 12.5% 23.0%
Customer <10¢ 54.3% 41.8%
Total 100.0% 100.0¥%

Insurance coverage

The Company has entered into insurance programarethd whole rig fleet for risks related to
physical damage, loss of hire and various kindialility protection. These insurances are on
terms aligned with industry practice with first s$aunderwriters in the international energy
insurance market. The level of deductible exposi@nsidered to be low, however, some of the
loss of hire insurance policies only kicks in af@rdays down-time.

The Company has one dynamically positioned (DP)i-sattmersible drilling unit (West Sirius)
which will operate in the US-Gulf from the summédr2008. The risks related to windstorms in
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this area have been evaluated and adequate ewacyaticedures have been implemented. The
Company is of the opinion that the insurance maikeis not adequately differentiate between DP-
operated drilling units and other more traditiomlling units. Against this background the
Company has decided not to purchase insurance amgevein the commercial market against
physical damages caused by windstorms in the U&-8ehce the Company will be self-insured
for these risks via adequate internal risk managémegrammes.

Note 25 — Fair value of financial instruments

The carrying value and estimated fair value of @mmpany’s financial instruments at December
31, 2007 and December 31, 2006 are as follows:

December 31, 2007 December 31, 2006
Carrying Carrying
(In millions of US dollar) Fair value value Fair value value
Non-Derivatives
Cash and cash equivalents 1,012.9 1,012.9 2104 1042
Restricted cash 72.3 72.3 31.8 31.8
Marketable securities 240.4 240.4 105.8 105.8
Current portion of long term floating
rate debt 484.1 484.1 255.4 255.4
Long term floating rate debt 4.116.4 4,116.4 9,85 2,559.3
Derivatives
Interest rate swap agreements 2.7 2.7 3.6 3.6
Currency forward contracts 17.1 17.1 55 55

The Company has used a variety of methods and asisun® which are based on market
conditions and risks existing at the time, to eatanthe fair value of the Company’s financial
instruments as at December 31, 2007 and Decemhe086. For certain instruments, including
cash and cash equivalents, receivables and acqoaydble, it is assumed that the carrying amount
approximated fair value due to the short-term nigtaf those instruments.

Quoted market prices or dealer quotes for the sams@milar financial instruments were used to
estimate the fair value of the marketable secugrithort-term interest bearing debt, and long-term
interest bearing debt. The estimated values ofCi@pany’s derivative financial instruments are
primarily based on settlement values. These valepsesent the estimated amount that would be
received or paid in the event of termination of tlantract, taking into consideration current
interest rates, the creditworthiness of the coyatties and current foreign currency exchange
rates.

Note 26 - Liquidity

As of December 31, 2007 the Company has enterechawbuilding-contracts for the construction
of 3 drillships, 7 semi-submersible drilling unitd, jack-ups and 2 tender rigs. The timing of
payment installments to the shipyards varies frontract to contract.
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Seadrill believes that available cash and shom tevestments, available take-out financing and
other available loan facilities will be sufficietat settle all commitments related to the newbuddin
contracts in the short term. However, the Compailynged to raise additional financing to be

able to finalize the newbuilding projects.

Note 27 — Other current liabilities

Other current liabilities are comprised of the dalings:

December December
31, 2007 31, 2006

(In millions of US dollar)
Accounts payable 167.3 105.7
Taxes payable 25.3 3.7
Short-term deferred tax liabilities 0.1 11.9
Employee withheld taxes, social sec. and vacatiyment 50.7 41.4
Short-term part of unfavorable contract valties 70.8 87.0
Accrued interest expenses 371 394
Receipt in advance 45.7 -
Other current liabilities 273.6 188.1
Total other current liabilities 670.6 477.2
Note 28 — Other non-current liabilities
Other non-current liabilities are comprised of thikowings:

December December

31, 2007 31, 2006

(In millions of US dollar)
Accrued pension and early retirement obligation 457. 56.1
Long-term part of unfavorable contract valles 100.3 141.1
Other non-current liabilities 39.6 1.8
Total other non-current liabilities 197.3 199.0

! The unfavourable contract values arise from thguisition of Smedvig and Eastern Drilling, and esgent
the net present value of the existing contractspaoed to the current market rates, discountedeawvdiighted
average cost of capital. The estimated unfavouratidract values are to be amortised over the tefrtise

contracts.
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Note 29 — Commitments and contingencies
Purchase Commitments

At December 31, 2007, the Company had fourteenracist for the construction of seven semi-
submersible rigs, two jack-up rigs, three drillghipnd two tender rigs. Eight of the semi-

submersible rigs are scheduled for delivery in 2008ile the two remaining are scheduled for

delivery in 2010. Both of the jack-up rigs are stiied for delivery in 2008. One tender rig is

scheduled for delivery in 2008 and one in 2010.0A®ecember 31, 2007 the Company has paid
US$2,692 million directly to the involved constnact yards on the newbuildings, and committed
to make further yard installments of US$3,066 miili The amount includes variation orders but
excludes spares, accrued interest expenses, atiwtraupervision and operation preparation and
mobilization.

