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Company Profile

CNOOC Limited (the “Company”, together with its subsidiaries, the “Group” or “we”), incorporated
in Hong Kong Special Administration Region (“Hong Kong”) in August 1999, was listed on the New
York Stock Exchange (code: CEQO) and The Stock Exchange of Hong Kong Limited (code: 00883)
on 27 and 28 February 2001, respectively. The Company was admitted as a constituent stock of the
Hang Seng Index in July 2001.

The Group is China’s largest producer of offshore crude oil and natural gas and one of the largest
independent oil and gas exploration and production companies in the world. The Group mainly
engages in exploration, development, production and sales of oil and natural gas.

The Group’s core operation areas are Bohai, Western South China Sea, Eastern South China Sea
and East China Sea in offshore China. In overseas, the Group has oil and gas assets in Asia, Africa,
North America, South America, Oceania and Europe.

As of 31 December 2012, the Group owned net proved reserves of approximately 3.49 billion BOE,
and its average daily net production was 935,615 BOE (except as otherwise stated, all amounts of
reserve and production in this report include our interests in equity method investees). The Group
had 10,063 employees and total assets of approximately RMB456.07 billion.
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Financial Summary*

(Amounts expressed in millions of RMB)

Consolidated Statement of Comprehensive Income (Audited)
Year ended 31 December

2008 2009 2010 2011 2012

Total revenues 125,977 105,195 180,036 240,944 247,627
Total expenses (72,112) (64,870) (108,891) (150,337) (160,486)
Interest income/(finance costs), net 676 103 (504) (511) (601)
Exchange gains, net 2,551 54 995 637 359
Share of profits of associates

and a joint venture 374 173 398 567 (27)
Investment income 476 200 427 1,828 2,392
Non-operating (expenses)/

income, net (62) (34) 142 (563) 908
Profit before tax 57,880 40,821 72,6083 92,565 90,172
Income tax expense (13,505) (11,335) (18,193) (22,310) (26,481)
Profit for the year 44,375 29,486 54,410 70,255 63,691

Consolidated Statement of Financial Position (Audited)
As at 31 December

2008 2009 2010 2011 2012
Current assets 63,770 70,871 99,384 131,923 170,894
Property, plant and equipment 138,358 165,320 186,678 220,567 252,132
Investments in associates
/ajoint venture 1,785 1,727 22,604 22,997 24,017
Intangible assets 1,206 1,230 1,148 1,033 973
Available-for-sale financial assets 1,550 3,120 8,616 7,365 7,051
Deferred income tax assets — — — — 40
Other non-current assets — — — 379 963
Total assets 206,669 242,268 318,430 384,264 456,070
Current liabilities (18,799) (81,041) (68,423) (70,216) (82,437)
Non-current liabilities (27,632) (87,291) (34,241) (51,192) (63,853)
Total liabilities (46,431) (68,332) (102,664) (121,408) (146,290)
Equity 160,238 173,936 215,766 262,856 309,780

*

After the early adoption of IFRS 10-Consolidated Financial Statements, IFRS 11 — Joint Arrangements, IFRS 12 — Disclosure of Interest in Other
Entities, IAS 27 (Revised) — Separated Financial Statements, and IAS 28 (Revised) — Investments in Associate and Joint Venture from 1 January
2011, certain comparative figures have been adjusted to conform with the current period’s presentation.
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Operating Summary*

Year ended 31 December

Production
Net production of crude
and liquids (barrels/day)
China
Bohai
Western South China Sea
Eastern South China Sea
East China Sea
Overseas
Asia
Oceania
Africa
North America

Total

Net production of
natural gas (mmcf/day)
China
Bohai
Western South China Sea
Eastern South China Sea
East China Sea
Overseas
Asia
Oceania
North America

Total

Total net production (BOE/day)
China
Bohai
Western South China Sea
Eastern South China Sea
East China Sea
Overseas
Asia
Oceania
Africa
North America

Total

Net production in equity
method investees (BOE/day)

Total with equity method investees

2008 2009 2010 2011 2012
398,138 444,947 614,569 598,590 615,122
218,478 253,884 408,946 405,682 411,642
56,761 72,605 84,116 72,006 72,672
122,813 118,395 121,454 120,563 130,266
85 63 53 339 543
23,931 64,749 90,419 83,993 104,623
19,262 22,163 20,892 17,427 14,883
4,669 6,228 6,210 5,382 4,846

- 35,591 62,609 56,348 56,998

- 767 709 4,836 27,896
422,068 509,696 704,988 682,583 719,745
394.2 410.8 619.4 689.9 663.1
745 79.2 120.4 123.0 123.9
284.7 275.4 354.0 390.4 364.1
28.1 50.2 139.5 157.8 148.8

6.8 6.0 5.5 187 26.3
227.0 242.7 332.2 345.3 308.6
140.2 140.3 205.2 218.7 157.8
86.8 102.3 107.0 101.1 101.1

- - - 25.6 49.7

621.1 653.5 951.6 1,085.2 971.7
466,375 515,646 719,966 715,219 727,287
230,896 267,079 429,008 426,190 432,285
106,764 120,745 145,274 138,712 135,007
127,490 126,765 144,712 146,864 155,070
1,205 1,057 972 3,453 4,925
64,353 108,250 148,956 144,511 161,561
42,632 45,555 58,421 53,872 43,752
21,721 26,337 27,217 25,195 24,628
- 35,591 62,608 56,348 56,998

- 767 709 9,096 36,183
530,728 623,896 868,922 859,730 888,848
3,142 2,656 34,010 49,270 46,767
533,870 626,552 902,932 909,000 935,615
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Operating Summary*

Year ended 31 December

2008 2009 2010 2011 2012

Reserves at year end **

Net proved crude and liquids
reserves (million barrels)

China 1,399.6 1,495.5 1,501.6 1,584.7 1,665.7
Bohai 933.6 1,028.2 997.7 1,000.4 1,067.2
Western South China Sea 245.8 258.9 260.0 250.5 224.8
Eastern South China Sea 202.4 190.9 225.0 316.1 354.0
East China Sea 17.8 17.5 18.9 17.7 19.8

Overseas 178.7 172.3 217.5 384.6 515.0
Asia 64.8 53.8 499 81.8 65.0
Oceania 24.8 26.5 20.7 19.0 16.7
Africa 89.1 90.0 145.7 133.7 135.7
North America - 2.0 1.2 150.1 297.6***

Total 1,5678.3 1,667.7 1,719.1 1,969.3 2,180.7

Net proved natural gas reserves (bcf)

China 4,216.4 4,166.5 4,387.3 4,139.5 4,459.1
Bohai 789.2 785.4 728.3 596.2 592.5
Western South China Sea 2,211.7 2,198.6 2,034.1 2,017.2 2,384.9
Eastern South China Sea 873.3 843.6 1,254.3 1,222.4 1,175.7
East China Sea 342.2 338.9 370.6 308.7 305.9

Overseas 1,407.0 1,723.4 1,557.6 1,487.9 1,546.3
Asia 799.9 1,028.5 1,016.7 848.7 800.4
Oceania 607.1 648.9 498 467.8 409.5
North America - 46.0 42.9 171.4 336.4

Total 5,623.3 5,944.0 5,944.9 5,627.4 6,005.3

Total net proved reserves
(million BOE)

China 2,102.2 2,190.0 2,232.9 2,274.8 2,408.9
Bohai 1,065.1 1,159.1 1,119.1 1,099.8 1,165.9
Western South China Sea 614.4 625.4 599.0 586.7 622.2
Eastern South China Sea 347.9 331.5 4341 519.9 550.0
East China Sea 74.8 74.0 80.7 68.4 70.7

Overseas 4131 468.5 4771 646.3 793.7
Asia 198.1 234.2 219.4 223.2 207.5
Oceania 125.9 134.6 103.7 110.7 96.8
Africa 89.1 90.0 145.7 133.7 135.7
North America - 9.7 8.3 178.7 353.7

Total 2,515.4 2,658.5 2,710.0 2,921.1 3,202.6

Net proved reserves in equity
method investees (million BOE) 5.9 4.4 288.3 269.0 289.3

Total with equity method investees** 2,521 2,663 2,998 3,190 3,492
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Operating Summary*

Year ended 31 December

2008 2009 2010 2011 2012

Others
Reserve life (years) 13.0 1.7 8.5 9.3 9.8
Reserve life (years, including

equity method investees) 12.9 11.6 9.1 9.6 10.2
Reserve replacement ratio (%) 60 163 116 167 187
Reserve replacement ratio

(%, including equity

method investees) 59 162 202 158 188
Average realized price
Crude oil (US$/barrel) 89.39 60.61 77.93 109.75 110.48
Natural gas (US$/mcf) 3.83 4.01 4.49 5.15 5.77

* After the early adoption of IFRS10 — Consolidated and Financial Statements, IFRS 11 — Joint Arrangements, IFRS 12 — Disclosure of Interest in
Other Entities, IAS 27 (Revised) — Separated Financial Statements, and IAS 28 (Revised) — Investments in Associate and Joint Venture from 1
January 2011, certain comparative figures have been adjusted to conform with the current period’s presentation.

= The net proved reserve estimates in 2008 and 2009 contained in this table were made by the independent consultants. Approximately 11%, 23%

and 36%, respectively, of our net proved reserve estimates in 2010, 2011 and 2012 were made by the Company independently and the remaining

were made by the independent consultants.

Includes synthetic oil 137.0 million barrels and bitumen 12.6 million barrels.
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Milestone Events 2012

EXPLORATION

17 April

20 April

24 May
14 August
20 August

Announced the successful appraisal of Penglai 9-1 oil and gas structure, confirming that
Penglai 9-1 is a large oilfield.

Announced the successful discovery of Dongfang 13-2 in high-temperature and high-
pressure natural gas reservoir in Yinggehai.

Announced the discovery of Luda 21-2.
Announced the successful appraisal of Qinhuangdao 29-2/29-2 East.

Announced two new exploration discoveries of Luda 6-2 and Lufeng 15-1.

DEVELOPMENT AND PRODUCTION

3 August
18 October

28 December

Announced the successful production commencement of Yacheng 13-4 gas field.

Announced the successful production commencement of Weizhou 11-2 and Weizhou
6-9/6-10 oilfields.

Announced the successful production commencement of Panyu 4-2/5-1 adjustment
project and Liuhua 4-1 oilfield.

OVERSEAS DEVELOPMENT

21 February

23 July

8 December

Announced the completion of the acquisition of 1/3 interests from each of the
exploration areas 1, 2 and 3A in Uganda from Tullow Oil plc (“Tullow”).

Announced that the Company entered into a definitive agreement with Nexen Inc.
(“Nexen”) in Canada. Total consideration of approximately US$15.1 billion will be paid
for Nexen’s common and preferred shares, and Nexen’s debt of approximately US$4.3
billion will remain outstanding.

Announced that the proposed acquisition of Nexen was approved by Canada’s Minister
of Industry. This approval is one of the conditions precedent to the completion of the
proposed acquisition.

CNOOC LIMITED Annual Report 2012
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Chairman’s Statement

Dear Shareholders,

2012 was the inaugural year that we implemented our “A
New Leap Forward” strategy. Facing complex and adverse
domestic and global economic environments of 2012, the
Company adhered to the strategic roadmap of “A New
Leap Forward” and made outstanding achievements in
exploration and development and overseas expansion
through dedicated efforts of the whole company, and
also successfully reached our major production and
operation targets, enlarging the resource base for our future
development and further diversifying our asset portfolio.

CNOOC LIMITED Annual Report 2012

On one hand, we continued to build up our sustainable
development capability. The encouraging results from
shallow water and deepwater exploration offshore China
and overseas exploration bring a greater momentum to the
future development of the Company.

During 2012, in order to enhance shallow water exploration
offshore China, a number of thorough discussions were
made to further clarify our line of thinking, i.e. to increase
our investment and deploy innovative approaches in our
efforts to search for large and medium size oil and gas fields.
Through this line of thinking, the Company successfully
discovered and appraised several large scale oil and gas
structures including Penglai 9-1, building a solid foundation
for our future reserves and production growth in offshore
China. It further strengthened our confidence in the medium
to long term sustainable development offshore China.

In order to realize a better resource replacement, we
continued to promote and further strengthened the
guidance for deepwater exploration and development. We
made our debut in independent deepwater drilling in the
South China Sea in 2012, marking the “first year” of our
independent deepwater exploration endeavors. The efforts
resulted in a new independent natural gas discovery, which
signified a breakthrough in this regard.

In addition, we achieved satisfactory results in our overseas
exploration endeavors with important discovery made under
the HBR permit onshore Algeria.

On the other hand, we continued to take the prudent
and down-to-earth attitude in the course of our overseas
expansion and achieved successful results.

In July 2012, we announced the acquisition of Nexen
Inc. (“Nexen”) in Canada. The transaction was completed
with considerable success. Through the acquisition, an
important platform has been established for our overseas
development. The transaction would not only bring rich



resources and diversified asset portfolio for the long
term development of the Company, but also veteran
management and staff of Nexen who had extensive working
experience in major oil and gas producing areas around
the world. We strongly believe that the acquisition of Nexen
conforms to our development strategy and will bring long-
term benefit for our shareholders. We are full of expectation
to the future prospects of the newly established North and
Central America operation platform.

Over years of overseas expansion, we have broadened our
vision and strengthened our development platform with
accumulated operational and managerial experiences. In the
future, we will continue to enhance our capability in overseas
operational management, resource integration and risk
management, developing and nurturing our new home base
overseas.

While ensuring the stable development of the Company, we
continued to adhere to the high standards of our efforts in
health, safety and environmental protection. During 2012,
we maintained an excellent safety record and continued
to strengthen our efforts in the protection of nature and
the marine environment. Looking ahead, we will continue
to promote harmonious growth between corporate and
community and between human and the nature.

Chairman’s Statement

For more than a decade since the Company’s listing, we
have been strictly following the laws and regulations of
the host countries and listing places. We also followed
the best practices of the international petroleum industry.
Our transparency and governance standards were well
recognized by the general public and investors. In corporate
governance, we made outstanding achievements and won
a lot of awards in 2012: the Company was awarded the
“Best Managed Asian Company in the Oil/Gas sector” for
the third consecutive year by Euromoney Magazine, and the
“Asia’s Best Company 2012” and “Best Natural Resource
Company” by Finance Asia Magazine.

In view of the Company’s financial position and to reward
our shareholders, the Board of Directors has recommended
a final dividend of HK$0.32 per share (tax inclusive).

If 2012 is the year where CNOOC Limited embarked on
its “A New Leap Forward”, 2013 will be a year in which we
quest and set sail afar for future development. As long as
you are with us and continue to give us support and care,
we will be able to create an even better future together.

WANG Yilin
Chairman

Hong Kong, 22 March 2013

CNOOC LIMITED Annual Report 2012
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CEOQO’s Statement

Dear Shareholders,

In 2012, we made significant progresses in all aspects of our
business under the guidance of our “A New Leap Forward”
blueprint and maintained a good performance. It’'s my
pleasure to take this opportunity to review the achievements
we made during the past year, as well as to share with you
our thoughts and plans for 2013.

In 2012, we continued to lay solid foundation for future
growth. We focused on exploration, development and
production, maintained high standards on health, safety and
environmental protection, and achieved all the targets set
at the beginning of the year. We also made great progress
in our overseas development with announced acquisition of
Nexen Inc. (“Nexen”) in Canada. Expanding our horizon to
the whole world, CNOOC Limited actively copes with the
challenges faced by the global energy industry, commits
to supplying energy for social development in a safe and
sustainable way, and remaining a responsible international
energy player. Through this acquisition and our continuous
efforts, our vision is gradually turning into reality.

SOLIDIFYING THE FOUNDATION FOR FUTURE
DEVELOPMENT

In 2012, the Company delivered satisfactory results once
again. Major exploration breakthroughs were made in
shallow water and deepwater offshore China as well as
overseas. We overcame various unfavorable factors and
met the annual net production target. Significant progress
was made in overseas expansion and our financial position
remained healthy.

CNOOC LIMITED Annual Report 2012

First, exploration: with innovative approach and increased
investment, we made historical breakthroughs. Medium to
large size discoveries such as Dongfang 13-2 and Luda
21-2 were made in shallow water offshore China. Two
large-size hydrocarbon-bearing structures, Penglai 9-1 and
Qinhuangdao 29-2/29-2 East, were successfully appraised.
In the deepwater area of South China Sea, a new discovery,
Liuhua 29-2, was made, representing a significant step
forward of the Company’s deepwater strategy. Overseas
exploration saw important discovery in the HBR permit
onshore Algeria, in which the Company holds 24.5%
interests. In 2012, the Company’s reserve replacement ratio
reached 188%.

The success of our exploration efforts laid a solid foundation
for our company to implement our “A New Leap Forward”
strategy and to realize sustainable development, motivating
us to stride forward for a brighter future.

Second, development and production: the Company
was confronted with many challenges to meet our 2012
production target. We have taken various measures to
cope with the challenges, for example, through meticulous
planning, five new projects commenced production on



schedule; production enhancement measures such as infill
drilling and development wells were implemented to stabilize
the producing fields. Through tremendous hard work during
the year, our net production reached 342.4 million BOE and
accomplished the full year production target.

Meanwhile, we actively push forward the construction
of new development projects under the guidance of
“comprehensive adjustment” and “regional development”,
which will contribute to the Company’s production growth
targets for 2011 to 2015.

In addition, following a series of rectification measures,
Penglai 19-3 oilfield has recovered to its normal state, with
operating requirements satisfied. The oilfield was permitted
to gradually resume production.

Third, overseas expansion: in July 2012, the Company
announced the acquisition of Nexen, a Canadian energy
company. With the approval of the shareholders of Nexen
and respective regulatory bodies, the transaction was
successfully closed in February 2013. The Company also
completed the acquisition of partial working interests in each
of Exploration Areas 1, 2 and 3A in Uganda. Other projects,
including the Eagle Ford shale oil and gas project in the U.S.,
the Missan oilfields in Irag and the Egina oilfield in Nigeria,
also progressed smoothly.

Fourth, financial performance: for the year 2012, the
Company realized a net profit of RMB63.69 billion; basic
earnings per share amounted to RMB1.43. The Company’s
financial position remained healthy, with stable credit ratings
from the market.

ENHANCING OUR INTERNATIONAL PROFILE

With years of overseas expansion, the Company’s assets
are now spread in various countries and regions over six
continents. The proportions of our overseas reserves,
production and assets have increased accordingly. Our
overseas asset portfolio consists of both conventional and
unconventional resources and our overseas operations
extended to both exploration and production activities. The
international profile of the Company has been enhanced
significantly.

The acquisition of Nexen marked an important milestone
on the Company’s road of internationalization. While we are
excited about this unique opportunity to further enhance
the level of our international profile, we are fully aware of
the arduousness of “integration” following the transaction.
Facing the challenges, instead of skimming, we will make a

CEQ’s Statement

deep dive to manage long-term results; instead of sitting on
previous success, we will keep a humble and open mind.
We will work closely with the management of Nexen to
ensure a smooth integration process and cultivate a new
corporate culture that represents the core values of the two
companies. We will continue to participate in the economic
and social development of the host countries and local
communities. At the same time, we will stick to the “win-win”
philosophy and learn from the experienced industry peers so
as to push forward the stable development of the Company
inanew era.

PLANNING FOR 2013

In 2013, the Company will commit to enhancing the
capability for sustainable development while ensuring
health, safe and environmental-friendly operations.

First, optimize the operation resources allocation to ensure
on schedule startup of new development projects and
achieve the full year production target.

Second, continue to enhance our exploration and
development efforts. In 2013, the Company will promote
in full swing oil and gas exploration in shallow water,
deepwater, overseas and unconventional field and will
push ahead the project pipeline for 24 new projects under
construction.

Third, strengthen overseas operations. While focusing on
the integration with Nexen, we will continue to improve
the operational efficiency of existing overseas assets, and
enhance overseas business reliability and controllability.

Fourth, tighten cost control and further improve efficiency.
The Company will continue its efforts to control costs,
enhance profitability and create greater value for our
shareholders.

Looking ahead into 2013, we will carefully cope with the
uncertainties of the world economy and the unstable
international geopolitical situation, dedicate our efforts
to the transformation of the Company to a global energy
company, supply more energy for the world, and make
greater contributions to our shareholders, communities and
the society.

Li Fanrong
Chief Executive Officer

Hong Kong, 22 March 2013

CNOOC LIMITED Annual Report 2012
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OVERVIEW

CNOOC Limited is an upstream company specializing in
the exploration, development and production of oil and
natural gas. It is the dominant oil and natural gas producer
in offshore China and, in terms of reserves and production,
is also one of the largest independent oil and natural gas
exploration and production companies in the world. As of
the end of 2012, the Company had net proved reserves
of 3.49 billion BOE (including approximately 0.29 billion
BOE in its equity method investees). In 2012, the Company
had a total net oil and gas production of 935,615 BOE per
day (including 46,767 BOE per day in its equity method
investees).

In offshore China, the Company engages in oil and
natural gas exploration, development and production in
Bohai, Western South China Sea, Eastern South China
Sea and East China Sea, either independently or through
cooperation with foreign partners by production sharing
contracts (“PSCs”). As of the end of 2012, approximately
69.0% of the Company’s net proved reserves and
approximately 78.0% of its net production were located in
offshore China.

For independent operations, the Company has
been adding more reserves and production mainly
through independent exploration and development in
offshore China. As of the end of 2012, approximately
79.6% of the Company’s net proved reserves and
approximately 75.3% of its production in offshore
China were derived from independent projects.

For PSC operations, China National Offshore Qil
Corporation (“CNOOC”), the Company’s controlling
shareholder, has the exclusive right to explore
and develop oil and natural gas in offshore China
with foreign partners through PSCs. CNOOC has
transferred to the Company all of its rights and
obligations under all the PSCs (except those relating
to its administrative functions), including new PSCs
that will be signed in the future. As of the end of 2012,
the Company had 27 PSCs with 22 partners in force.

Overseas, the Company holds interests in oil and natural
gas blocks in Indonesia, Australia, Nigeria, Uganda,
Argentina, the U.S., Canada, the United Kingdom and
various other countries. As of 31 December 2012,
the Company’s overseas net proved reserves and net
production accounted for approximately 31.0% and 22.0%,
respectively, of the Company’s total net proved reserves
and total net production.

Business Overview

EXPLORATION

Exploration is a top priority for the Company. In 2012,
the Company increased its investment in and refreshed
its strategic thinking about exploration, and achieved
remarkable results in both shallow water and deepwater
areas offshore China as well as overseas. The Company’s
reserve replacement ratio amounted to 188% in 2012.

As of the end of 2012, the Company’s major exploration
areas are shown in the table below:

Major Exploration

Areas Acreage

Areas (Net) (km?)

Bohai 43,068

Western South China Sea 73,388

Offshore China Eastern South China Sea 55,424
East China Sea 85,413

Subtotal 257,292

Asia 75,144

Africa 32,467

Overseas Oceania 28,111
North America 15,408

Subtotal 151,130

Total 408,421

The Company’s exploration investment and activities
reached a record high in offshore China, approximately
16,100 km 2D seismic data and 26,700 km? 3D seismic
data were acquired and 99 exploration wells were drilled.
An aggregate of 12 new discoveries were made and 14 oil
and gas structures were successfully appraised in offshore
China, resulting in a success rate of 53%-68%.

In 2012, our achievements in exploration in offshore China
mainly included:

1. the successful appraisal of the large-scale
oil and gas structure Penglai 9-1 due to our
concentrated research and technological
advancement, which has the potential to be
developed into a large oilfield.

2. the successful appraisal of the Qinhuangdao
29-2/29-2 East structure, which is expected to
be built into another large-scale light oil field in
Bohai.

CNOOC LIMITED Annual Report 2012

13



14

Business Overview

3. the discovery of the large-scale natural gas
structure, Dongfang 13-2, marking another
breakthrough in high-temperature and high-
pressure natural gas exploration.

4.  the discovery of the medium scale oil and gas
structure Luda 6-2.

In 2012, the Company made its first important move
in independent exploration in deepwater areas. Three
independent deepwater exploration wells were drilled and
the natural gas discovery of Liuhua 29-2 was made in the
deepwater areas of South China Sea.

Furthermore, the Company achieved record breakthroughs
in overseas exploration with nine new discoveries and five
successful appraisals of oil and gas structures. Among
these achievements, important discoveries were made in
HBR permit in Algeria, where the Company holds 24.5%
interests. Four new discoveries were made in Indonesia.

These achievements indicated great potential and our
unique advantages for exploration, in offshore China, as
well as good prospects for the Company’s deepwater and
overseas exploration.

The Company’s major exploratory activities in 2012 are shown in the table below:

Exploration Wells New Discoveries Successful Appraisal Wells Seismic Data
Indgpendent PSC 2D (km) 3D (km?)

Wildcat | Appraisal Wildcat | Appraisal | Independent PSC | Independent PSC | Independent | PSC | Independent | PSC
Offshore China
Bohai 13 37 - - 7 - 8 - - - 7215 -
Eastem South China Sea 12 3 - - 3 - 1 - 4413 - 5,743 3375
Westen South ChinaSea 10 14 3 - 1 1 8 - 5,269 - 6,182 -
East China Sea 3 4 - - - - 3 - 6,461 - 4218 -
Subtotal 38 58 3 - 11 1 40 - 16,143 - 23,358 3,315
Overseas - - 22 18 - 9 - 1 - 1,791 - 1,538
Total 38 58 % 18 11 10 40 11 16,143 1,791 23,358 4913

Engineering Construction, Development and
Production
In 2012, more than 10 new projects were under
construction. The Company carefully allocated operational
resources and made good progress in engineering
construction.

Four new projects, namely, Yacheng 13-4 gas field, Panyu
4-2/5-1 adjustment, Liuhua 4-1 oilfield and Weizhou 6-9/6-
10 oilfield, commenced production in 2012 as scheduled.
In 2013, the Company is going to see a new peak for
construction work with its full capacity to be utilized for on-
land construction and offshore installation. A total of 24 new
projects will be constructed, among which 10 new oil and
gas fields are expected to commence production in 2013,
including Liwan 3-1, the first large-scale deepwater gas
field in China, as well as Suizhong 36-1 Phase Il adjustment
project. Other projects are expected to commence
production in the coming years and will provide additional
momentum for the Company’s growth in mid-to-long term
and its production growth target for 2011-2015.

CNOOC LIMITED Annual Report 2012

The Company overcame a lot of challenges in oil and gas
development and production in 2012. Adverse factors
included the decrease in the number of new projects, the
shutdown of production of Penglai 19-3 oilfield, frequent
typhoons that affected production operation, as well as
delays of some overseas projects, all of which created
significant pressure for the Company’s production.
Despite this grim situation, the Company still managed to
accomplish its annual production target mainly through
focusing on the following areas:

First, maintaining productivity of existing oilfields.
This mainly includes: strengthening the dynamic
management of water injection, maintaining
reasonable reservoir pressure and low decline rate in
mature oilfields; refining daily operation especially oil
well management to enhance production efficiency as
well as optimising water production scheme in order
to achieve stable oil production.



Second, bringing on stream new oil and gas fields for
production contribution. With careful arrangements,
new oilfields including Panyu 4-2/5-1 adjustment
projects, Liuhua 4-1 oilfield and Yacheng 13-4 gas
field came on stream during the year, making a
significant contribution to production for the year.

Third, through optimising construction process and
procedures and the selection of favourable time
windows, suspension time of significant projects due
to maintenance was shortened and loss in production
was reduced accordingly.

Fourth, the Company proactively communicated and
cooperated with operators, to facilitate the production
performance of overseas project including the U.S.
Eagle Ford project.

Through efforts of all staff of the Company, its net
production for oil and gas reached 342.4 million BOE,
representing an increase of 3.2% year over year and
achieving a stable production growth.

In 2012, the Company also adhered to its strategies on
comprehensive adjustments and regional development to
accelerate the development of oil and gas fields. Panyu
4-2/5-1 adjustment projects were brought on stream as
scheduled. The construction of Suizhong 36-1 Phase |l
adjustment and Qikou 18-1 adjustment projects were
proceeding smoothly, both of which are expected to
commence production in 2013. For regional development,
the Company conducted research on a few oil and gas fields
in East China Sea, and organised the regional development
for the gas fields near Dongfang 13-2 and Bozhong 28/34
oilfields. These initiatives enhanced the economic return and
reduced development barriers for oil and gas fields.

In addition, following a series of rectification measures,
Penglai19-3 oilfield has recovered to normal state, with
operating conditions. The revised Overall Development
Plan as well as the recomposed Environmental Impact
Assessment prepared by Conocophillips China Inc.
(“COPC”), the operator of Penglai 19-3 oilfield have been
approved, and COPC is permitted to gradually resume the
production of Penglai 19-3 oilfield.

Our task in 2013 would be to focus on accomplishing our
annual production target with emphasis on the following
areas:

First, to carefully allocate and coordinate resources
for operation with a view to maintain and enhance
production of existing oilfields, providing a solid base
for accomplishment of the annual production target.
The Company will also strengthen daily operation
management and innovate technology in order to
achieve this target.
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Second, to facilitate timely commencement of
production of new oil and gas fields. 10 new projects
will come on stream in 2013, including the large-
scale deepwater gas field Liwan 3-1, Weizhou 6-12,
Suizhong 36-1 Phase Il adjustment project and Qikou
18-1 adjustment project. The commencement of
these projects will provide significant support for our
production growth in the coming years.

Third, to focus on technology research and
development to improve recovery factor of producing
oilfields through the application of heavy oil thermal
production technology and particular development
technology on oilfields with low permeability.

Fourth, to strengthen the management of overseas
projects and actively coordinate with local partners to
ensure the safe and stable production of each project.

Through the above mentioned emphas, the Company will
strive to achieve its production growth target for 2011-2015
and lay a solid foundation for long-term growth.

Overseas Development

In recent years, the Company has greatly extended its
global presence and raised its international profile to a
new level. From a geographic perspective, the Company’s
operations are located in Asia, Africa, Oceania, North
America, South America and Europe. For resource types,
it has expanded from conventional oil and gas resources
to unconventional resources such as shale oil and gas and
oil sands. Overseas reserves, production and oil and gas
sales revenue accounted for 31.0%, 22.0% and 14.7%,
respectively, of the Company’s total, thereby becoming an
integral part of the Company’s assets. With the combination
of conventional and unconventional resources, as well as
exploration and production assets, our global operational
capability has been significantly enhanced.

In 2012, the overseas development of the Company made
significant progress. In July 2012, the Company entered into
a definitive agreement with Nexen. Total consideration for
the acquisition of Nexen’s common and preferred shares
was approximately US$15.1 billion, and Nexen’s debt of
approximately US$4.3 billion remains outstanding. The
acquisition of Nexen was completed in February 2013.
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The acquisition of Nexen is important to both near-term and
mid-to-long term growth of the Company:

First, reserve and production growth. Based on the
reserve and production as at the end of 2012, Nexen
will add approximately 20% net production and 24%
proved reserves to the Company.

Second, diversified portfolio. We strategically
entered into North Sea and Horn River Basin, and
strengthened our existing position in Canadian
oil sands, Gulf of Mexico and offshore Nigeria.
Furthermore, more than 90% of Nexen’s reserves are
located in OECD countries.

Third, new overseas platform. We will establish
Calgary as the head office of North and Central
American operations. Also, we plan to retain Nexen’s
current management and employees, which will
enhance the development of our overseas business.

In the future, the Company will focus on the integration of
corporate culture, management system and technologies,
etc, and strive to create a win-win situation.

At the beginning of 2012, the Company completed the
acquisition of the partial working interests in each of
Exploration Areas of 1, 2 and 3A in Uganda. Since the Lake
Albert Basin is the key basin yet to be developed in East
Africa, the project is expected to become one of Africa’s
largest onshore oil and gas development projects in coming
years.

Other overseas projects progressed in sound track.
The production volume of Eagle Ford shale oil and gas
project in the U.S. maintained steady growth; the Missan
oilfields in Iraq officially entered its recovery period; and
the development of the Egina oilfield in Nigeria was also in
smooth progress.

Along with the growth of our overseas business, we will
further study the trend and dynamics of the international
energy sector and enhance our global vision. Meanwhile,
we will strive to strengthen our overseas operational
capability, including management, resource integration
and risk control, in order to further raise the degree of
internationalization of the Company. We will continue to
optimize our overseas assets according to three major
factors including resources, return and risk profile.
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REGIONAL OVERVIEW
OFFSHORE CHINA

Bohai

Bohai is the most important crude oil producing area for the
Company. The crude oil produced in this region is mainly
heavy oil. As of the end of 2012, the reserve and daily
production volume in Bohai were 1,165.9 million BOE and
432,285 BOE/day, respectively, representing approximately
33.4% and 46.2% of the Company’s total reserves and
daily production, respectively. The operation area in Bohai is
mainly shallow water with a depth of 10 to 30 meters.

Bohai has rich oil and gas resources and has been one
of the Company’s primary areas for exploration and
development. In recent years, the Company has made
several commercial discoveries in this region each year. In
2012, the Company made seven successful discoveries
in Bohai, namely Penglai 15-2, Qinhuangdao 27-3, Luda
21-2, Kenli 2-1, Luda 6-2, Bozhong 34-1 North and
Caofeidian 21-3. In addition, the Company also successfully
appraised seven oil and gas structures, namely Penglai
9-1, Qinhuangdao 29-2 East, Luda 6-2, Qinhuangdao 33-
3, Penglai 15-2, Bozhong 34-1 North and Kenli 9-1. The
Company’s major accomplishments in Bohai included:

First, the successful appraisal of Penglai 9-1 large
oil and gas structure as a result of our concentrated
research and technological advancement. Since
its discovery in 2009, the Company intensified the
geological research programs and combined a
number of innovative testing techniques. Penglai 9-1
has the potential to be developed into a large oilfield.