The remaining committed newbuild yard installmeats expected to be due in the following
years:

Year (In millions of US dollar)
2008 2,326
2009 303
2010 and thereafter 437
Total 3,066

Mortgages and pledged assets

As at December 31, 2007 the Company has mortgagesirding to US$3,086 million. The
following assets have been pledged as securitthéomortgages:

Pledged assets

December December

. 31, 2007 31, 2006
(In millions of US dollar)

Drilling units 2,451 2,293
Newbuildings 1,184 936
Accounts receivables 221 129
Total book value of pledged assets 3,856 3,358

In 2006, the Company had issued a mortgage of US&dbion where all the shares in Seadrill
Norge AS, which was recorded at a value of US$2r8Bion in Seadrill Norge Holding AS, were
pledged as security for the underlying debt.
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Guarantees

The Company has issued guarantees in favor of gartes as follows, which is the maximum
potential future payment for each type of guarantee

December December

. 31, 2007 31, 2006
(In millions of US dollar)

Guarantees to customers of the Company’s own peédioce 242 190
Guarantee in favor of banks 59 252
Guarantee in favor of suppliers 1,193 2
Total 1,494 444

The guarantees have the following maturities:
(In millions of US dollar)

Year

2008 792
2009 69
20010 and thereafter 633
Total 1,494

In addition, the Company has issued two unlimitedfggmance guarantees related to a drilling
contracts.

Legal Proceedings

Dual Drilling Patents

In September 2005, the Company received a writ floansocean Offshore Deepwater Drilling
Inc. claiming compensation for alleged infringementpatents related to multiactivity offshore
drilling apparatus and methods, and insisting thatCompany should be prohibited from applying
simultaneous operations in offshore drilling adiésg in Norway. Transocean offered a possibility
for a licence agreement which the Company has tegjed_egal proceedings took place in the
autumn 2007. The Oslo District Court ruling Febyudr 2008 granted Seadrill full support in
Transocean’'s patent lawsuit against the Compang.cBurt invalidated Transocean’s patents on
both multiactivity offshore drilling apparatus a®lwas for applying simultaneous operations in
offshore drilling activities. All claims against &drill were found invalid. The court ruled that
Transocean shall cover all litigation costs.

Transocean has later appealed the decision by ske @strict Court. Legal proceedings for the
Court of Appeal are under preparation.

No amounts have been provided in the accounts Beoémber 31, 2007 because the Company is
of the opinion that the claim is not justified.

Crystal Sea — Termination of operation in India

The FPSO Crystal Sea commenced operations in lnttlar a five-year contract with Discovery

Enterprise in June 2006. However, subsequent toremoement, riser related problems occurred
resulting in permanent disruption of the operationke owners and the customer (Discovery
Enterprise Pte Ltd) tried to solve these problepgether, however in the Company’s view, it was
concluded that operations would not be resumedmitte time schedule outlined by the customer.
As a result the FPSO departed India in January .280dispute between the Company and
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Discovery Enterprise has subsequently arisen. Tdrapany’s best estimate of the outcome of the
matter has been reflected in the financial statésngfithe Company as of December 31, 2007.

Consideration related to sales of Crystal Sea agstél Ocean sold in 2007

The FPSOs Crystal Sea and Crystal Ocean were soRD07. They were both purchased in
October 2006 from the Aktiv Kapital Group. Theresthmeen discussion whether the Aktiv Kapital
Group is entitled to a smaller consideration relate the sale. The discussion between Aktiv
Kapital Group and the Company was settled in A2008.

Eastern Drilling

In April 2007 Seadrill made a mandatory offer foe toutstanding shares of Eastern Drilling ASA
at a price of NOK 135 per share. The offer prices wigtermined by a ruling of Oslo Stock

Exchange Appeals Committee following a disagreemmstiveen Oslo Stock Exchange and
Seadrill related to use of Total Return Swap Agresis1 Seadrill subsequently took legal actions
against Oslo Stock Exchange and The Norwegian Stitea claim of damages up to NOK850

million. In the end of 2007, the Court made itsinglin favor of the Oslo Stock Exchange. The
Company has decided to appeal the decision.

Retained Risk

Seadrill retain the risk, through self-insuranaa, the deductible portion of insurance coverage.
Insurance deductible is a maximum US$2 million pecurrence for hull and machinery. In the
opinion of management, adequate accruals have rhade based on known and estimated losses
related to such exposures.

Tax exposure
For tax exposure, refer to note 2.