Second, the Company successfully appraised another
large-scale light oil field in Bohai, i.e. Qinhuangdao
29-2/29-2 East, through new researches and better
understanding of reservoirs.

Third, the Company discovered Luda 6-2 mid-scale oil
and gas structure through retuning its understanding
of the underground reservoir and implementing
advanced technology.




Benefiting from the new discoveries and successful
appraisals, crude oil reserve replacement ratio reached
144% in Bohai, reflecting Bohai’s potential as the core
production region for the Company.

For development and production, the Bohai region faced a
number of challenges in 2012. There was no new start-up
oilfield in Bohai and Penglai 19-3 oilfield did not resume full
production for the whole year. To address these challenges,
the Company strengthened its management of producing
oil and gas fields, and actively implemented measures such
as infill drilling and water injection. As a result, production
in Caofeidian 11-6, Bozhong 34-1 and Suizhong 36-1
outperformed our expectation.

With regard to oilfields with high decline rate of post-
commencement production, such as Qikou 18-2, we seek
to understand the underground fractures through careful
study of the 3D seismic data to locate our infill drilling wells.
The production of those oailfields increased and maintained
at a high level after new wells were put into production. The
drilling technology and reservoirs studies had been applied
to other adjustment programs in oilfields with medium-to-
deep formation as well as with medium to low permeability,
which contributed to the steady performance of mature
oilfields in Bohai.

The Company, through its efforts, overcame various
adverse factors and achieved a slight increase in net
production in Bohai.

Western South China Sea

Western South China Sea is one of the most important
natural gas production areas for the Company. Currently,
the typical water depth of the Company’s operation area in
this region ranges from 40 to 120 meters. As of the end of
2012, the reserves and daily production volume in Western
South China Sea reached 622.2 million BOE and 135,007
BOE/day, respectively, representing approximately 17.8%
and 14.4%, respectively, of the Company’s total reserves
and daily production.

In 2012, the Company had one independent new discovery,
Dongfang 13-2, and one PSC new discovery, Weizhou
6-12 North, in Western South China Sea, and successfully
appraised three oil and gas structures, including Dongfang
13-2, Weizhou 11-7 North and Weizhou 11-4 North.

For the Yinggehai Basin, the Company continued to achieve
exploration results of natural gas under the high temperature
and high pressure environment. In addition to the successful
appraisal of Dongfang 13-1 medium formation, which
was discovered in 2011, the Company again discovered
Dongfang 13-2 large-scale gas field, further enhancing the
exploration performance in this field.
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As for development and production, the Company
continued to implement streamlined management, and
optimize the production process for all oil and gas fields.
Meanwhile, the Company minimized the impact of typhoons
and maintenance downtime on its production activities
through thorough planning.

Eastern South China Sea

Eastern South China Sea is one of the Company’s most
important crude oil producing areas. Currently, the typical
water depth of the Company’s operating area in this region
ranges from 100 to 300 meters. The crude oil produced is
mostly of light to medium gravity. As of the end of 2012,
the reserves and daily production volume in Eastern South
China Sea reached 550.0 million BOE and 155,070 BOE/
day, respectively, representing approximately 15.8% and
16.6%, respectively, of the Company’s total reserves and
production.

The Company made breakthroughs in deepwater
exploration and continued to achieve new discoveries
from rolling exploratory activities in Eastern South China
Sea in 2012. The Company achieved three independent
discoveries, namely, Liuhua 29-2, Enping 18-1 and Lufeng
15-1, in 2012. In addition, the Company successfully
appraised one oil and gas structure, Panyu 35-1. The
discovery of Liuhua 29-2 deepwater gas field marked an
important step of the Company’s independent deepwater
exploration endeavours.

In 2012, the Company overcame unfavorable factors such
as typhoons and equipment modification for oil and gas
fields. Net oil and gas production derived from Eastern
South China Sea rose steadily, mainly attributable to the
active implementation of infill drilling in mature oilfields. The
full deployment of enhanced recovery measures also helped
to increase production. For example, the infill drilling has
significantly increased the production of Xijiang 24-3 oilfield.
Also, the increased infill drilling activities of Xijiang 30-2
oilfield and Lufeng 13-1 oilfield contributed to production
growth.

The Company actively coordinated with its partner to
promote the development and construction of the first large-
scale deepwater natural gas project, Liwan 3-1, in offshore
China. Currently, the project has been making steady
progress and is expected to commence production at the
end of 2013.
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East China Sea

East China Sea is the least explored area among the
Company’s four principal producing regions in offshore
China. The typical water depth of the Company’s operation
area in this region is approximately 90 meters. As of the end
of 2012, approximately 2.1% of the Company’s reserves
and 0.8% of the Company’s production were derived from
East China Sea.

In 2012, the Company continued to focus on exploration
surrounding the existing production facilities and oil and gas
fields and strengthen the exploration and development of
oil and gas reservoirs with low permeability, which achieved
positive results and laid a strong foundation for future
growth in production.

In addition, the Company has actively promoted regional
development of gas fields in East China Sea, consolidated
design work, reviewed and negotiated gas prices with
downstream users, and ensured the progress of projects as
scheduled.

In 2012, as a result of increased gas delivery volume to
downstream users, the Company’s production volume in
East China Sea increased significantly.

OVERSEAS

Asia

Asia was the first overseas region that the Company entered
into and has become one of its major overseas oil and gas
producing areas. Currently, the Company holds oil and gas
assets in Asia mainly in Indonesia and Irag. As of the end
of 2012, the reserves and daily production volume derived
from Asia (excluding China) reached 207.5 milion BOE and
43,752 BOE/day, respectively, representing approximately
5.9% and 4.7%, respectively, of the Company’s total
reserves and daily production.

Indonesia

In Indonesia, the Company maintains ownership interests in
primarily the following contracts: the SES PSC, the Malacca
Strait PSC and the Poleng Technical Assistance Contract.
Among these, the Company is the operator of the SES block
and owns approximately 65.54% of its interests. All these
contracts are currently at the production stage.

The Company also owns approximately 13.90% interests
in the Tangguh LNG Project in Indonesia. Located in West
Papua and comprised three blocks, namely Berau, Muturi
and Wiriagar, this project commenced production in 2009.

In addition, the Company owns interests in the following

PSCs: the South East Palung Aru PSC, the Batanghari PSC
and the Madura Strait PSC.
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In Indonesia, the Company made four new discoveries in
2012, all located in established regions. The production
facilities of our existing oil and gas fields could be leveraged
for economic development of these new discoveries.

In 2012, given that the oil and gas fields in the SES areas
are matured fields with high water concentration and decline
rate, the Company adopted measures to stabilize and
increase production and to control decline rate.

Iraq

In 2010, the Company entered into a technical service
contract for the development and production of the Missan
oilfields in Irag, pursuant to which the Company acts as the
lead contractor and holds 63.75% participating interest.

Through the Company’s efforts, the project reached its
required production level in 2012,and entered the cost
recovery period, starting to make contribution to the
Company’s production growth.

As the Missan Project is a technical service contract, its
cost of operation is relatively high and consequently raised
the cost for the Company. Nevertheless, major oil and gas
companies in the world have all entered into the exploration
and development industry in the Middle East through
technical service contracts, demonstrating an industry
consensus on the future growth of the area.

Other Regions in Asia

The Company owns interests in several blocks in Myanmar,
Papua New Guinea and Qatar. These blocks are still under
exploration.

Oceania

Currently, the Company’s oil and gas resources in
Oceania are all located in Australia. As of the end of 2012,
the reserves and daily production volume derived from
Oceania reached 96.8 million BOE and 24,628 BOE/day,
respectively, representing approximately 2.8% and 2.6%,
respectively, of the Company’s total reserves and daily
production.

Australia

The Company owns 5.3% of the interests in Australia’s
North West Shelf Project. The project has commenced
production and is currently supplying gas to end-users
including the Dapeng LNG Terminal in Guangdong, China.

In 2012, the North West Shelf Project generated stable
production and healthy returns.



Africa

The Company has a relatively large reserve base in Africa.
The Company’s assets in Africa are primarily located in
Nigeria and Uganda. As of the end of 2012, the reserves
and daily production volume derived from Africa reached
135.7 million BOE and 56,998 BOE/day, respectively,
representing approximately 3.9% and 6.1%, respectively, of
the Company’s total reserves and daily production.

Nigeria

The Company owns a 45% interest in the OML 130 block
in Nigeria, which is a deepwater project and comprises four
oilfields, namely, Akpo, Egina, Egina South and Preowei.
The Akpo oilfield commenced production in March 2009. In
2012, the Akpo oilfield generated stable production.

In 2012, the Company continued to carry out preliminary
development work with the operator of the other three
oilfields, including the Egina oilfield. The Egina oilfield is
expected to commence comprehensive construction in
2018.

Uganda

In 2011, the Company entered into a sales and purchase
agreement with Tullow and TOTAL S.A. to acquire one-third
of the interest in each of Exploration Areas (“EA”) 1, 2 and
3A in Uganda from Tullow. EA 1, 2 and 3A are located at
the Lake Albert Basin in Uganda, which is one of the most
promising basins with oil and gas resources in Africa.

In February 2012, the Company and Tullow completed the
acquisition. The Company will operate the new Kanywataba
exploration license in the former EA 3A, and the Kingfisher
production license which was converted due to the
discovery in the former EA 3A. Tullow and TOTAL S.A. will
operate EA 2 and EA 1, respectively.

In 2013, the Company will actively facilitate the development
of the Kingfisher oilfield.

Other Regions in Africa

Apart from Nigeria and Uganda, the Company also owns
interests in several blocks in Equatorial Guinea, the Republic
of Congo, Algeria and the Gabonese Republic. These
blocks are currently under exploration.
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North America

The Company holds interests in the oil and gas exploration
areas in the U.S., Canada and Trinidad and Tobago in
North America, as well as part of the shares of MEG Energy
Corporation (“MEG”) in Canada. As of the end of 2012, the
Company’s reserve and daily production volume derived
from North America reached 353.7 million BOE and 36,183
BOE/day, respectively, representing approximately 10.1%
and 3.9%, respectively, of the Company’s total reserves and
production.

The U.S.

The Company has acquired a 33.3% interest in each of two
shale projects in the U.S., namely the Eagle Ford project,
which is located in South Texas with 600,000 net acres,
and the Niobrara project, which is located in northeast
Colorado and southeast Wyoming with 800,000 net acres.
Chesapeake is the operator of these projects.

The Eagle Ford project commenced production in 2012
and saw a considerable increase in production volume.
In addition, the Niobrara project has accelerated its
contribution to the production of the Company.

The shale oil and gas resources has become one of the
growth areas for the world’s oil and gas exploration and
development. The Company expects that participation in
this field could support its sustainable growth in the future.

In addition, the Company owns several exploration blocks in
Alaska.

Canada

Canada is one of the countries with rich oil sands resources.
As oil sands are expected to become one of the new
growth areas of oil and gas exploration and development
in the future, the Company believes that participation in oil
sands development would enable us to achieve sustainable
growth.

In 2005, the Company acquired part of shares of MEG in
Canada. In August 2010, MEG’s shares started trading
on the Toronto Stock Exchange in Canada, resulting in
considerable appreciation of the value of the Company’s
shares in MEG. As of the end of 2012, the Company owns
12.39% of the shares of MEG.

In 2011, the Company completed the acquisition of OPTI
Canada Inc. (“OPTI”), an oil sands producer in Canada.
The major assets of OPTI includes a 35% working interest
in Long Lake and interests in three other oil sands projects
located in the Athabasca region of northeastern Alberta.
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In addition, the Company owns a 60% interest in Northern
Cross (Yukon) Limited, which owns oil and gas exploration
blocks in the Yukon area in Canada.

Trindad and Tobago

In 2009, the Company acquired a 12.5% interest in the
2C block and a 12.75% interest in the 3A block in Trinidad
and Tobago. The 2C block commenced production of
crude oil in 2005. With natural gas field start up in 2011, the
production volume in this region increased significantly.

South America

The Company mainly holds a 50% interest in Bridas
Corporation (“Bridas”). The Company’s interest in this
project is accounted by the equity method. As of the end of
2012, the Company’s reserves and daily production volume
derived from South America reached 287.6 million BOE and
44,634 BOE/day, respectively, representing approximately
8.2% and 4.8%, respectively, of the Company’s total
reserves and production.

Argentina

In March 2010, the Company announced to form a 50%-
50% joint venture with Bridas Energy Holding Ltd. (“BEH”)
in Bridas Corporation for a consideration of approximately
US$3.1 billion in cash. The transaction was already
completed. Each of the Company and BEH holds a 50%
interest in Bridas and makes management decisions jointly.
Bridas holds a 40% interest in Pan American Energy in
Argentina (“PAE”).

Through its affiliates (including the interest in PAE), Bridas
has oil and gas exploration and production activities
in Argentina. Following the acquisition, the Company
designated senior management staff to participate in the
daily management of Bridas. In 2012, the production
enhancement measures in Bridas’ major producing blocks
worked well to maintain stable production.
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Newly Added Assets After the Nexen Deal

The Company completed the acquisition of Nexen Inc. in
Canada in February 2013 and further diversified its overseas
portfolio. The Company will establish its North and Central
America headquarter in Calgary of Canada to manage
Nexen’s global operations and the Company’s existing
assets in North and Central America.

In Canada, through this acquisition, we hold 100% of the
interests in the Long Lake project and partial interests in
several other projects. The Long Lake project is in the
production oil stage. The Company also holds interests in
Syncrude oil sands project, which has been producing for
over 34 years. The Company has also entered into the Horn
River and Liard Basins through this acquisition. Horn River
Basin, with a total of 300,000 acres, is one of the regions in
North America with the highest quality shale gas, and with
great potential for development.

In the Gulf of Mexico in the U.S., the Company gets to
own more than 200 exploration blocks with more than 100
exploration targets, containing considerable exploration
potential.

In the United Kingdom, the Company for the first time
entered into the North Sea, and the acquired portfolio
consists of producing, development and exploration assets,
mainly including: 43.2% interest in Buzzard oilfield, which
enables the Company to become the second largest
producer in the North Sea, and 36.5% interests in Golden
Eagle block.

In Nigeria, we get to own 20% interests in each of Usan
and Usan West offshore oilfields as well as several other
discoveries and exploration targets.

SALES AND MARKETING

Sales of Crude Oil

The Company sells its crude oil produced in offshore China
to the PRC market through CNOOC China Limited, its
wholly owned subsidiary. The Company sells its crude oil
produced overseas to international and domestic markets
through China Offshore Qil (Singapore) International Pte Ltd,
also its wholly owned subsidiary.

The Company’s crude oil sale prices are mainly determined
by the prices of international benchmark crude oil of similar
quality, with certain premiums or discounts subject to
prevailing market conditions. Although the prices are quoted
in US dollars, customers in China usually pay Renminbi. The
Company currently sells three types of crude oil in China,
namely, heavy crude, medium crude and light crude, which
are benchmarked by Duri, Daging, and Tapis, respectively.
The Company’s major customers in China are Sinopec,
PetroChina and CNOOC.



In 2012, the sluggish growth in the global economy, in
particular the economic downturn in developed countries,
put a halt to the growth of demand for energy. On the other
hand, the U.S. Cushing crude oil inventory has continued
to increase due to the increases in proved reserves
and production in the U.S. together with the glitches on
transportation pipelines network, thus putting pressure on
WTI oil price. Since Asia maintained a strong demand for
crude oil, product oil and fuel oil, the realized price for mid to
heavy benchmark crude oil in the Far East was rather high,
approaching the price level of Brent crude oil.

Capturing the opportunities of strong demand for crude
oil in China and the higher benchmark oil prices in the Far
East, the Company has been closely monitoring market
movements and striving to meet customer demand and
realized relatively high oil price. In 2012, the Company’s
average realized oil price was US$110.48/barrel,
representing an increase of 0.7% year over year.

Sales of Natural Gas

The Company’s natural gas sale prices are determined
by the Company’s negotiations with its customers. The
Company’s natural gas sales agreements are generally
long-term contracts, which normally provide a periodic
price adjustment mechanism. The Company’s natural
gas customers are primarily located on the south-eastern
coast of China, including Hong Kong Castle Peak Power
Company Limited, CNOOC Gas and Power Group, and
China BlueChemical Ltd.

The LNG sourced by the Company from the North West
Shelf Project in Australia and the Tangguh LNG Project in
Indonesia is mainly based on long-term supply contracts
and is sold to various customers in the Asia-Pacific region,
including LNG Terminals in Guangdong Dapeng and Fujian
Putian, China.
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In 2012, the Company’s average realized gas price was
US$5.77/mcf, representing a 12.0% increase over the
previous year, primarily due to: (i) the Company’s negotiation
with major customers that increased the sales price
following the Chinese government’s onshore natural gas
price reform in the past few years; (i) higher realized price
of natural gas produced from new oil and gas fields; and (jii)
higher sales price for certain production of Tangguh LNG in
Indonesia in the spot market.

RESEARCH AND DEVELOPMENT

In 2012, the Company continued to focus on the R&D
of offshore oil and gas exploration, development and
engineering construction to secure stable growth in reserves
and production. Certain research findings have applied to
operations and have generated positive results. One of the
exploration research findings was honored with the Second-
Class National Technological Progress Award of China in
2012.

Major Scientific Project Development

With a view to strengthen key technologies and to
proactively develop technologies for the Company’s
sustainable development in the mid to long term, the
Company has established a number of major projects
in 2012, primarily including new areas and technologies
for offshore oil exploration, efficient development and
enhanced oil recovery of offshore oilfield, deepwater oilfield
development projects, and exploration technology for oil
and gas fields with low porosity and low permeability.

In addition, the Company has completed its research for all
of the six major research projects, including the “deepwater
high-precision seismic exploration technology”, which have
obtained the approval and acceptance from China’s expert
team.
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Innovative Development of Key Technologies

To provide strong technical support for new discoveries of
oil and gas reserves and to maintain oil and gas production,
the Company has enhanced its efforts in the research and
application of exploration and development technology in
2012. Our research breakthroughs, including technologies
involving the exploration of oil and gas fields with low
porosity and low permeability and the recovery of heavy oil
in complex thermal fluid, have been utilized in the exploration
and development of oil and gas fields, and generated
satisfactory results.

In the meantime, the research findings of the “deepwater
high-precision seismic exploration technology” has been
applied in the exploration and development activities in
South China Sea. This marks our success in research in
relation to offshore high-precision seismic data acquisition
and processing technologies.

INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEM

Since its establishment, the Company has treated internal
control and risk management as a top priority. The
Company clearly recognizes that it is the duty and obligation
of its management to establish and maintain an internal
control and risk management system, which serves the
Company’s strategic objectives and meets the Company’s
business practice.

The Company established an Investment and Risk
Management Committee (“IRMC”), which is responsible
for investment decisions and risk management. All critical
decisions should be approved by at least two-thirds of
the members of the IRMC. The Company cannot invest
in any projects that have been vetoed by the IRMC.
Therefore, decision-making risks can be minimized by IRMC
implementing the appropriate mechanisms.

In addition, the IRMC is responsible for setting the
objective of risk management, assessing key risks in
major investments, important events and key business
procedures, reviewing and approving solutions to major
risks, and submitting the risk management reports to the
Board periodically.

The “Sarbanes-Oxley Act” promulgated in the U.S. in
2002 and the “Code on Corporate Governance Practices”
issued by the Hong Kong Stock Exchange in 2004
(as amended from time to time and now known as the
Corporate Governance Code) imposed stricter regulatory
requirements on corporate governance and internal control.
The Company’s management believes that such regulations
not only represent regulatory requirements imposed by
the market, but also motivate the Company to improve its
management system and create value for its shareholders.

In terms of internal control, the Company introduced the
internal control framework developed by COSO Committee
(“Committee of Sponsoring Organizations of the Treadway
Commission”) of the United States, which established an
internal control system and mechanism over finance and
accounting, business operation and corporate governance.
Such internal control system has been continuously
reviewed and evaluated to ensure timely, accurate and
complete information disclosure.

In respect of risk management, in 2007, the Company
officially adopted the COSO-ERM framework to ensure that
all key risk factors are closely monitored and to keep the risk
impact to the minimum.

Listed in both Hong Kong and the U.S., the Company will
continue to strictly comply with all regulatory requirements,
strengthen its internal control and risk management system,
and maintain a high standard of corporate governance to
assure the Company of a more robust development.
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HEALTH, SAFETY AND ENVIRONMENTAL
PROTECTION (“HSE”)

As an offshore exploration and production company, we
face significant operational risks and always emphasize
on HSE. The Company promotes the philosophy and
culture of HSE among its employees. The Company strives
to establish a comprehensive management system to
improve employees’ awareness of HSE during operations
and to strengthen their ability of risk identification and risk
management skills.

In 2012, as the Company was rapidly developing its
deepwater and overseas businesses, the scope of
management in health, safety and environmental protection
also expanded accordingly, and the Company faced greater
challenges. For this reason, the Company continued to
improve the environmental protection management system,
promote intrinsic safety management and strengthen
inspection and training, ensuring overall stability in health,
safety and environmental protection performance. In 2012,
the Company met its objectives related to annual health,
safety and environmental protection. In production activities,
the health, safety and environmental protection system was
effectively implemented. There was no accident causing
critical casualties throughout the year, and neither was there
any liability claims for losses of over RMB1 million.

At the same time, we strictly comply with the regulatory
requirements imposed by the governmental authorities, and
carry out risk identification and targeted prevention works.

Business Overview

Our efforts have been recognized by the governmental
authorities.

For health, safety and environmental protection information
system protection, the Company utilized the environmental
management information system to successfully track
pollutants in 2012, and adopted categorized management in
the risk identification system.

In 2012, the Company’s headquarter started to develop
an emergency response system to track typhoons, and
proactively provided warnings of 14 typhoons, which helped
to respond to 12 typhoons that affected our operations.
Such well-planned preparation contributed to eventual zero
casualties.

In 2012, there was no accident causing critical casualties.
The Company’s Occupational Safety and Health
Administration (“OSHA”) statistics were maintained at a
good level, and the Company’s performance continued to
improve.

Number of Rate of

Gross Recordable Recordable

Scope Man-hours Cases Cases

Company staff 24,110,697 13 0.11
Staff of the Company and

direct contractors 74,420,983 40 0.11

Number Rate
Number Rate of days of Lost
of Lost of Lost aways & | Workdays &
Workdays Workdays working Restricted Death
Cases Cases shift Days Cases
4 0.03 13 0.1 0
22 0.06 901 242 0
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CORPORATE CITIZEN

Striving to be a good corporate citizen has always been a
goal of CNOOC Limited and fulfilling social responsibility is
an act that the Company would never be slow to assume.
While constantly trying to raise its core competitiveness,
achieve sustainable development and create value for its
shareholders, the Company also cares about stakeholders
and mutual needs in order to achieve harmonious growth of
enterprises and society, as well as of human and nature.

Our social responsibilities are: to build CNOOC Limited into
a driving force for sustainable energy supply, a leading force
for clean, healthy and green energy development, and a
motivating force for mutual progress with stakeholders and
the society.

While continuing to be guided by such beliefs, the Company
fulfilled its social responsibilities in 2012 in the following three
key areas:

First, a driving force for sustainable energy supply

In 2012, the Company achieved significant progress in
the areas of exploration, development and production,
with stable growth in oil and gas reserves and production.
In offshore China, 12 new discoveries were made and
successful appraisals of oil and gas structures including
Penglai 9-1 were achieved. In deepwater South China
Sea, the Company made a new discovery of Liuhua 29-
2, marking a significant step in the implementation of the
Company’s deepwater strategy. Overseas, the Company
made important progress in the Algeria HBR permit. In
2012, the Company achieved a reserve replacement
ratio of 188%. In addition, the Company overcame a
number of difficulties to ensure the timely commencement
of production of new oil and gas fields and the steady
performance of producing fields, and eventually
accomplished its annual production target.

Meanwhile, the Company also made significant progress
in overseas development through the acquisition of Nexen
in Canada in February 2013, providing a resource base for
its long term development and building a new platform for
overseas development.

With increasing reserves and production volume, the
Company has gradually broadened its energy supply
to China and the world and become a driving force for
sustainable energy supply. We regard this as the most
important part of our social responsibility endeavors.
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Second, a leading force for clean, healthy and green
energy development

While continuing to develop on its conventional oil and
gas business in 2012, the Company enhanced its effort in
the development of unconventional natural gas resources.
In China, the Company strengthened its management of
unconventional resources such as shale gas as well as
coal-bed methane. Overseas, we communicated with the
partners and streamlined the projects management and
achieved steady production increase. Looking ahead, we
will continue to develop clean energy for the creation of a
better environment.

In 2012, the Company strengthened its safety and
environmental protection measures and effectively improved
its HSE capability.

In addition, the Company continued to encourage energy
conservation. For example, we adopted an electricity-for-
gas replacement project in the Nanshan terminal, resulting
in the effective conservation of unit energy consumption and
carbon dioxide emissions.

Third, a motivating force for mutual progress with
stakeholders and the society

In 2012, the Company participated in various charitable
activities such as helping the low-income people, providing
disaster reliefs and making donations to students in need.
The Company also assisted in improving the learning
environment of children in Anhui, Guizhou, Guangdong and
other regions through financing the construction of schools,
sponsoring stationery and books as well as monetary
donations. In addition, the Company proactively helped to
enhance infrastructures including village roads and irrigation
system to accelerate the pace of poverty relief for the
economically underdeveloped regions.

To protect the ocean environment, the Company
strengthened the control and treatment measures on
pollutants and continued to promote the upgrade of water
treatment system and re-injection of production water. In
addition, to perform its social responsibility, the Company
also actively participated in the fishery stocking in Bohai.



The Company also actively participated in community
building by encouraging a harmonious environment
between enterprises and communities in order to achieve
mutual benefits and growth. Like in previous years, our
operating vessels were dispatched in a number of marine
rescues in 2012. The Company deployed its vessels and
helicopters to participate in the emergency response drill
related to oil spill held by Beihai City, Guangxi Province, and
was highly appraised by the local government.

Overseas, the Company has provided sponsorship
of approximately RMB1.55 million to Uganda for the
filming of a travel documentary for the promotion of
the country’s tourism business. Moreover, through a
donation of US$20,000 to the Cambodian Red Cross
and a sponsorship to the 8th Canada-China Energy
and Environment Forum, the Company strengthened its
communication with the countries where it operates its
business, realizing mutual benefits with those communities.

In 2012, the Company published its “Corporate Social
Responsibility Report 2010-2011” to summarize its social
responsibility performance during 2010 and 2011. The
report can be downloaded at its website www.cnoocltd.
com.

HUMAN RESOURCES

We always consider human resources as the treasure of
the Company. Throughout the years, the Company has
built a professional and highly efficient workforce which is
capable of tackling the challenges. This is essential to the
Company’s success. In order to meet the growing demand
for human resources as a result of its rapid development,
in 2012, the Company focused on the innovation of the
management system, the enhancement of the management
skills, the exploration of the compensation incentives
scheme, and the development of a high-end international
talent pool.

Business Overview

Incorporating innovation in enhancing human
resources management

In 2012, the Company completed its organizational
structure optimization to enhance human resources
integration and administrative efficiency. In addition, the
Company achieved operational entity management of
CNOOC International Limited, which helped to create an
platform for the Company’s overseas development and
would better facilitate the Company’s international business.

As for our human resources policies, our priority is to
satisty the demand for production and technical research
talents and focus on allocating human resources to key
projects. We accelerated the review and approval process
of the staffing plan for base-level frontline, the production
operation and technical research.

Consolidating management foundation through
continued improvement

In 2012, the Company continued to promote the “five-
good platforms” building and scientific, standardized and
regulated offshore management, which achieved favorable
results. In 2013, the Company will also proactively pursue
the application of the “five-good platforms” building in
overseas.

Establishing performance-linked compensation
scheme to incentivize base-level staff

The Company entered into labor contracts with some
offshore platform workers in 2012, which helped to
strengthen their sense of belonging and responsibility and to
revitalize team energy, all of which will improve the efficiency
in offshore production activities.

In addition, the Company implemented the “Major
Contribution Reward Scheme for Major Discoveries in Ol
and Gas Exploration, Development and Production, Drilling
and Completion, and Construction Engineering”. The
scheme further motivated the general workforce to excel
diligently.

CNOOC LIMITED Annual Report 2012
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Business Overview

Benchmarking world-class peers and cultivating
top-notch professionals

In 2012, the Company further improved its team-building
plan for technical talents and strengthened its efforts in
building expert teams in order to nurture the dedication
of technical research and development personnels. We
cultivated more than 100 staff members with an international
background, covering key professional areas including
unconventional oil and gas exploration, development, drilling
and completion, international fiscal regimes of oil industry,
modern engineering project management, and operating
and management.

In 2012, the Company conducted more than 6,000 trainings
with over 75,000 participants (person-times).

CNOOC LIMITED Annual Report 2012
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Corporate Governance Report

GOVERNANCE STANDARDS

The Company has always upheld and executed high
standard of business ethics, for which its transparency
and standard of governance have been recognized by the
public and its shareholders. In 2012, the Company was
awarded the “Corporate Governance Asia Recognition
Awards — One of the Best Companies in China” for the
fourth consecutive year by Corporate Governance Asia.
High and strict standard of corporate governance enables
the Company to operate steadily and efficiently and is in the
long-term interests of the Company and its shareholders.

Since its listing, the Company has endeavoured to maximize
its shareholders’ value. In 2012, the Company executed its
corporate governance policies strictly and sought to comply
with the relevant provisions set out in Appendix 14 to the
Listing Rules (before and after the revision to the Code on
Corporate Governance Practices as set out in Appendix
14 to the Listing Rules (now known as the “Corporate
Governance Code and Corporate Governance Report” (the
“CG Code”)) came into effect on 1 April 2012), ensuring
that all decisions were made on the principles of trust and
fairness and in an open and transparent manner so as to
protect the interests of all shareholders. The Company
values the importance of corporate governance and in light
of the CG Code, the Company has enhanced the disclosure
of summary of the Company’s key corporate governance
practices during 2012 below.

KEY CORPORATE GOVERNANCE PRINCIPLES
AND THE COMPANY’S PRACTICES

A. DIRECTORS

A.1 The Board
Principle: “An issuer should be headed by an effective
board which should assume responsibility for its
leadership and control and be collectively responsible
for promoting its success by directing and supervising
its affairs. Directors should take decisions objectively
in the best interests of the issuer.

The board should regularly review the contribution
required from a director to perform his responsibilities
to the issuer, and whether he is spending sufficient
time performing them.”

° The Board consisted of ten members, including
two Executive Directors, four Non-executive
Directors and four Independent Non-executive
Directors, as of 31 December 2012.

o The list of Directors, their respective
biographies, and their respective roles in the
Board Committees and the management are
set out on pages 43 to 47 and 143 respectively.
The relevant information is also disclosed on the
Company’s website.

° The Board and Committee members of the
Company are dedicated, professional and
accountable.

° Board meeting are held at least four times a
year at approximately quarterly intervals. Seven
Board meetings were held in 2012. Members
of the Board have also actively participated in
the discussion on the business and operation of
the Company, either in person or through other
electronic means of communication such as
emails, when necessary.

o There exists an open atmosphere for Directors
to contribute alternative views. All decisions of
the Board are made on the principles of trust
and fairness in an open and transparent manner,
so as to protect the interests of all shareholders.

° The Board has regularly reviewed the
contribution required from a Director to
perform his responsibilities to the Company,
and whether he is spending sufficient time
performing them in accordance with the CG
Code.

Attendance at full Board meetings in 2012:
No. of Meetings attended

(7 meetings in total)
by Director by alternate

Executive Directors
Li Fanrong
Wu Guangaqi

~ ~
oo

Non-executive Directors
Wang Yilin (Chairman)
Yang Hua (Vice Chairman)
Zhou Shouwei (Note 1)
Wu Zhenfang (Note 2)

& JINENEEN
—~woo

Independent
Non-executive Directors

Chiu Sung Hong

Lawrence J. Lau (Note 3)

Tse Hau Yin, Aloysius (Note 4)

Wang Tao (Note 5)

[N NN
a4 100
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Note 1:

Note 2:

Note 3:

Note 4:

Note 5:

Mr. Zhou Shouwei appointed Mr. Yang Hua as his alternate
to attend the Board meeting via teleconference held on 4
May 2012 and to vote on his behalf. Mr. Zhou Shouwei
appointed Mr. Wu Guangaj to attend the Board meetings via
teleconference held on 22 July 2012 and 22 October 2012
respectively and to vote on his behalf.

Mr. Wu Zhengfang appointed Mr. Wu Guangai as his alternate
to attend the Board meeting via teleconference held on 22
October 2012 and to vote on his behalf.

Mr. Lawrence J. Lau did not attend the Board meeting via
teleconference held on 22 July 2012 and after the meeting he
expressed his support for the related resolutions.

Mr. Tse Hau Yin, Aloysius appointed Mr. Chiu Sung Hong as his
alternate to attend the Board meeting via teleconference held
on 4 May 2012 and to vote on his behalf.

Mr. Wang Tao appointed Mr. Zhou Shouwei as his alternate to
attend the Board meeting held on 28 March 2012 and to vote
on his behalf.

The Joint Company Secretaries consulted
the Directors on matters to be included in the
agenda for regular Board meetings.

Dates of regular Board meetings are scheduled
at least two months before the meeting to
provide sufficient notice to all Directors so that
they can have an opportunity to attend. For non-
regular Board meetings, reasonable advance
notices have been given.

Minutes of the meetings of the Board and Board
Committees are kept by the Joint Company
Secretaries and open for inspection at any
reasonable time upon reasonable notice by any
Director.