Note 30 — Variable Interest Entity (VIE)

As at December 31, 2007, the Group leased two j@ackgs under VIE. Seadrill and Rig Finance
Limited entered into a sale and leaseback arrangeimdune 2006 where Seadrill sold the jack-up
rig West Ceres to Rig Finance Ltd. In January 200& jack-up rig West Prospero was sold to Rig
Finance Il Limited. Each of the unit was sold forcansideration of US$210 million to a
subsidiaries of Ship Finance International Limitedd simultaneously Seadrill leased the units for
a term of 15 years. Each of the two owning compaisesingle purpose entity with the purpose to
own a jack-up rig. The jack-up rig is bareboateth® Company on a long term contract. The book
value of each of the jack-up rigs in the consobidaaccounts amounted to US$165.5 million for
West Ceres and US$197.0 million for West Prospespectively.

Seadrill has under the agreements several optiorepurchase the units during the charter period.
The first repurchase option will be after threergeat US$135.5 million for West Ceres and
US$142.0 million for West Prospero and the lasurepase option is after 15 years at US$60
million for each of the units. The aggregate legsgment for the first three years totals
approximately US$123 million for West Ceres and WE¥ million for West Prospero. For the
subsequent four-year period, the aggregated leagagnt totals approximately US$75 million for
West Ceres and US$77 million for West Prospero. ther remaining eight-years of the lease
period, the agreed aggregated lease payment isxappately US$119 million for West Ceres and
US$109 million for West Prospero. In addition, thening companies from each of the two lease
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contracts will during, 2009 receive a four to fipercent profit split element of the adjusted
operating profit given that the operating profishieached certain threshold levels.

The Company determined the owning companies aiabtarinterest entities and that Seadrill was

the primary beneficiary of the risks and rewardscdrdingly the Company consolidated the assets
and liabilities of owning companies effective frahe sales date.. Furthermore, Seadrill did not
record any gain from the sale of West Ceres andt \Rsspero in the accounts, as the jack-ups
continued to be reported as a newbuild assetseirCimpany's balance sheet at the time of the
transaction. The rigs were delivered from the yariflay 2006 and July 2007, respectively and are
reported under drilling units in the Company’s Inaka sheet at year end.

Note 31 — Remuneration to the Board of Directors, Rief Executive Officer and other key
personnel

Salaries and Income from
bonus exercised
Remuneration in 2007: payments options
Board of Directors 0.089
Chief Executive Officer (CEO) and President in Sélad
Management AS 0.663 0
Key personnet 5.550 2.108

*The remuneration for 2007 is related to the for@&0, Kjell E. Jacobsen. On May 27, 2008, it wascamced that Kjell E. Jacobsen
has informed the Board that the wants to step dasrCEO. At the same time the Company's Chief OperaDfficer Alf C.
Thorkildsen was appointed as new CEO.

**Key personnel consists of Executive Vice Prestdand Chief Operating Officer (COO) - Seadrill Mgeanent AS, Senior Vice
President and Chief Financial Officer (CFO) - SdaNtanagement AS, Executive Vice President TerRigs, Senior Vice President
Africa, Senior Vice Price President America, Seni@re President Asia and Middle East, Senior VicesRlent Europe and Senior
Vice President Projects Deepwater Units

The Chief Executive Officer has a bonus arrangerbased on achieving specific targets. Other
key personnel have similar arrangements with variguits. The Chief Executive Officer has an
early pension agreement whereby he can retire agarof 65. Other key personnel have similar
agreements.

Pursuant to the employment contract with the Chiefecutive Officer he will receive

compensation corresponding to 24 months salarg,ifa the request of the Board of Directors,
resigns.
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Shares and options owned by the Board, CEO and Kégersonnel at December 31, 2007

Out-
Out-standing standing

Shares in options in Shares in | options in

Seadrill Seadrill Seawell Seawell
John Fredriksen, Chairman* 132,747,583 350,000 2,497,000 0
Kate Blankenship, Director 8,000 30,000 30,000 50,000
Jan Tore Strgmme, Director 0 0 0 0
Tor Olav Trgim, Director* 250,000 275,000 200,00( 50,000
Kjell E. Jacobsen, President and CEO, Seadrill
Management AS 0 350,000/ 100,000 50,000
Alf C. Thorkildsen, Executive Vice President and
COO, Seadrill Management AS 0 275,000f 100,000 50,000
Trond Brandsrud, Senior Vice President and CFO,
Seadrill Management AS 0 150,000 70,000 0
Stale Ragd, Executive Vice President — Tender Rigs 0 100,000 0 0
Stein Diesen, Senior Vice President — Projects 0 150,000 0 0
Tim Juran, Senior Vice President — Americas 0 150,000 0 0
Sveinung Lofthus, Senior Vice President — Europe 0 100,000 30,000 0
Alf Ragnar Lgvdal, CEO — Seawell Management AS 0 100,000 70,000 725,000
Svend A. Maier, Senior Vice President — Africa 0 50,000 0 0
lan Shearer, Senior Vice President — Asia and Middl
East 0 150,000 0 0

More information about option programs are descriibenote 20.

*As of December 31, 2007, John Fredriksen and Tiaw Qrgim, in addition to the shares listed abdvaye acquired total return
SWAP agreements with exposure of further 3,8504180400,000 shares in Seadrill, respectively

Note 32 — Gain on issuance of shares by subsidiary

The Company has at December 31, 2007 a 80 penmcesstinent in Seawell Limited. Seawell's
business is related to platform drilling, enginegrand well intervention services.

Effective beginning of October 2007, Seawell susfidly concluded a share issue. A total of 20
million shares were sold for a price of NOK 13.%5 phare (par value USD 2.00) raising a total of
NOK275 million. The Company did not participatetitis share issue and as a result, its holding
changed from 100 percent to 80 percent. A gain $$%0 million was recorded in the income

statement as a result of these share issues byebeaw

Note 33 — Subsequent Events

The deepwater drilling rigs West Phoenix and WeaisSleave the shipyards

On March 31, the deepwater drilling rigs West Plioemd West Sirius left from the Samsung
Shipyard in South Korea and Jurong Shipyard in &boge, respectively. The units will proceed

for mobilization, and estimated time of arrival f@West Phoenix in the North Sea is in the
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beginning of the third quarter 2008, and estimabe@ of arrival for West Sirius in the Gulf of
Mexico at the end of the second quarter 2008.

New contracts with Petrobras for the three newmiilfest Eminence, West Taurus and West
Orion.

On April 14, 2008, Seadrill announced that the canyphad secured an unconditional Letter of
Award for contract with a total revenue potentibhpproximately US$4.1 billion over 18 rig years
for three newbuild deepwater units with Petrole@dleiro S.A — Petrobras, in its capacity as
operator of consortia of concession areas in Brazil

The three separate drilling rig contracts' ternts potential revenues are:

West Eminence

The sixth generation, deepwater semi-submersilillandrrig is under construction at Samsung
shipyard in South Korea. The rig will be delivegting the fourth quarter 2008 and start-up of
operations offshore Brazil is scheduled for thstfgquarter 2009. Contract duration is six years.

West Taurus

The sixth generation, deepwater semi-submersililangdrrig is under construction at the Jurong
shipyard in Singapore. The rig is scheduled toddivered during the fourth quarter 2008, and
start-up of operations offshore Brazil is scheddtedhe first quarter 2009. Contract duration is
six years.

West Orion

The sixth generation, deepwater semi-submersililangdrrig is under construction at the Jurong
shipyard in Singapore. The rig is scheduled toddvered during the second quarter 2010, and
start-up of operations offshore Brazil is scheddtedhe third quarter 2010. Contract duration is
six years.

The contracts are subject to final contract wording

Operations halt on West Navigator

On January 28, 2008, Seadrill announced that daripignned disconnection from the well due to
deteriorating weather, the drillship West Navigatoffered damages to the BOP (Blow Out
Preventor) and the sub sea equipment. As a rélseltrilling on West Navigator was temporarily
halted but has returned to operation late May.

West Navigator is contracted to Shell for a drdlimssignment on the Ormen Lange field on the
Norwegian continental shelf.

Order of new self-erecting tender rig

On February 27, 2008, Seadrill announced that tiragany has ordered a new self-erecting tender
rig, to be named T12, with an option for one mareder rig, in addition to the two tender rigs

already under construction. The estimated totaitalagxpenditure for the tender barge is US$121
million with delivery scheduled in the first quartf 2010.
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Share incentive program 2008

On January 7, 2008, the Board of Seadrill Limitpgraved a share incentive program allocating
2,157,000 options to senior management in the Coynfmaacquire shares in Seadrill Limited. The
share options have a strike price of NOK 132.11&0share and a term of six years. The options
generally vest 1/3 after 18, 30 and 42 months smdy. 330,000 of these options were granted
to primary insiders.

Court ruling in the patent lawsuit

See comments under Commitments and contingenciete29

Sale of shares in Aker Drilling ASA

During January 2008, Seadrill sold its entire haddgi in Aker Drilling ASA of 23,219,730 shares,
representing 24.97 % of the company. The proceensiated to US$164.9 million, and a gain of
approximately US$8.8 million was recognized.

Sale of shares in Odfjell Invest ASA

On March 27, 2008, Seadrill announced that the Gomgad sold its 10.01% of the shares in
Odfjell Invest ASA at NOK 20.00. After the sale,a8eill has no ownership interests in Odfjell
Invest ASA. The net profit from the sale was apprately USD 6 million.

Sale of shares in PT Apexindo Pratma Duta Tbk
In February 2008, the final agreement to dispogé®Company’s shareholding in PT Apexindo
Pratma Duta Tbk was finalized. The sale resultealgain of approximately US$150 million.