Minutes of the meetings of the Board and Board
Committees recorded in sufficient details the
matters considered by the Board and Board
Committees and decisions reached, including
any concerns raised by Directors or dissenting
views expressed. Draft and final versions of
the minutes of the Board meetings and Board
Committee meetings are sent to all Directors
and all Committee members respectively within
a reasonable time for their comments and
records respectively.

The Committees of the Board may, upon
reasonable request, seek independent professional
advice in appropriate circumstances, at the
Company’s expense. The Board would resolve to
provide separate independent professional advice
to Directors to assist them perform their duties to
the Company.
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° If a substantial shareholder or a Director
has a conflict of interest in a matter to be
considered by the Board and such interest has
been considered to be material by the Board,
the matter will not be dealt with by a written
resolution but a Board meeting will be convened
for that matter. Independent Non-executive
Directors who have no material interest in
the transaction will be present at such Board
meeting.

° The Company has arranged appropriate
insurance cover in respect of legal action against
its Directors.

A.2 Chairman and Chief Executive

Principle: “There are two key aspects of the
management of every issuer — the management
of the board and the day-to-day management of
business. There should be a clear division of these
responsibilities to ensure a balance of power and
authority, so that power is not concentrated in any one
individual.”

o The roles of the Chairman and CEO of the
Company are separate and are not performed
by the same individual. Mr. Wang Yilin serves as
the Chairman of the Board and Mr. Li Fanrong
serves as the CEO of the Company.

° The Chairman ensures that all Directors are
properly briefed on issues arising at Board
meetings and is responsible for ensuring that
Directors receive, in a timely manner, adequate
information, which must be accurate, clear,
complete and reliable.

o One of the important roles of the Chairman is to
provide leadership for the Board. The Chairman
ensures that the Board works effectively and
performs its responsibilities, and that all key and
appropriate issues are discussed by the Board
in a timely manner. The Chairman delegates
the responsibility of drawing up the agenda
for each Board meeting to the Joint Company
Secretaries who will take into account, where
appropriate, any matters proposed by the other
Directors for inclusion in the agenda, and the
Chairman is primarily responsible for approving
the agenda.

° The Chairman takes primary responsibility
for ensuring that good corporate governance
practices and procedures are established.



A.3

The Chairman encourages all Directors to make
a full and active contribution to the Board’s
affairs and takes the lead to ensure that the
Board acts in the best interests of the Company.
The Chairman encourages Directors with
different views to voice their concerns, allows
sufficient time for discussion of issues and
ensures that Board decisions fairly reflect Board
Cconsensus.

The Chairman holds meetings with the
Independent Non-executive Directors and Non-
executive Directors without the presence of the
Executive Directors at least annually.

The Chairman ensures that appropriate steps
are taken to provide effective communication
with shareholders and that their views are
communicated to the Board as a whole.

The Chairman promotes a culture of openness
and debate by facilitating the effective
contribution of Non-executive Directors and
Independent Non-executive Directors in
particular and ensuring constructive relations
between Executive and Non-executive
Directors.

The CEO is responsible for conducting the
Company’s business and affairs consistent with
the principles and directions established by
the Board. The clear division of responsibilities
between the Chairman and the CEO ensures
a balance of power and authority, as well as
efficient management and operation of the
Company, which help to contribute to the
success of the Company.

Board composition

Principle: “The board should have a balance of skills
and experience appropriate for the requirements of
the issuer’s business. It should ensure that changes
to its composition can be managed without undue
disruption. It should include a balanced composition
of executive and non-executive directors (including
independent non-executive directors) so that there is
a strong independent element on the board, which
can effectively exercise independent judgment. Non-
executive directors should be of sufficient calibre and
number for their views to carry weight.”

The Board, as representatives of the
shareholders of the Company, is committed
to the achievement of business success and
the enhancement of long-term shareholder’s
value with the highest standards of integrity and
ethics. The role of the Board is to direct, guide
and oversee the conduct of the Company’s
business and to ensure that the interests of the
shareholders are being served.

Corporate Governance Report

As of 31 December 2012, the Board consisted
of ten members: two of them were Executive
Directors, four of them were Non-executive
Directors and four of them were Independent
Non-executive Directors. All Directors were
identified by categories of Executive Directors,
Non-executive Directors and Independent
Non-executive Directors in all corporate
communications that set out the names of the
Directors of the Company. An updated list of
the Directors identifying their role and function
has been published and maintained on the
Company’s website and on the Hong Kong
Stock Exchange’s website.

The Executive Directors of the Company are
all individuals with immense experience in the
Company’s respective fields of operation. Both
of them are engineers who are familiar with the
Company’s businesses and have cooperated
with leading global players in the oil and gas
industry. Both Mr. Wu Guangqgi and Mr. Li
Fanrong have around 30 years experience in
petroleum exploration and operation.

The Non-executive Directors of the Company
are all individuals with immense experiences
in the parent company’s respective fields of
operation. Most of them have over 30 years
of experiences in petroleum exploration and
operation.

The Independent Non-executive Directors of the
Company are all professionals or scholars with
backgrounds in the legal, economic, financial
and investment fields. They have extensive
experience and knowledge of corporate
management, making significant contributions
to the Company’s strategic decisions.

The Company believes that the active
involvement of the Non-executive Directors and
Independent Non-executive Directors in the
management and decision making of the Board
and its Committees strengthens the objectivity
and independence of the Board.

The diverse backgrounds of the Board
members ensure that they can fully represent
the interests of all shareholders of the Company
and to enhance the effectiveness of the Board
and corporate governance.

The Company has received annual
confirmations from all of its Independent
Non-executive Directors acknowledging full
compliance with the relevant requirements
in respect of their independence pursuant to
Rule 3.13 of the Listing Rules. The Company is
therefore of the view that all of the Independent
Non-executive Directors are independent.

CNOOC LIMITED Annual Report 2012
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A.4 & A.5 Appointments, re-election and removal &

Nomination Committee

Principle: “There should be a formal, considered and
transparent procedure for the appointment of new
directors. There should be plans in place for orderly
succession for appointments. All directors should
be subject to re-election at regular intervals. An
issuer must explain the reasons for the resignation or
removal of any director.”

The Company has established a Nomination
Committee which consisted of two Independent
Non-executive Directors (Mr. Lawrence J.
Lau and Mr. Wang Tao) and a Non-executive
Director (Mr. Wang Yilin) as of 31 December
2012. Mr. Wang Yilin, the Chairman of the
Board, was appointed as the Chairman of the
Nomination Committee in succession to Mr.
Zhou Shouwei on 28 March 2012. A list of the
present members of the Nomination Committee
is set out under the section headed “Company
Information” on page 143 of the annual report.

The role of the Nomination Committee is to
determine the policy and establish proper
procedures for the selection of the Company’s
leadership positions, upgrade the quality of
Board members and perfect the Company’s
corporate governance structure.

The main authorities and responsibilities of
the Nomination Committee are to nominate
candidates to serve as Directors and senior
management of the Company for approval
by the Board, to review the structure and
composition of the Board, and to evaluate the
leadership abilities of Executive Directors, so as
to ensure the competitiveness of the Company.

When nominating a particular candidate, the
Nomination Committee will consider (1) the
breadth and depth of the management and/
or leadership experience of the candidate;
(2) financial literacy or other professional or
business experience of the candidate that are
relevant to the Company and its business;
and (8) the experience in or knowledge of
international operations of the candidate. All
candidates must be able to meet the standards
set out in Rules 3.08 and 3.09 of the Listing
Rules. When nominating an Independent
Non-executive Director who has served the
Company for more than nine years, the Board
will propose that the shareholders vote by way
of a separate resolution on any decision to
retain such Independent Non-executive Director
and include in the circular and/or explanatory
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statement accompanying the notice of the
relevant general meeting to shareholders the
reasons why the Board considers such Director
to still be independent and shall be re-elected.

The Nomination Committee is also
responsible for evaluating the contributions
and independence of incumbent Directors
so as to determine whether they should be
recommended for re-election. Based on such
evaluation, the Nomination Committee will
recommend to the Board candidates for re-
election at general meetings and appropriate
replacements (if necessary). The Board, based
on the recommendation of the Nomination
Committee, will propose to the shareholders the
candidates for re-election at the relevant general
meetings.

A Director appointed by the Board to fill a casual
vacancy or as an addition shall hold office until
the next extraordinary general meeting and/or
annual general meeting (as appropriate).

Our Non-executive Directors are appointed for a
term of one year. However, none of our existing
Independent Non-executive Directors are
appointed for a specific term, which constitutes
a deviation from the CG Code provision. Further
explanation is set out under the section of
“Compliance with the Corporate Governance
Code” on page 40.

All Directors, including those appointed for
a specific term are subject to retirement by
rotation once every three years and are subject
to re-election in accordance with the Articles of
Association of the Company (as amended and
adopted by special resolution of the Company
on 27 May 2009) (the “Articles”) and the CG
Code.

The following is a summary of the work
performed by the Nomination Committee under
its charter during the year:

— Reviewed the structure, size and
composition (including the skills,
knowledge and experience) of the
Board and its committees and made
recommendations on any proposed
changes to the Board to complement the
Company’s corporate strategy;

— Assessed the independence of
Independent Non-executive Directors;



—  Made recommendations to the Board on
the re-election of Directors and reviewed
succession planning for Directors,
in particular the Chairman and CEO,
according to the nomination procedure
and process and criteria adopted by the
Company;

—  Reviewed and monitored the training and
continuous professional development of
directors and senior management and
made recommendations to the Board in
that regard; and

—  Evaluated and assessed the effectiveness
of the Nomination Committee and the
adequacy of the Nomination Committee
Charter and recommended the proposed
changes to the Board.

° During the year ended 31 December 2012,
the Nomination Committee considered any
change to the composition of the Board was not
necessary. It will keep assessing whether any
such change is required going forward and will
recommend to the Board qualified candidates
as Directors according to the nomination policy
and procedure of the Nomination Committee.

Attendance of individual members at Nomination
Committee meetings in 2012

No. of Meetings attended
(1 meeting in total)
by committee
Directors member by alternate

Wang Yilin (Chairman) (Note 1) N/A N/A
Zhou Shouwei (Note 2)
Lawrence J. Lau
Wang Tao

4
oNoNe]

Note 1: With effect from 28 March 2012, Mr. Wang Yilin was appointed
as the Chairman of the Nomination Committee.

Note 2: Mr. Zhou Shouwei has ceased serving as Chairman and a
member of the Nomination Committee since 28 March 2012.

A.6 Responsibilities of Directors
Principle: “Every director must always know his
responsibilities as a director of an issuer and its
conduct, business activities and development.
Given the essential unitary nature of the board, non-
executive directors have the same duties of care and
skill and fiduciary duties as executive directors.”

Corporate Governance Report

The Company regularly updates its Directors
with changes in laws and regulations relevant to
their roles as Directors of the Company.

All Directors newly appointed to the Board
receive a comprehensive, formal and tailored
induction on appointment and appropriate
briefing and training from the Company. The
senior management and the Joint Company
Secretaries will also conduct subsequent
briefings as and when necessary to ensure
that the Directors are kept appraised of the
latest developments relevant to the operations
and business of the Company, and their
responsibilities under statutes and common
law, the Listing Rules, legal and other regulatory
requirements as well as the Company’s
business and governance policies, so that
they are able to discharge their responsibilities
properly. Directors participates in continuous
professional development to develop and
refresh their knowledge and skills, including
but not limited to training arranged by the
Company on the roles, functions and duties
of a listed company’s director according to
the requirements of the CG Code. During
2012, each of the Directors attended training
organized by the Company on the CG Code
newly adopted in 2012 as well as the new
inside information regime under the Securities
and Futures Ordinance (Cap. 571 of the
Laws of Hong Kong) and the corresponding
amendments to the Listing Rules, and read the
relevant training materials. Certain Directors
attended trainings organized by external
professional parties on Listing Rules and other
regulatory updates as well as obligations of
directors. In addition, they also read other
materials which they thought appropriate and
necessary for their fulfilment of their roles.

The Non-executive Directors and the
Independent Non-executive Directors actively
participate in Board meetings and Board
Committees meetings to exercise their
independent judgement on issues of strategy,
policy, performance, accountability, resources,
key appointments and standards of conduct of
the Company. They are responsible for taking
the lead where potential conflicts of interest
arise.

The Non-executive Directors and the
Independent Non-executive Directors are
invited to serve on the Audit, Remuneration and
Nomination Committees of the Company.

CNOOC LIMITED Annual Report 2012
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° During 2012, each Non-executive Director or
Independent Non-executive Director attended
or otherwise appointed an alternate to attend
all regularly scheduled meetings of the Board
and Committees on which such Non-executive
Director or Independent Non-executive Director
sat in, and reviewed the meeting materials
distributed in advance for such meetings and
shared their skills and expertise with the Board
or the relevant Committee. All of the Non-
executive Directors and Independent Non-
executive Directors of the Company make a
positive contribution to the development of
the Company’s strategy and policies through
independent, constructive and informed
comments. The Non-executive Directors and
the Independent Non-executive Directors are
responsible for scrutinising our performance in
achieving agreed corporate goals and objectives
and monitoring our performance reporting.

° Mr. Wang Yilin, Chairman of the Board, Mr.
Yang Hua, Vice Chairman of the Board, together
with all Independent Non-executive Directors
attended the annual general meeting in 2012
and responded to questions raised by the
shareholders in order to develop a balanced
understanding of the views of shareholders.

Attendance at general meetings in 2012:

No. of Meetings attended
(3* meetings in total)

Executive Directors
Li Fanrong
Wu Guangaqi

NN

Non-executive Directors
Wang Yilin (Chairman)
Yang Hua (Vice Chairman)
Zhou Shouwei

Wu Zhenfang

OO WwWw

Chiu Sung Hong
Lawrence J. Lau

Tse Hau Yin, Aloysius
Wang Tao

Independent

Non-executive Directors

WWwww

Three general meetings have been held in 2012 including
the annual general meeting held on 25 May 2012 and two
extraordinary general meetings held on 21 August and 21
November 2012, respectively.

° The Directors are required to inform the
Company in case of any change in the
number and nature of offices held in public
companies or organizations and other significant
commitments. Please refer to “Directors and
Senior Management” on pages 43 to 47 for
biographies of the Directors.
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A.7 Supply of and access to information

B.1

Principle: “Directors should be provided in a timely
manner with appropriate information in the form and
quality to enable them to make an informed decision
and perform their duties and responsibilities.”

° The Company’s senior management regularly
provides the Board and its Committees with
adequate information in a timely manner to
enable them to make informed decisions. Senior
management also organises presentations to
the Board by professional advisers on specific
transactions as appropriate.

° For regular Board meetings and Board
Committee meetings, the agenda and
accompanying Board papers are sent in full to all
Directors at least three days before the intended
date of the Board meetings or Board Committee
meetings.

° The Board and each Director have separate and
independent access to the Company’s senior
management and also the Joint Company
Secretaries, who will provide full and prompt
response to queries raised by the Directors. All
Directors are entitled to have access to Board
papers, minutes and related materials upon
reasonable notice.

REMUNERATION OF DIRECTORS AND
SENIOR MANAGEMENT AND BOARD
EVALUATION

The level and make-up of remuneration and
disclosure

Principle: “An issuer should disclose its directors’
remuneration policy and other remuneration related
matters. The procedure for setting policy on executive
directors’ remuneration and all directors’ remuneration
packages should be formal and transparent.
Remuneration levels should be sufficient to attract
and retain directors to run the company successfully
without paying more than necessary. No director
should be involved in deciding his own remuneration.”

° The Remuneration Committee currently
comprises two Independent Non-executive
Directors (Mr. Chiu Sung Hong and Mr. Tse Hau
Yin, Aloysius) and one Non-executive Director
(Mr. Wu Zhenfang) with Mr. Chiu Sung Hong as
the Chairman of the Remuneration Committee.
The Remuneration Committee is delegated
with the authority of determining and approving
all Executive Directors’ salaries, bonuses,
share option packages, performance appraisal
systems and retirement plans. A list of members
of the Remuneration Committee is set out in
“Company Information” on page 143 of the
annual report.



The major responsibilities and authorities
of the Remuneration Committee include
making recommendations to the Board
on the Company’s policy and structure of
the remuneration of Directors and senior
management of the Company and on the
establishment of a formal and transparent
procedure for developing remuneration
policy, determining the service contracts
and specific remuneration packages for all
Executive Directors and senior management,
such as benefits in kind, pension rights and
compensation payments, including any
compensation payable for loss or termination
of their office or appointment, and making
recommendations to the Board on the
remuneration of Non-executive Directors and
Independent Non-executive Directors.

The Company’s emolument policy is to maintain
fair and competitive packages with reference
to industry standards and prevailing market
conditions. The Remuneration Committee is
mindful that levels of remuneration must be
sufficient to attract and retain the Directors
and senior management is needed to run the
Company successfully, but at the same time the
Company should avoid setting remunerations
which are in excess of those necessary for this
purpose. The Directors’ emolument package
comprises the Director’s fees, basic salaries
and allowances, bonuses, share options and
others. The following factors are considered
in determining the Directors’ remuneration
package:

— Business needs, company goals and
objectives;

—  Responsibilities of the Directors and their
individual contribution; and

—  Changes in relevant markets, for example,
supply/demand fluctuations and changes
in competitive conditions.

Details of the remuneration, as well as the share
option benefits of Directors for the year ended
31 December 2012, are set out on pages 88 to
90 of the annual report.

No individual Director or senior management of
the Company is permitted to determine his/her
own remuneration.
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The Company seeks to apply similar principles
when determining the remuneration packages
for senior management with reference to the
board’s corporate goals and objectives. Other
general staff, and employees are rewarded on
a performance-rated basis with other fringe
benefits such as social insurance, pension funds
and medical cover.

Please refer to notes 10 to 11 to the financial
statements on pages 88 to 91 for details
of Directors’ remuneration and senior
management’s remuneration by band and the
five highest paid individuals in the Company.

The remuneration of Non-executive Directors
and Independent Non-executive Directors
recommended by the Remuneration Committee
is determined by the Board where the vote of
the Directors concerned will not be counted in
relation to their remuneration.

The Remuneration Committee also administers
the Company’s share option schemes and all
other employee equity-based compensation
plans, with full authority to make all other
determinations in the administration thereof, but
subject to the limitations prescribed by laws and
the rules of such plans and programs.

The Remuneration Committee consults the
Chairman and CEO about its proposal relating
to the remuneration of other Executive Directors
and have access to independent professional
advice if necessary.

The following is a summary of the work
performed by the Remuneration Committee
under its charter during the year:

—  Reviewed and approved the remuneration
packages of the Company’s individual
Executive Directors and senior
management of the Company;

— Made recommendations to the Board
on the Company’s policy and structure
for Directors and senior management
remuneration and on the establishment
of a formal and transparent procedure for
developing remuneration policy;

— Assessed performance of Executive
Directors and approved the terms of their
service contracts;

—  Made recommendations to the Board on

the remuneration of the Company’s Non-
executive Directors; and
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—  Evaluated and assessed the effectiveness
of the Remuneration Committee and
the adequacy of the Remuneration
Committee Charter and recommended
the proposed changes to the Board.

Attendance of individual members at Remuneration
Committee meetings in 2012

No. of Meetings attended
(2 meetings in total)
by committee

Directors member by alternate

Chiu Sung Hong (Chairman) 2 0

Tse Hau Yin, Aloysius 2 0

Wu Zhenfang 2 0
C. ACCOUNTABILITY AND AUDIT

C.1

Financial reporting

Principle: “The board should present a balanced, clear
and comprehensible assessment of the company’s
performance, position and prospects.”

The Company has established a mechanism for
reporting to the Board, by providing a monthly
management report, to ensure that the Board
fully understands the operating conditions and
the relevant financial position of the Company.
The Board is responsible for preparing accounts
that give a true and fair view of the Group’s
financial position on a going-concern basis
and other financial disclosures. Management
provides the Board with the relevant information
it needs to fulfill these responsibilities.

Directors of the Company will discuss the
operating budget for the next year and approve
the operating budget at the end of each year
and will review the execution of the operating
budget for the whole year. Management will also
provide sufficient explanations and information
to the Board. All significant changes in the
operating conditions and investment decisions
will be discussed in sufficient details by the
Board.

Directors of the Company will also discuss and
analyse the performance of the Group, the long
term business model and corporate strategies
of the Company for achieving the Company’s
objectives and generating or preserving value
over the longer term. Please refer to the relevant
section in Management’s Discussion and
Analysis on pages 56 to 61 for details.
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If necessary, the Directors will also engage
professional independent consultants so
that the Directors can gain an in-depth and
comprehensive understanding and assessment
of the relevant matters, in order to make well-
grounded assessments.

In response to Section 404 of the Sarbanes-
Oxley Act promulgated by the U.S. Congress
in 2002 to safeguard the interests of investors,
increase the accuracy and effectiveness of
financial reporting and financial information
disclosure, the management has issued
a statement on the responsibility and
effectiveness of internal control based on
financial reporting, and the auditors of the
Company have also audited the effectiveness of
internal control over financial reporting.

The Company regularly updates investors with
progress of development and performance
of the Company through formal channels
such as annual reports, interim reports and
announcements made through the Hong Kong
Stock Exchange’s website and the Company’s
website, as well as through press releases.
The Company also issues quarterly operational
statistics and announces its strategy at the
beginning of the year to enhance transparency
about its performance and to give details of the
latest development of the Company in a timely
manner.

The Company provides a balanced, clear and
understandable assessment in its interim and
annual reports, other financial disclosures
required by the Listing Rules, reports to the
regulators and information disclosed under
statutory requirements to enable investors to
appraise its development over the period and its
financial position.

The Company has also engaged independent
technical consultant firms to conduct a review of
its oil and gas information and discloses details
of its oil and gas properties in its annual report
(as set out on pages 124 to 136).

The Company’s Directors are not aware of
any material uncertainties relating to events or
conditions that may cast significant doubt upon
the Company’s ability to continue as a going
concern as referred to in C.1.3 of the CG Code.

The statement by the auditor of the Company
regarding its reporting responsibilities on the
financial statements of the Group is set out in
the Independent Auditors’ Report on page 62.



C.2

Internal controls

Principle: “The board should ensure that the issuer
maintains sound and effective internal controls to
safeguard shareholders’ investment and the issuer’s
assets.”

o The Directors regularly, and at least annually,
receive reports from the management of the
Company regarding the establishment, review
and evaluation of the Company’s financial,
operational and compliance control, internal
control and risk management. All major risks
are reported to the Board. The Board will
also evaluate the corresponding risks and the
response plan. The Company would review,
among other things, adequacy of resources,
staff’s qualifications and experience, training
programmes and budget of our accounting and
financial reporting functions.

° The Company has established and maintains
an internal control and risk management system
that is in line with the strategic objectives
of the Company and fits the actual needs
of the Company. An Investment and Risk
Management Committee has been established
and delegated to assess, analyze and identify
key business risks of the Company and their
impact. Based on the Company’s strategies, the
Investment and Risk Management Committee
is responsible for setting the objective of risk
management and assessing key risks in major
investments, important events and key business
processes, and is also responsible for the review
and approval of the solutions to major risks. The
risk management reports are submitted to the
Board periodically.

° The Company has chosen the internal control
framework issued by COSO in the United
States of America, established an internal
control system and mechanism over financial,
operational and compliance controls and
conducts an extensive and continuing review
and evaluation of the internal control of the
Company to ensure the timeliness, accuracy
and integrity of all information reported. The
Company will continue to improve such system
to comply with the regulatory requirements
and to enhance corporate governance of the
Company.
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The management has evaluated the design and
operating effectiveness of the internal control
regarding the financial report as of 31 December
2012, and has not discovered any material
weakness through the evaluation. On the basis
of such evaluation, the Directors consider that
as of 31 December 2012, internal control of the
Company in relation to financial reporting was
effective.

Meanwhile, the Company has established a
mechanism for rectifying internal control defects
under which the leading officials of all units have
clear responsibilities of rectifying internal control
defects in their own units. Those responsibilities
are also included in the internal performance
indicators of the Company.

The Company has established an open
channel to handle and discuss internal reports
concerning finance, internal control and
embezzlement to ensure that all reports will
receive sufficient attention and any significant
internal control weaknesses or reports will
directly reach the chairman of the Audit
Committee.

The Company formally adopted COSO-
ERM framework in 2007 as a guidance for
its risk management, and made a reference
to the “Basic Standard for Enterprise Internal
Control” and its ancillary guidelines which were
issued by PRC regulatory authorities, and 1ISO
31000:2009 “Risk Management — Principles
and Guidelines”, so that sufficient attention and
monitoring will be paid to all key business risks
of the Company. The Company will continue to
improve such systems to enhance its corporate
governance.

C.3 Audit Committee
Principle: “The board should establish formal and
transparent arrangements to consider how it will apply
financial reporting and internal control principles and
maintain an appropriate relationship with the issuer’s
auditors. The audit committee established under the
Listing Rules should have clear terms of reference.”

The Audit Committee consists of three
Independent Non-executive Directors (Mr. Tse
Hau Yin, Aloysius, Mr. Chiu Sung Hong and Mr.
Lawrence J. Lau), with Mr. Tse Hau Yin, Aloysius
as the Audit Committee financial expert for the
purposes of U.S. securities laws and Chairman
of the Audit Committee. A list of members of the
Audit Committee is set out under the section
headed “Company Information” on page 143 of
the annual report.
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The Audit Committee meets at least twice
a year and is responsible for reviewing the
completeness, accuracy and fairness of
the Company’s accounts, evaluating the
Company’s auditing scope (both internal and
external) and procedures as well as its internal
control systems. The Audit Committee, together
with senior management and the external
auditors, reviews the accounting principles
and practices adopted by the Group and
discussed the internal control and financial
reporting matters. The Board also assesses the
effectiveness of internal controls by considering
reviews performed by the Audit Committee,
executive management and both internal and
external auditors.

The Audit Committee is also responsible
for overseeing the operation of the internal
monitoring systems so as to ensure that the
Board is able to monitor the Company’s overall
financial position, to protect the Company’s
assets, and to prevent major errors or omissions
resulting from financial reporting. The Audit
Committee also meets at least twice a year with
our external auditors.

The following is a summary of the work
performed by the Audit Committee under its
charter during the year:

— Reviewed the Company’s audited
accounts and results announcement
before they are tabled to the Board for
approval, and discussed with senior
management and the external auditors
over such accounts;

— The Audit Committee held formal
meetings with the external auditors and
senior management of the Company at
least twice a year to discuss the following
matters:

(i) the external auditors’ engagement
letter and general scope of their
audit work, including planning and
staffing of the audit;

(i) the Company’s management
discussion and analysis disclosures
in the interim report and annual
report of the Company; and

(i) the applicable accounting
standards relating to the audit of the
Company’s financial statements,
including any recent changes;
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In addition to formal meetings arranged
by the Company, members of the Audit
Committee were also given direct access
to the external auditors and have frequent
contacts with the external auditors to
discuss issues from time to time;

Conducted a review of the effectiveness
of the system of internal controls of the
Company and its subsidiaries, including
financial, operational and compliance
controls, as well as risk management
aspects of internal controls, and made
recommendations to the Board based on
the review;

Discussed with senior management of
the Company ways of improving and
strengthening the scope, adequacy and
effectiveness of the Company’s internal
controls, including corporate accounting
and financial controls, both under the
Listing Rules as well as under relevant
U.S. requirements;

Made recommendations to senior
management and the Board on the scope
and quality of management’s ongoing
monitoring of risks and issues relevant to
internal controls;

Reviewed the work performed by the
Company’s external auditors and their
relationship with the Company’s senior
management, and recommended to
the Board the appointment of external
auditors, as well as the proposed auditors’
fees;

Reviewed and approved the Company’s
audit and non-audit pre-approval policy to
ensure auditors’ independence;

Members of the Audit Committee received
materials from the Company’s external
auditors from time to time in order to keep
abreast of changes in financial reporting
principles and practices, as well as issues
relating to financial reporting and internal
controls relevant to the Company;

Considered and approved the non-audit
services provided by the external auditors
during the year;
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—  Reported on its findings and suggestions D. DELEGATION BY THE BOARD
to the Board following its review of
different aspects of the Company’s D.1 Management functions
financial reporting and internal control Principle: “An issuer should have a formal schedule of
systems, and made appropriate matters specifically reserved for board approval. The
recommendations where necessary; board should give clear directions to management

on the matters that must be approved by it before

— Reviewed the arrangements by which decisions are made on the issuer’s behalf.”
employees of the Company can use,
in confidence, to raise concerns about ° The Board is the ultimate decision-making
possible improprieties in financial body of the Company, other than those matters
reporting, internal control or other matters reserved to shareholders of the Company.
and ensure that proper arrangements The Board oversees and provides strategic
are in place for fair and independent guidance to senior management in order to
investigation and for appropriate follow-up enhance the long-term value of the Company
actions; for its shareholders. The Board delegates its

management and administration functions to

—  Reviewed the Company’s business ethics management and gives clear directions as to
and compliance policies, related reports the powers of management at the same time,
and training programs as appropriate and in particular, with respect to the circumstances
performed certain corporate governance where management should report back
duties delegated by the Board set out and obtain prior approval from the Board
in Board Committees & Corporate before making decisions or entering into any
Governance Functions section on page commitments on the Company’s behalf of the
38; and Company.

—  Evaluated and assessed the effectiveness ° The day-to-day management is conducted
of the Audit Committee and the adequacy by senior management and employees of the
of the Audit Committee Charter and Company, under the direction of the CEO
recommended the proposed changes to and the oversight of the Board. In addition
the Board. to its general oversight of the management,

the Board also performs a number of specific

Full minutes of the Audit Committee meetings functions. The Company formalises the

are kept by the Joint Company Secretaries. functions reserved to the Board and those

Draft and final versions of minutes of the Audit delegated to management and reviews those

Committee meetings are sent to all members arrangements periodically to ensure that they

of the Audit Committee for their comments and remain appropriate to the Company’s needs.

records respectively, in both cases within a

reasonable time after the meetings. ° The primary functions performed by the Board

include:

The Audit Committee is provided with sufficient

resources, including independent access to and (i) Reviewing and approving long-term

advice from external auditors. strategic plans and annual operating

plans, and monitoring the implementation
Attendance of individual members at Audit Committee and execution of those plans;
meetings in 2012
(i)  Reviewing and approving significant
No. of Meetings attended financial and business transactions and
Independent (5 meetings in total) other major corporate actions; and
Non-executive by committee
Directors member by alternate (i) Reviewing and approving financial

Tse Hau Yin, Aloysius

(Chairman and Financial Expert) 5 0
Chiu Sung Hong 5 0
Lawrence J. Lau (Note 1) 4 1

Note 1: Mr. Lawrence J. Lau appointed Mr. Tse Hau Yin, Aloysius as
his alternate to attend the Audit Committee meeting held on 24
May 2012 and to vote on his behalf.

statements and reports, and overseeing
the establishment and maintenance of
controls, processes and procedures to
ensure accuracy, integrity and clarity in
financial and other disclosures.
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The Board and the senior management have
respective responsibilities, accountabilities
and contributions. The primary functions
performed by the senior management are to
conduct the daily business and implement
the abovementioned affairs approved and
delegated by the Board and other matters as the
Board may from time to time request.

The Directors review such delegation
arrangements periodically to ensure they remain
appropriate to our needs.

Directors clearly understand delegation
arrangements in place. The Company has
entered into service agreements with the
Executive Directors and Non-executive
Directors and has formal letters of appointment
for Independent Non-executive Directors
setting out the key terms and conditions of their
engagements and appointments.

D.2 & D.3 Board Committees & Corporate
Governance Functions
Principle: “Board committees should be formed with
specific written terms of reference which deal clearly
with their authority and duties.”

The Company has established an Audit
Committee, a Remuneration Committee and a
Nomination Committee (each a “Committee”)
and has established a specific written
committee charter (the “Charter”) which
deal clearly with its authority and duties. The
Charters of the Committees are published on
the websites of the Hong Kong Stock Exchange
and the Company. These Committees will
report to the Board on their decisions and
recommendations.

The Board has delegated the responsibility
for performing certain corporate governance
related duties and functions to the Audit
Committee and the Nomination Committee.

The Audit Committee shall be responsible for
performing the corporate governance duties set
out below:

(i) Developing and reviewing the Company’s
policies and practices on corporate
governance and make recommendations
to the Board;

(i) Reviewing and monitoring the Company’s
policies and practices on compliance with
legal and regulatory requirements and
making recommendations to the Board in
that regard;
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E.1

(i) Developing, reviewing and monitoring the
Code of Ethics for Directors and Senior
Officers (“Code of Ethics”) and making
recommendations to the Board in that
regard; and

(iv)  Reviewing the Company’s compliance
with the CG Code and disclosure in
the Corporate Governance Report and
making recommendations to the Board in
that regard.

The Nomination Committee shall be responsible
for reviewing and monitoring the training
and continuous professional development of
Directors and senior management and making
recommendations to the Board in that regard.

COMMUNICATION WITH SHAREHOLDERS

Effective communication

Principle: “The board should be responsible for
maintaining an on-going dialogue with shareholders
and in particular, use annual general meetings or other
general meetings to communicate with them and
encourage their participation.”

The Board recognizes the importance of
good and effective communication with all
shareholders. With a policy of being transparent,
strengthening investor relations, and providing
consistent and stable returns to shareholders,
the Company seeks to ensure transparency
through establishing and maintaining different
communication channels with shareholders.

The Company has a professionally-run investor
relations department to serve as an important
communication channel between the Company
and its shareholders and other investors.

A key element of effective communication
with shareholders and investors is prompt and
timely dissemination of information in relation
to the Company. In addition to announcing its
interim and annual results to shareholders and
investors, the Company also publicises its major
business developments and activities through
press releases, announcements and the
Company’s website in accordance with relevant
rules and regulations. Press conferences and
analyst briefings are held from time to time on
financial performance and major transactions.