Disclosure regarding Pride International Inc

On April 23, 2008, Seadrill acquired 200,000 Piiaternational Inc. common shares and has
entered into forward contracts to acquire 16,30@PfAde International Inc. common shares.

Share purchase and notice of mandatory offer im@on Offshore Ltd

On April 28, 2008, Seadrill decided to offer to ghase 15.8 million of the outstanding shares in
Scorpion Offshore Ltd. at a price of NOK80 per ghbased on an all or nothing order. Based on
forward contracts and shares Seadrill's holding W8s8194,700 shares corresponding to 36.0
percent of the outstanding shares. After the cotigpleof the mandatory offer for all the shares of
the company on June 23, 2008, Seadrill's holding 22,168,692 forward contracts and shares
corresponding to 37,2 percent.

Equity Issue.Seawell Ltd.
On April 10, 2008, the partly owned subsidiary Sekwimited, increased its equity base through

a private placement of 10 million shares to a spaiee of NOK19.50 per share. The proceeds
from the offering were approximately NOK195million.
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Seawell — purchase of Noble's platform drillingidion in the UK

On April 1, 2008, the partly owned subsidiary Seldwenited acquired all of the outstanding
shares of Noble Corporation North Sea Platformsitivi, by acquiring all the shares in Noble
Drilling UK Limited. The purchase price was US$58lion.

Seawell — purchase of Peak Well Solutions

On March 25, 2008, the partly owned subsidiary S#lavtd announced the purchase of Peak Well
Solutions AS. The purchase price is NOK410 million.

West Titania

On May 12, 2008, the Company completed the saWedt Titania. The sale was announced on
July 25, 2007 and has been delayed. The Compargceiprecord a gain in second quarter 2008
related to the sale of approximately US$80 million.

Sale/leaseback of West Polaris

On May 19, 2008, Seadrill and Ship Finance Intéonal Limited agreed a sale and leaseback
arrangement where Seadrill sold the ultra-deepwaritiship West Polaris for a consideration of
US$850 million and simultaneously leased the umite term of 15 years. Seadrill has under the
arrangement several options to repurchase the duming the charter period. As Seadrill
determined that the rig housing entity, Rig Finaneas a variable interest entity and that Seadrill
was the primary beneficiary of the risks and rewaBkadrill did not record any gain from the sale
of West Polaris in the accounts and Seadrill catito consolidate West Polaris.

Two-year US$1,000 million bridge loan facility

On May 19, 2008, Seadrill entered into a two-ye&$WU,000 million bridge loan facility to ensure
the short-term financing of the newbuilding program

Order of four jack-up newbuilds for delivery in 201

On June 5, 2008, Seadrill announced that the Coynpas entered into agreements with KFELS
and PPL Shipyard in Singapore for the constructobnin total four jack-up newbuilds with
delivery in 2010. The total contract price for tia@® units to be built by KFELS is approximately
US$420 million. The two units to be built at PPLi8lard have a total contract price of US$430
million.

Order of semi-submersible self-erecting tenderfoigdelivery in 2011

On June 9, 2008, Seadrill announced that the Coynpas entered into agreements with Keppel

O&M in Singapore to build a new semi-submersiblé-aeecting tender rig for delivery in the first
quarter 2011.
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Total return swap agreement — Seadrill Ltd.

On June 26 and July 1, 2008, Seadrill entered timia@ return swap agreements with a total of
4,000,000 shares in Seadrill Limited as underlysagurity. The agreed initial reference price
under the swap is NOK157.8067 per share for thet 000,000 shares and NOK154,5750 per
share for the remaining 2,000,000 shares. The sgsmements expire on December 19, 2008.

In addition the Company has a current holding of éke@asury shares of 856,100.

Waivers — Amendments to loan agreements

See last paragraph of note 18.
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Appendix 1:

Seadrill Limited — Corporate Governance Statemé0{2
Norwegian Code of Practice for Corporate governance

Seadrill Limited is a private limited company inporated under the laws of Bermuda. The
Company’s shares are listed on the Oslo Stock EgghaAs a consequence, Seadrill Limited is
required to publish an annual statement on the @ogip principles for corporate governance in
accordance with the Norwegian Code of PracticeGorporate Governance (the “Code”). The
standard is published on the website of the OgdckKSEXchange www.ose.no The Code is a hon
binding recommendation which all companies listadttte Oslo Stock Exchange are required to
relate to on a "comply or explain” basis.

Seadrill Limited is committed to ensuring that genciples of corporate governance meet the
highest standards and generally supports the ptexiet forth in the Code. Being subject to two
different sets of corporate governance regulatijfrway and Bermuda) means, however, that
Seadrill Limited will have some exceptions from thdividual sets of rules.

Seadrill Limited’s corporate government policiesl gmocedures are explained below in relation to
the Code.

Section 1 Implementation and reporting on corporategovernance

Section 1 in the Code requires that the Board enthat the Company implements sound corporate
governance and that the annual report includep@tren corporate governance with explanations
on any deviations as mentioned above. In additioe,Board is urged to define the Company’s

basic corporate values and ethical guidelines domtance with these values.

The Board of Seadrill Limited recognizes the impode of sound corporate governance. The
Board believes that the principles it has impleradnand maintained in this respect meet this
standard.

Section 2 Business

Section 2 in the Code requires that the Company&ness should be clearly defined in its bye-
laws, that the Company has clear objectives aradegly for its business within the scope of the
definition in the bye-laws and that its is includedhe annual report.

The business of Seadrill Limited, and its subsid&risto own and operate offshore and onshore
drilling rigs. The Company’s annual report includesnore specific description of the group’s
business, including the overall objectives and eniristrategy of the Company. The Company’s
annual report can be accessed at the Company’steelvg/w.seadrill.com

Section 3 Equity and dividend

Section 3 in the Code emphasis that the Companyldhmave an equity capital at a level
appropriate to its objective, strategy and riskfifgpthat the Board should establish a clear and
predictable dividend policy for its dividend sugtess to the general meeting and that the
dividend policy should be disclosed. Furthermore @ode urges that authorizations given to the
Board to increase the share capital (or repurchagesshares) should be restricted to defined
purposes and limited in time to the next generadting.

As at December 31, 2007 the equity capital of Skadmited was US$ 3.6 billion. The Board is
of the opinion that the equity capital is approgjaonsidering the Company’s objectives, strategy
and risk profile.

The Company’'s bye-laws 118 to 124 (inclusive) deaith dividends and other payments to
shareholders and provides that the Board can @ecésh dividends or distributions, and may also
pay a fixed cash dividend half yearly or on othateg.



At present, the Board of Seadrill Limited is auiked by the general meeting to increase the
number of shares from 399,133,216 to 800,000,00terd is, in accordance with Bermuda

corporate law, no time limit on this authorizati@solved by the general meeting on December 1,
2006. The authorization has to be viewed in thiet laj the Company’s growth ambition and recent
history.

Bermuda corporate law allows the Company to regetlits own shares. The Company has been
given such approval, and the Company has used Ume&hares in relation to the Company’s
Employee Share Ownership Plan. The Company’s hgldirown shares as of December 31, 2007
was 608,700

Section 4 Equal treatment of shareholders and trarsctions with close associates

Section 4 request that the Company should only lumee class of shares, that any decision to
waive the pre-emption rights of existing sharehd® subscribe for shares in the event of an
increase in the share capital should be justifigdi that transactions carried out either through the
stock exchange or at prevailing stock exchangeepriiccarried out in any other way. In the event
of limited liquidity in the shares, the Company shib consider other ways to ensure equal
treatment of all shareholders.

Seadrill Limited has only one class of shares.

Under Bermuda corporate law shareholders in a Béansompany do not have any preferred right
to subscribe for further shares when such aredssue

Seadrill Limited will, if acquiring its own sharealways do this through purchases on the Oslo
Stock Exchange at the prevailing stock exchangeepri

The Company’s policy is to enter into related parnsactions solely on terms that are at least as
favorable to the Company as those that can bermataivhen contracting with an unrelated third

party.

It follows from the Bermuda Companies Act that dficer or director of the Company shall, at the

first available opportunity, notify the board ofshinterest in any material contract or any person
that is a party to a material contract of the Comyp&urther the Company’s bye-laws contain (in

bye-law 95) specific provisions addressing direstorterests.

Section 5 Freely negotiated shares
Section 5 requires that all shares in listed cornggam principle should be freely negotiable and
the bye-laws as such should not include any formesifiction in that matter.

Subject to (i) Bermuda company law, (ii) the termigshe Company’s bye-law 38 and 39 (transfer
of shares) and (iii) the terms of any applicabldt&thstates securities laws (including the United
states Securities Act 1933), Seadrill Limited'sreisaare freely transferable.

The Company’s bye-law 39 (ii) gives the Board atiapto decline to register the transfer of any
shares if the registration of such transfer wowddikely to result in 50% or more of the aggregate
issued share capital of the Company being heldwored directly or indirectly by a person or
persons resident for tax purposes in a jurisdictiich applies a controlled foreign company tax
legislation or a similar tax regime which, in thed@d’'s opinion, will have the effect that
shareholders are taxed individually for a proporid the Company’s profit.