° The general meetings also provide a useful
forum for shareholders to exchange views
with the Board. The Chairman of the Board,
as well as Chairmen of the Audit Committee,
Nomination Committee and Remuneration
Committee, or in their absence, members of
the respective Committees, and the external
auditors of the Company, are available to
answer questions from shareholders at annual
general meetings and extraordinary general
meetings of the Company.

° The Chairmen of the Board and all Committees,
or in his absence an alternate appointed by
him will, whenever possible, propose separate
resolutions for each substantially separate issue
at general meetings of the Company.

° The Company’s management ensures the
external auditor attend the annual general
meeting to answer questions about the conduct
of the audit, the preparation and content of the
auditors’ report, the accounting policies and
auditors’ independence.

° The Board established a shareholders’
communication policy and review it on a regular
basis to ensure its effectiveness.

E.2 Voting by Poll
Principle: “The issuer should ensure that shareholders
are familiar with the detailed procedures for
conducting a poll.”

° In 2012, all votes of shareholders at the general
meetings of the Company were taken by poll
or otherwise in accordance with the Listing
Rules. The Chairman of a meeting ensured that
shareholders were familiar with the procedures
of voting by poll in the general meetings of the
Company.

° The results of the poll are published on the
Hong Kong Stock Exchange’s website and the
Company’s website.

F. COMPANY SECRETARY

Principle: “The company secretary plays an important
role in supporting the board by ensuring good
information flow within the board and that board policy
and procedures are followed. The company secretary
is responsible for advising the board through the
chairman and/or the chief executive on governance
matters and should also facilitate induction and
professional development of directors.”
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° Mr. Zhong Hua and Ms. Tsue Sik Yu, May are
the Joint Company Secretaries of the Company.
On 22 March 2012, Mr. Jiang Yongzhi resigned
as Joint Company Secretary and Mr. Zhong
Hua was appointed as Joint Company Secretary
of the Company with effect from the same
day. Their biographies are set out on page 47
of this report. The Nomination Committee of
the Company has the responsibility to make
recommendation for suitable candidates for the
appointment of company secretary to the Board
and the Board has the responsibility to approve
their selection, appointment or dismissal by
physical meeting of the Board.

° The Joint Company Secretaries will report to
Chairman of the Board and/or the CEO.

° Each of the Joint Company Secretaries
has taken no less than 15 hours of relevant
professional training every year.

o All Directors have access to the advice and
services of the Joint Company Secretaries to
ensure that Board procedures as well as all
applicable rules and regulations are followed.

SHAREHOLDERS’ COMMUNICATION AND
RIGHTS TO CONVENE AN EXTRAORDINARY
GENERAL MEETING

The procedures for shareholders to convene an
Extraordinary General Meeting of the Company (“EGM”)
are governed by Article 60 of the Articles and section 113
of the Companies Ordinance (Cap. 32 of the Laws of Hong
Kong). On the requisition of shareholders of the Company
holding at the date of lodgement of the requisition not less
than one twentieth of such of the paid-up share capital of
the Company as at the date of lodgement carries the right of
voting at general meetings, the Directors must proceed duly
to convene an EGM.

The requisition must state the objectives (which must be
capable of being effectively achieved) of the meeting, be
signed by the shareholders who propose to convene the
meeting, and be lodged at the registered office of the
Company. The Directors must thereafter within 21 days from
the lodgement of the requisition proceed duly to convene a
meeting for a day not more than 28 days after the date on
which the notice convening the meeting is given.

Whilst giving the above requisition, shareholders are
recommended to provide written explanation of the
reasons and material implications relating to the proposed
resolutions to enable all of the shareholders to properly
consider and determine the proposed resolutions.

CNOOC LIMITED Annual Report 2012

39



40

Corporate Governance Report

The Company will, upon receipt of a properly lodged
requisition referred to above, issue a notice of extraordinary
general meeting of the proposed resolutions and (if
applicable) circulars containing further information relating
to the proposed resolutions in accordance with the Listing
Rules.

Further enquiries relating to the above or enquiries that
Shareholders wish to be put to the Board may be addressed
to the Joint Company Secretaries of the Company at 65/F,
Bank of China Tower, 1 Garden Road, Hong Kong.

PROCEDURES FOR PUTTING FORWARD
PROPOSALS AT GENERAL MEETINGS BY
SHAREHOLDERS

Shareholders are requested to follow Section 115A of the
Companies Ordinance (Chapter 32 of the laws of Hong
Kong) for including a resolution at an annual general meeting
of the Company, by depositing at the registered office of
the Company a signed written requisition, including written
explanation of the reasons for the proposed resolution,
together with a reasonable sum for the Company’s relevant
expenses.

COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

For the year ended 31 December 2012, the Company has
complied with relevant code provisions set out in CG Code
(before and after its revision came into effect on 1 April
2012), except for the deviation from the code provision
A.4.1 of the CG Code. The following summarises the
requirement under the above-mentioned code provision
A.4.1 and the reason for such deviation.

CG Code Provision A.4.1

Under CG Code provision A.4.1, non-executive directors
should be appointed for a specific term and be subject to
reelection.

None of the existing Independent Non-executive Directors
of the Company is appointed for a specific term. This
constitutes a deviation from the CG Code provision A.4.1.
However, all the Directors are subject to the retirement
provisions under article 97 of the Articles (“Article 977).
According to Article 97, one-third of the Directors for the
time being must retire from the office by rotation at each
annual general meeting. The Company has observed
the need for good corporate governance practices. All
Independent Non-executive Directors of the Company
have retired from the office by rotation and have been re-
elected in the past three years. The Company considers
that sufficient measures have been taken to ensure that the
Company’s corporate governance practices are no less
exacting than those in the CG Code.

CNOOC LIMITED Annual Report 2012

CHANGES IN DIRECTORS AND SENIOR
MANAGEMENT

During the year ended 31 December 2012, there was the
following change in Directors and senior management.

On 22 March 2012, Mr. Jiang Yongzhi resigned as Joint
Company Secretary and Mr. Zhong Hua, the Chief Financial
Officer, was appointed as Joint Company Secretary of the
Company with effect from the same day.

CHANGES IN INFORMATION OF DIRECTORS

Pursuant to Rule 13.51(B) of the Listing Rules, there is no
other change in information of Directors of the Company
except as disclosed in this annual report.

CODE OF ETHICS

The Board adopted a Code of Ethics in 2003 to provide
guidelines to the senior management and Directors in
legal and ethical matters as well as the sensitivity involved
in reporting illegal and unethical matters. The Code of
Ethics covers areas such as supervisory rules, insider
dealing, market malpractices, conflict of interests, company
opportunities, protection and proper use of the Company’s
assets as well as reporting requirements. As part of its
continued efforts to improve its corporate governance
standards, the Board conducted an annual review to the
Code of Ethics since 2009, and the current version of the
Code of Ethics was reviewed and adopted in August 2012.

The Company has provided all its Directors and senior
officers with a copy of the Code of Ethics and requires them
to comply with the Code of Ethics, so as to ensure the
Company’s operation is proper and lawful. The Company
will take disciplinary actions towards any act which is in
breach of the Code of Ethics. All the senior management
members and Directors are required to familiarise
themselves with and follow the Code of Ethics to ensure that
the Company’s operations are honest and legal. Violations
of the rules will be penalized and serious breaches will result
in dismissal.

MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS OF
LISTED ISSUERS

The Company has adopted the above-mentioned Code
of Ethics which has incorporated the Model Code for
Securities Transactions by Directors of Listed Issuers (the
“Model Code”) as set out in Appendix 10 to the Listing
Rules. The Company has made specific enquiries to all of
the Directors, and all Directors have confirmed that they
complied, during the year ended 31 December 2012, with
the required standards set out in the Model Code.



SERVICES AND REMUNERATION OF
AUDITORS

Ernst & Young was appointed and engaged as the
Company’s auditors (“Auditors”) for the financial year ended
31 December 2012. Services provided by the Auditors and
fees charged by the Auditors for the services are as follows:

Audit Fees

The aggregate fees billed for professional services
rendered by the Auditors for the audit of the Company’s
annual financial statements or services that are normally
provided by the Auditors in connection with statutory and
regulatory filings or engagements were RMB19.31 million
(approximately US$3.06 million) for the financial year ended
31 December 2011 and RMB23.74 million (approximately
US$3.78 million, with the exchange rates applicable for 31
December 2012 at 6.2855) for the financial year ended 31
December 2012.

Audit-related Fees

The aggregate fees billed for assurance and related
services by the Auditors that are reasonably related to
the performance of the audit or review of the Company’s
financial statements and are not reported under “Audit
Fees” were RMBO0.68 million (approximately US$0.11
million) for the financial year ended 31 December 2011 and
approximately RMB10.24 million (approximately US$1.63
million) for the financial year ended 31 December 2012.

Tax Fees

The aggregate fees billed for professional service rendered
by the Auditors for tax compliance, tax advice and tax
planning were RMBO0.72 million (approximately US$0.11
million) for the financial year ended 31 December 2011 and
RMB1.36 million (approximately US$0.22 million) for the
financial year ended 31 December 2012.

All Other Fees

The aggregate fees billed for professional service rendered
by the Auditors for risk management advisory services,
and information systems reviews were RMB1.25 million
(approximately US$0.20 million) for the financial year ended
31 December 2011 and nil for the financial year ended 31
December 2012.

There are no other fees payable to the Auditors for products
and/or services provided by the Auditors, other than the
services reported above, for the financial year ended
31 December 2011 and for the financial year ended 31
December 2012.

Corporate Governance Report

STATEMENT ON CORPORATE GOVERNANCE
AS REQUIRED BY SECTION 303A.11 OF THE
NEW YORK STOCK EXCHANGE LISTED
COMPANY MANUAL

The Company is incorporated under the laws of Hong
Kong and the principal trading market for the ordinary
shares of the Company is The Stock Exchange of Hong
Kong Limited. In addition, because the Company’s ordinary
shares are registered with the United Sates Securities and
Exchange Commission and are listed on the New York
Stock Exchange (the “NYSE”), the Company is subject
to certain corporate governance requirements. However,
many of the corporate governance rules in the NYSE
Listed Company Manual (the “NYSE Standards”) do not
apply to the Company as a “foreign private issuer” and the
Company is permitted to follow its home country corporate
governance practices in lieu of most corporate governance
standards contained in the NYSE Standards. Section
303A.11 of the NYSE Listed Company Manual requires
NYSE listed foreign private issuers to describe the significant
differences between their corporate governance practices
and the corporate governance standards applicable to U.S.
companies listed on the NYSE. The Company has posted a
brief summary of such significant differences on its website,
which may be accessed through the following web page:

http://www.cnoocltd.com/encnoocltd/gsgz/socg/default.
shtml
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EXECUTIVE DIRECTORS

Li Fanrong

Born in 1963, Mr. Li is a professor-level senior engineer. He
obtained a B.S. degree majoring in oil production from Jiang
Han Petroleum Institute (now Yangtze University) in China
in 1984, and received an MBA degree from the Business
School of Cardiff University in United Kingdom in July
2003. Mr. Li has been working in the oil and gas industry
in China for nearly 30 years. He joined China National
Offshore Oil Corporation (the “CNOOC”) in 1984, and
worked as Petroleum Engineer, later as Offshore Platform
Supervisor, Managing Director of Joint Operating Group,
Chief Representative of Joint Management Committee in
Operators Group, General Manager of Development and
Production Department of the Company and President of
CNOOC China Limited Shenzhen Branch. From January
2009 to April 2010, he served as an Assistant President of
CNOQC. Mr. Li has worked as President of CNOOC Energy
Technology & Services Limited since February 2009, and
has served as Vice President of CNOOC since May 2010.
Mr. Li was appointed as President of the Company with
effect from 16 September 2010, and was appointed as
Chief Executive Officer of the Company with effect from 23
November 2011.He also serves as a Director of CNOOC
China Limited and CNOOC International Limited, and
Chairman and Director of CNOOC Southeast Asia Limited
and CNOOC Deepwater Development Limited, all being
subsidiaries of the Company. Mr. Li was appointed as a
Non-executive Director of the Company with effect from
24 May 2010 and was re-designated from Non-executive
Director to Executive Director with effect from 16 September
2010. Following the completion of the acquisition of Nexen,
Inc., Mr. Li was appointed as its chairman of the board with
effect from 26 February 2013.

Wu Guangqi

Born in 1957, Mr. Wu is a geologist, professor-level senior
economist and Certified Senior Enterprise Risk Manager and
graduated with a B.S. degree from the Ocean University
of China, majoring in Marine Geology. He also holds a
master degree in Management from China University of
Petroleum and a doctor degree in Management from
Huazhong University of Science and Technology. Mr. Wu
joined CNOOC in 1982. From 1994 to 2001, he served
as the Deputy General Manager of CNOOC Qil Technical
Services Company, a subsidiary of CNOOC, the Director of
the Administration Department of CNOOC and the Director
of the Ideology Affairs Department of CNOOC successively.
Mr. Wu was appointed as an Assistant President of CNOOC
in 2003, and has been the Vice President of CNOOC since
2004. Mr. Wu served as an Independent Non-executive
Director of China Yangtze Power Limited, a company listed
on the Shanghai Stock Exchange, from May 20083 to July
2010, and the Compliance Officer of the Company since
1 June 2005. He also served as a Director of CNOOC
Deepwater Development Limited, a subsidiary of the
Company. Mr. Wu also serves as a Director of CNOOC
China Limited and CNOOC International Limited, all being
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the subsidiaries of the Company. Mr. Wu was appointed
as an Executive Director of the Company with effect from 1
June 2005.

NON-EXECUTIVE DIRECTORS

Wang Yilin

Born in 1956, Mr Wang is a professor-level senior engineer.
He graduated from China University of Petroleum majoring
in petroleum geology and exploration and received a
doctorate degree. He has over 30 years of working
experience in China’s oil and gas industry. From June 1996
to September 1999, Mr. Wang served as the deputy director
and chief exploration geologist of Xinjiang Petroleum
Administration Bureau. From September 1999 to May 2004,
he served as the general manager of PetroChina Xinjiang
Qilfield Company. From June 2001 to May 2004, he served
as the senior executive of Xinjiang Petroleum Administration
Bureau. From July to December 2003, he served as the
Assistant to General Manager of China National Petroleum
Corporation (“CNPC”). From December 2003 to April
2011, he served as the Deputy General Manager of CNPC.
From July 2004 to July 2007, he also served as the safety
director of CNPC. From November 2005 to 14 April 2011,
he served as a Director of PetroChina Company Limited,
a company listed on the New York Stock Exchange, The
Stock Exchange of Hong Kong Limited and Shanghai Stock
Exchange respectively. Since 8 April 2011, Mr. Wang serves
as Chairman of China National Offshore Oil Corporation.
Mr. Wang was appointed as Chairman and Non-executive
Director of the Company with effect from 15 April 2011.

Yang Hua

Born in 1961, Mr. Yang is a professor-level senior engineer
and graduated from China University of Petroleum with a
B.S. degree in petroleum engineering. He also received an
MBA degree from the Sloan School of Management at MIT
as a Sloan Fellow. Mr. Yang joined CNOOC in 1982 and
has over 30 years of experience in petroleum exploration
and production. From 1982 to 1992, Mr. Yang served
in a number of positions in CNOOC Research Center
including the Director of Field Development Department,
the Manager of Reservoir Engineering Department and
the Project Manager. Thereafter, Mr. Yang was mainly
involved in international business, M&A, corporate finance
and capital market operations in the Company and its
subsidiaries. From 1993 to 1999, he served as the Deputy
Chief Geologist, the Deputy Director and the Acting Director
for Overseas Development Department of the Company
and the Vice President of CNOOC International Limited,
a subsidiary of the Company. In 1999, Mr. Yang became
a Senior Vice President of the Company and served as
Chief Financial Officer of the Company from January
2005 to September 2010, Executive Vice President of the
Company from October 2005 to March 2009, President
of the Company from March 2009 to September 2010,
and was appointed as Vice Chairman of the Board and
Chief Executive Officer of the Company with effect from
16 September 2010. Mr. Yang also served as an Assistant
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President of CNOOC from November 2006 to April 2010
and as Vice President of CNOOC from April 2010 to
August 2011. Mr. Yang was appointed as Director and
President of CNOOC in August 2011. In addition, he serves
as Chairman and Director of CNOOC China Limited and
CNOOC International Limited, both being subsidiaries of
the Company. He was Director and President of CNOOC
Southeast Asia Limited, a subsidiary of the Company, from
2002 to 2003, General Manager of CNOOC China Limited,
a subsidiary of the Company, from February 2009 to July
2011, Chairman and Director of CNOOC Southeast Asia
Limited, a subsidiary of the Company, from July 2009
to September 2010, Chairman and Director of CNOOC
Deepwater Development Limited from January 2010
to September 2010 and a Director of CNOOC Finance
Corporation Limited, a subsidiary of CNOOC, from May
2005 to December 2010. Mr. Yang was appointed as an
Executive Director of the Company with effect from 31
August 2005. He resigned as Chief Executive Officer of
the Company and was re-designated from an Executive
Director to a Non-Executive Director of the Company with
effect from 23 November 2011.