Under the Company’s bye-law 39 (ix) where a persoentity becomes the owner of more than
30% of the issued shares, the Board can declinegister the interest in excess of 30% unless the
acquirer makes an offer to purchaser the remaistireges of the Company or agrees to sell part of
the shares acquired to reduce the interest to be08:

Section 6 General meetings

Section 6 requires that the Board should take dtepssure that as many shareholders as possible
may exercise their rights by participating in getheneetings of the Company, and that general
meetings are organized in order to be an effedovem for the views of shareholders and the
board. Such steps should include sending sharaisolttee supporting information on the
resolutions to be considered at the general meatinigter than two weeks prior to the date of the
general meeting, ensuring that the resolutions aopgporting information distributed are
sufficiently detailed and comprehensive to allovargolders to form a view on all matters to be



considered at the meeting, setting any deadlinslareholders to give notice of their intention to

attend the meeting as close to the date of theimgeas possible, ensuring that shareholders who
cannot attend the meeting in person can vote byypensuring that the members of the board of
directors and the nomination committee and thetaudre present at the general meeting, making
arrangements to ensure an independent chairmainegfgeneral meeting.

Seadrill Limited holds its general meeting on amuat basis in accordance with the Bermuda
Companies Act. The notice period is, under Bermemi@orate law, no less than 7 days’ notice
which shall be provided in writing. Shareholdersovdannot attend the meeting in person can vote
by proxy. In addition the Company’s bye-laws 8B&(inclusive) specifically address proxies and
corporate representatives. Bye-law 87 permits thar@® subject to the Bermuda Companies Act,
to waive any of the provisions of the bye-laws tedlato proxies or authorizations and, in
particular, the Board may accept verbal or otheumces as it thinks fit as to the right of any
person to attend and vote on behalf of any shadehalt general meetings.

Section 7 Nomination committee
Section 7 suggests that the Company should havénation committee elected by the general
meeting.

Seadrill Limited has currently not appointed anynittation committee for the composition of the
Board.

Section 8 Corporate assembly and board of directors

Section 8 suggests that the composition of thearatp assembly should be determined with a
view to ensuring that it represents a broad crestien of the Company’s shareholders. The
composition of the Board should ensure that ther@gan attend to the common interests of all
shareholders and meets the Company’s need fortesggerapacity and diversity. Attention should
be paid to ensuring that the Board can functioacatiifely as a collegiate body. The composition of
the Board should ensure that it can operate inadbptly of any special interests. At least half of
the shareholder-elected members of the board shiulddependent of the Company’s executive
management and material business contacts. At twasbvf the members of the board elected by
shareholders should be independent of the Compamgiis shareholder(s). The Board should not
include representatives of the Company’s executhanagement. The chairman of the Board
should be elected by the general meeting so lotilgeaslorwegian Public Companies Act does not
require that the chairman shall be appointed eitiyethe corporate assembly or by the board of
directors as a consequence of an agreement th@wotim@any shall not have a corporate assembly.
The term of office for members of the Board shawdd be longer than two years at a time. The
annual report should provide information to illagér the expertise and capacity of the members of
the Board and identify which members are considéoeloe independent. Members of the Board
should be encouraged to own shares in the Company.

Seadrill Limited does not have a corporate asserablgther non executive supervisory board.
This is not required under Bermuda company law.

The Board of Seadrill Limited currently consists folur directors. Two of the directors, John

Fredriksen and Tor Olav Trgim are not independeminfSeadrill Limited’s main shareholder,

Hemen Holding Limited. One director, Kate Blankepsks not independent according to the rules
of the Oslo Stock Exchange. Although Seadrill Leditrecognizes that the composition of the
Board does not satisfy the recommendation of theéeGor two independent directors at present, it
is not intended to propose any further increasgbémumber of directors in the short term.

Seadrill Limited is currently going through a phadeapid expansion, and it is therefore important
to have a small and focused board of directors \itblose working knowledge of Seadrill

Limited's strategy and operations, and an abibitydact quickly when the situation so requires.
The current composition of the Board satisfies ¢heseds. Seadrill Limited thus believes that
these considerations, for the time being, justitye tnon-compliance with the Code's
recommendation for two independent directors aechtéted for a homination committee.

At the time the Seadrill Limited was listed on f@elo Stock Exchange, Seadrill Limited provided
a statement concerning the independence of itdlwatirectors.



Section 9 Work of board of directors

Section 9 suggests that the board of directorsldhmoduce an annual plan for its work, with
particular emphasis on objectives, strategy andeémentation as well as issue instructions for its
own work and for the executive management withipalegr emphasis on clear internal allocation
of responsibilities and duties. A deputy Chairmbhowdd be elected for chairing the Board in the
event that the Chairman cannot or should not Iéedwork of the board. The Board should
consider appointing board committees in order tdp hensure thorough and independent
preparation of matters relating to financial repartand compensation paid to the members of the
executive management. Membership of such commigbesld be restricted to members of the
Board who are independent of the Company’s exeeutianagement. The Board should provide
details in the annual report of any board comméttappointed. The Board should evaluate its
performance and expertise annually.

Seadrill Limited has currently not appointed anwatatbcommittees, but the Board can delegate its
powers to committees under bye-law 103.

Section 10 Risk management and internal control

Section 10 suggests that the Board must ensurgid@a@ompany has sound internal control and
systems for risk management that are appropriateelation to the extent and nature of the

Company’s activities. Internal control and the eyst should also encompass the Company’s
corporate values and ethical guidelines. The Badrould carry out an annual review of the

Company’s most important areas of exposure to aistt its internal control arrangements. The

Board should provide an account in the annual tepbithe main features of the Company’s

internal control and risk management systems asriiate to the Company’s financial reporting.

The Board of Seadrill Limited believes that it g in place satisfactory internal control systems
for addressing risk management. The Company’s diina code supplements these systems.

Relevant risk factors to the Company’s activities @ontinuously reviewed by the Board.
The annual report does not include comments oimthenal control and risk management systems.

Section 11 Remuneration of the Board

Section 11 suggests that remuneration to Boardidheflect responsibility, time commitment and
complexity of the Company’s activities but independof the Company’s performance and as
such not grant share options to the Board. Membethe Board should not taker special
assignments for the Company in addition to thepaiqtment as board member. If however board
member take on such assignment this should beodestito the full board that should approve the
remuneration for such duties.

Seadrill Limited has no compensation committee. -Bye 94 deals with directors’ fees and
additional remuneration and expenses. Directomss f@&re determined by the Company in general
meeting and the Board determines the compensatimividual directors.

Seadrill Limited has awarded share options to thar8 as it is of the opinion that it is in the best
interest of all shareholders. The options are gmetby the Rules of the Company’s Share Option
Plan and further details of the options granted aplicable terms are given in the Company’s
annual report.

Section 12 Remuneration of executive management

Section 12 suggests that the Board should estagligtelines for the remuneration to executive
management and these guidelines should be comneditathe general meeting for information
annually together with information share option ahdre award arrangements to employees. The
share option proposals should include details efathocation criteria, actual value of the share
option schemes, accounting consequences for thep&omand potential share dilution. The
annual report should provide information on thedglines for the remuneration of executive
management as well as apply information on all elg@nthe remuneration. The salary for the Chief
Executive should be decided by the Board.

This annual report those not include informationtbe guidelines for the remuneration of the
executive management of Seadrill.

Seadrill Limited has not, at present, establishedwaritten guidelines for the remuneration of the
members of its executive management. The day-tagaagement of the Company is undertaken



by Seadrill Management AS (a Norwegian companyhia $eadrill group), under a management
agreement.

Section 13 Information and communication

Section 13 requires that the Board establish gueglfor the financial reporting and other
information based on openness taking into accoguoiletreatment of all participants in the
securities market, that the Company publish an weeer of major events including general
meetings, interim reporting etc, that all inforneatidistributed to shareholders are available at the
corporate web-site simultaneously and that the @aestablishes guidelines for contact with
shareholders.

Seadrill Limited publishes annual and quarterlyorgpat its website. The Company acknowledges
the importance of providing shareholders in paléicand the equity market in general with correct
and relevant information about the Company anddtivities.

Section 14 Take-overs

Section 14 suggests that the Board establish afsgiiding principles for how it will act in the
event of a take-over bid. The Board is encouraggihg such a process to act with an independent
responsibility to ensure that all shareholderstagated equal, that the Company’s business is not
disrupted unnecessarily, and that all shareholdeesgiven sufficient information and time to
review a potential offer. Further, the Board shomtd seek to hinder or obstruct take-over bids
without particular reasons for doing so unless apgd by a general meeting following
announcement of a bid. Any transaction that inatffe a disposal of the Company’s activities
should be decided by the general meeting.

If a take-over bid were made for Seadrill Limitedlsares it is the opinion of the Board that the
shareholders of the Company should be treated lggaradl provided with sufficient information
and time to consider the offer.

Section 15 Auditors

Section 15 covers the relationship to the audittve auditor should submit the main features of
the audit plan of the Company to the Board annuslipuld participate at the meetings that deal
with the annual accounts and in such meeting revigterial changes in the accounting principles,
comment on material estimated accounting figuresraport all material matters on which there
has been disagreement with executive managemertaateda separate session with Board without
executive management present. Furthermore, theoausgtiiould at least once a year present to the
Board a review of the Company’s internal procedufide Board is urged to establish guidelines
on the use of the auditor for services other tianaudit and receive annual written confirmation
from the auditor that the auditor satisfies theurements for independence and include the
remuneration paid to the auditor at the generaltimgén detail. In addition, the auditor should
provide the Board with a summary of all serviceslartaken for the Company in addition to
regular audit work.

The Company’s independent auditor, appointed bgdtseral meeting, is PricewaterhouseCoopers.

For more information on the Company see the cotpavab-sitavww.seadrill.com