Zhou Shouwei

Born in 1950, Mr. Zhou, a member of Chinese Academy
of Engineering, received a doctorate degree from the
Southwest Petroleum Institute in China majoring in
petroleum and natural gas engineering. He joined CNOOC
in 1982. Mr. Zhou served as the Deputy General Manager
of CNOOC Bohai Corporation, a subsidiary of CNOOC
and the General Manager of CNOOC China Limited Tianjin
Branch. He was appointed as an Executive Vice President
of the Company in September 1999 and served as the
President of the Company from July 2002 to March 2009.
He also served as Vice President of CNOOC from October
2000 to August 2011. He also served as a Director and the
General Manager of CNOOC China Limited, a subsidiary of
the Company. From October 2004 to July 2009, Mr. Zhou
served as a Director of CNOOC International Limited, a
subsidiary of the Company. From April 2003 to July 2009,
Mr. Zhou also served as the Chairman of CNOOC Southeast
Asia Limited, a subsidiary of the Company. From December
2003 to December 2010, Mr. Zhou served as the Chairman
of Offshore Oil Engineering Co., Ltd., a listed company on
the Shanghai Stock Exchange and a subsidiary of CNOOC.
Mr. Zhou was appointed as an Executive Director of the
Company with effect from 23 August 1999 and was re-
designated from Executive Director to Non-executive
Director with effect from 31 March 2009.

Wu Zhenfang

Born in 1952, Mr. Wu is a professor-level senior engineer
and graduated with a bachelor degree from Dalian University
of Technology, majoring in Offshore Petroleum Engineering
and Construction. He later received an EMBA degree from
Shanghai Jiao Tong University. Mr. Wu joined the petroleum
industry in 1971. He joined CNOOC in 1980 when it was
still in the pre-establishment stage. From 1993 to 2000,
he was Deputy General Manager of CNOOC Nanhai West
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Corporation, a subsidiary of CNOOC and the President
of CNOOC Chemical Limited, a subsidiary of CNOOC.
He was also the Chairman of the Board of Directors of
Fudao Fertilizer Limited and CNOOC Chemical Limited,
both being subsidiaries of CNOOC, from 2001 to 2003
and from 2003 to 2005 respectively. From 2003 to 2004,
Mr. Wu was an Assistant President of CNOOC and then
served as Vice President of CNOOC from August 2004 to
February 2013. Mr. Wu also served as the Chairman and
President of CNOOC Gas and Power Group, the General
Manager of CNOOC Oil & Petrochemicals Co., Ltd.,
Chairman of CNOOC and Shell Petrochemical Co. Ltd,all
being subsidiaries of CNOOC, as well as the Chairman of a
number of subsidiaries of CNOOC. Mr. Wu also serves as
Chairman of CNOOC Oil & Petrochemicals Co., Ltd. and a
number of subsidiaries of CNOOC. Mr. Wu was appointed
as an Executive Director of the Company with effect from
31 August 2005 and was re-designated from Executive
Director to Non-executive Director with effect from 1
September 2006.

INDEPENDENT NON-EXECUTIVE DIRECTORS

Chiu Sung Hong

Born in 1947, Mr. Chiu received an LL.B. degree from the
University of Sydney. He was admitted as a solicitor of the
Supreme Court of New South Wales and the High Court
of Australia. He has over 30 years’ experience in legal
practice and had been a director of a listed company in
Australia. Mr. Chiu was the founding member of the Board
of Trustees of the Australian Nursing Home Foundation and
served as the General Secretary of the Australian Chinese
Community Association of New South Wales. Mr. Chiu
is also an Independent Non-executive Director of Tianda
Pharmaceuticals Limited (formerly Yunnan Enterprises
Holdings Limited, Tianda Holdings Limited) since April
2008, a company listed on The Stock Exchange of Hong
Kong Limited. Mr. Chiu is also an Independent Non-
executive Director of Bank of China (Australia) Limited (a
wholly subsidiary of Bank of China Limited). Mr. Chiu was
appointed as an Independent Non-executive Director of the
Company with effect from 7 September 1999.

Lawrence J. Lau

Born in 1944, Professor Lau graduated with a B.S. (with
Great Distinction) in Physics from Stanford University
in 1964, and received his M.A. and Ph.D. degrees in
Economics from the University of California at Berkeley in
1966 and 1969 respectively. He joined the faculty of the
Department of Economics at Stanford University in 1966,
becoming Professor of Economics in 1976, the first Kwoh-
Ting Li Professor in Economic Development in 1992,
and Kwoh-Ting Li Professor in Economic Development,
Emeritus in 2006. From 2004 to 2010, Professor Lau served
as Vice-chancellor (President) of The Chinese University
of Hong Kong. Professor Lau specializes in economic
development, economic growth, and the economies of
East Asia, including that of China. He has authored, co-
authored, or edited six books and published more than



170 articles and notes in professional journals. A member
of the 11th National Committee of the Chinese People’s
Political Consultative Conference and a Vice-Chairman of its
Subcommittee of Population, Resources and Environment.
Professor Lau also serves as a Member of the Hong Kong
Special Administrative Region Exchange Fund Advisory
Committee and its Currency Board and Governance Sub-
Committees and as an adviser to the Hong Kong-Taiwan
Economic and Cultural Cooperation and Promotion Council.
He was appointed a Justice of the Peace in Hong Kong
in July 2007. He currently serves as Chairman of CIC
International (Hong Kong) Co., Limited, Non-executive Vice-
Chairman of CITIC Capital Holdings Limited, Hong Kong,
a Non-executive Director of Semiconductor Manufacturing
International Corporation, Shanghai, which is listed on
the Hong Kong Stock Exchange and the New York Stock
Exchange and a Non-executive Independent Director of Far
EasTone Telecommunications Company Limited, Taipei,
which is listed on the Taiwan Stock Exchange. Professor
Lau was appointed as an Independent Non-executive
Director of the Company with effect from 31 August 2005.

Tse Hau Yin, Aloysius

Born in 1948, Mr. Tse is a fellow of The Institute of Chartered
Accountants in England and Wales, and the Hong Kong
Institute of Certified Public Accountants (“HKICPA”). Mr.
Tse is a past president and a former member of the Audit
Committee of the HKICPA. He joined KPMG in 1976,
became a partner in 1984 and retired in March 2003. Mr.
Tse was a non-executive Chairman of KPMG’s operations in
the PRC and a member of the KPMG China advisory board
from 1997 to 2000. Mr. Tse is currently an independent
non-executive director of China Telecom Corporation
Limited, Wing Hang Bank Limited, Linmark Group Limited,
SJM Holdings Limited and Sinofert Holdings Limited,
companies listed on The Stock Exchange of Hong Kong
Limited. He was an independent non-executive director of
China Construction Bank Corporation, which is listed on
the HKSE Main Board from 2004 to 2010. Mr. Tse is also a
member of the International Advisory Council of the People’s
Municipal Government of Wuhan. Mr. Tse was appointed
as an Independent Non-executive Director of the Company
with effect from 8 June 2005.

Wang Tao

Born in 1931, Mr. Wang studied at the Moscow Institute
of Qil in the former Soviet Union from 1954 to 1963, where
he obtained his deputy doctoral degree in Geological
Mineralogy. Mr. Wang is the Chairman of the Chinese
National Committee for World Petroleum Council (Formerly
World Petroleum Congress) and the foreign academician
for Russian Academy of Natural Sciences. He also serves
as adjunct professor and/or doctoral advisor in China
University of Petroleum. Mr. Wang has been working in the
oil and gas sector for more than 50 years, and served as the
Chief Geologist in Beijing Research Institute of Petroleum
Science, the Deputy Commander and Chief Geologist
of the North China Oil Exploration Command Office, the
Deputy Director-General and Chief Geologist of Liao River
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Petroleum Exploration Bureau and the Principal of the
Preparation and Construction Office for the Pearl River
Mouth Project in the Command Office of South China Sea
Oil Exploration. He became the General Manager of CNOOC
Nanhai East Corporation in June 1983, the Minister and
Secretary of the Party Leadership Group of the Ministry of
Petroleum Industry in June 1985 and the General Manager
and Secretary of the Party Leadership Group of China
National Petroleum Corporation in May 1988 successively.
He was also a Member of the 12th, 13th and 14th Central
Committees of the Communist Party of China, a Member
of the Standing Committee of the 9th National People’s
Congress and the Vice-chairman of the Environmental
Protection and Resources Conservation Committee of the
National People’s Congress. He also served as the Vice
Chairman and Senior Vice Chairman of the World Petroleum
Council from 1994 to 2005. Mr. Wang served as the
Honorary Chairman and an Executive Director of Sino Union
Energy Investment Group Limited (Formerly Sino Union
Petroleum & Chemical International Limited), a company
listed on The Stock Exchange of Hong Kong Limited.
Mr. Wang was appointed as Independent Non-executive
Director of the Company with effect from 29 May 2008.

OTHER MEMBERS OF SENIOR MANAGEMENT

Yuan Guangyu

Born in 1959, Mr. Yuan is an Executive Vice President of the
Company, responsible for the operation safety, engineering
and construction, and drilling and completion. Mr. Yuan
is a professor-level senior engineer. He graduated from
China University of Petroleum with a bachelor’s degree in
drilling engineering. He obtained a master degree from the
Capital University of Economics and Business in 2001. He
graduated from the CEO Class and the EMBA program of
China Europe International Business School in 2004 and
2007 respectively with an MBA degree. With over 31 years
of experience in the oil and gas industry, Mr. Yuan joined
CNOOC in 1982, having served as Deputy Manager of
CNOQOC Bohai Driling Company, Deputy General Manager
of CNOOC China Offshore Oil Northern Drilling Company,
Deputy General Manager of Operational Department of
CNOOC, General Manager of CNOOC China Offshore
Oil Northern Drilling Company, Chairman of the Board of
Directors and General Manager of CNOOC Services, and
Vice Chairman of the Board of Directors, Executive Director,
Chief Executive Officer and President of COSL. Mr. Yuan
also serves as the Director of CNOOC China Limited,
CNOOQOC International Limited, CNOOC Southeast Asia Ltd.
and CNOOC Deepwater Development Limited, all being the
subsidiaries of the Company. In November 2006, Mr. Yuan
was appointed as the Assistant President of CNOOC. In
March 2009, Mr. Yuan was appointed as the Executive Vice
President of the Company.

Zhu Weilin

Born in 1956, Mr. Zhu is the Chief Geologist of CNOOC,
Executive Vice President of the Company and General
Manager of Exploration Department of the Company. Mr.
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Zhu is a professor-level senior engineer. He graduated
from Shanghai Tongji University with a Ph.D. degree. Mr.
Zhu joined CNOOC in 1982. Prior to 1999, he conducted
researches in CNOOC Research Center and served as the
Deputy Director and Director of the Research Department
and Deputy Chief Geologist and Chief Geologist of the
Research Center. From 1999 to 2007, Mr. Zhu served
as the Deputy Manager of Exploration Department of
CNOOC, Deputy General Manager and General Manager
of Exploration Department of the Company, General
Manager of CNOOC China Limited Zhanjiang Branch and
Vice President of the Company. Mr. Zhu also serves as the
Director of CNOOC China Limited and CNOOC Deepwater
Development Limited, both being the subsidiaries of the
Company. Mr. Zhu has spent a long time in exploration
research and management of oil and natural gas in offshore
China. He was granted the Special Subsidies from the
government, nominated as candidate for the “National
Hundred, Thousand, and Ten Thousand Talent Project”,
named as an Excellent Science and Technology Worker
of the Nation and awarded the Li Siguang Award for
Geosciences, the highest tribute in geosciences awards
level. In August 2007, Mr. Zhu was appointed as the Chief
Geologist of CNOOC and Executive Vice President of the
Company, responsible for the Company’s oil and gas
exploration operations.

Zhao Liguo

Born in 1953, Mr. Zhao is the General Counsel of the
Company. He is a professor-level senior economist. He
graduated from the Faculty of Law, Peking University in
1983 with a bachelor of laws’ degree. In 1988, he studied
at the Law School of Niigata University in Japan for a year.
Mr. Zhao joined CNOOC in 1983. He served as Head of
Contract Negotiation Division, Deputy General Manager
and General Manager of Legal Department of CNOOC.
At present, he serves as the General Counsel of CNOOC
and the Company. Mr. Zhao was granted PRC lawyer
qualification in 1985 and corporate counsel qualification in
1998. He is an arbitrator of China International Economic
and Trade Arbitration Commission and a member of the
China Maritime Arbitration Commission. Mr. Zhao also
serves as the Director of CNOOC China Limited and
CNOOC International Limited, both being the subsidiaries
of the Company. Mr. Zhao was appointed as the General
Counsel of the Company effective June 2008.

Chen Bi

Bornin 1961, Mr. Chen is an Executive Vice President of the
Company and is responsible for development, production
and sales of the Company. Mr. Chen is a professor-level
senior engineer. He is a professor-level senior engineer.
He graduated from the Southwest Petroleum University
and received a bachelor degree in oil production. He
received a master degree of petroleum engineering from
Edinburgh Heriot-Watt University in 1988, an MBA degree
from Tsinghua University in 2000 and an honorary doctoral
degree in petroleum engineering from Edinburgh Heriot-
Watt University in 2010. Mr. Chen joined CNOOC in 1982
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and has over 31 years of experience in the oil and natural
gas industry. He served as the Deputy Manager of CNOOC
Nanhai West Corporation Oil Production Company, Director
of Production Section, Deputy Manager and General
Manager of Development and Production Department of
the Company, and General Manager of CNOOC China
Limited Tianjin Branch. Mr. Chen also serves as the Director
of CNOOC China Limited, CNOOC International Limited
and CNOOC Deepwater Development Limited, all being
the subsidiaries of the Company. In December 2005, Mr.
Chen was appointed as Vice President of the Company and
General Manager of CNOOC China Limited Tianjin Branch.
In March 2009, Mr. Chen was appointed as the Executive
Vice President of the Company.

Chen Wei

Born in 1958, Mr. Chen is the Worker’s Director of CNOOC,
a Senior Vice President of the Company and the General
Director of CNOOC Research Institute (formerly CNOOC
Research Center). He is a professor-level senior engineer.
He received his B.S. degree from China University of
Petroleum and MBA from Tsinghua University. He has
around 30 years of experience in the oil and gas industry.
Mr. Chen joined CNOOC in 1984 and previously served as
the Deputy Manager for the Development Department, the
Deputy Manager of the Overseas Research Department,
the Manager of the Information Department, and the Deputy
Director of CNOOC Research Center. He has also served
as General Manager of Human Resources Department and
Science and Technology Development of CNOOC, and
the Senior Vice President of the Company and General
Manager of Administration Department of the Company.
In July 2003, Mr. Chen was appointed as the Director
of CNOOC Research Center (later became President of
CNOOC Research Institute). In February 2012, Mr. Chen
was appointed as the Worker’s Director of CNOOC.

Zhang Guohua

Born in 1960, Mr. Zhang is a Senior Vice President of the
Company and the General Manager of CNOOC China
Limited Shanghai Branch. He is a professor-level senior
engineer. He graduated from Shandong Oceanographic
Institute (now Ocean University of China) with a bachelor
degree. He studied in the Business Institute of University
of Alberta in Canada in 2001. He joined CNOOC in 1982
and served as Deputy Chief Geologist and Manager
of Exploration Department of CNOOC Naihai West
Corporation, a subsidiary of CNOOC, Chief Geologist of
CNOOC Research Center, Assistant to General Manager
of CNOOC China Limited and the General Manager of
Exploration Department of the Company. In October 2005,
Mr. Zhang was appointed as General Manager of CNOOC
China Limited Shanghai Branch.

Zhong Hua

Born in 1960, Mr. Zhong is Chief Financial Officer, Joint
Company Secretary and General Manager (Director) of
Investor Relations Department (Office for the Board of
Directors) of the Company. Mr. Zhong is a professor-level



senior economist and senior engineer and graduated from
Southwest Petroleum Institute with a bachelor’s degree in
Qil Exploitation. He received a master’s degree in Petroleum
Engineering from Heriot-Watt University in the United
Kingdom in 1988. He joined CNOOC in 1982, and has been
working in the oil and gas industry for over 30 years. From
1982 to 1999, Mr. Zhong served as Petroleum Engineer of
China Offshore Oil Nanhai West Corporation (“COONWC?),
Expro Northsea Staff in UK, Deputy Manager of Downhole
Services Company, Manager of Wei 10-3 Qilfield, Oilfield
Superintendent of CNOOC Indonesia Project, Supervisor of
Ya 21-1-83 HTHP Well Testing Project, Deputy Manager of
Drilling and Exploitation Institute, Manager of Science and
Technology Department and Manager of Administration
Department of COONWC. From September 1999 to August
2005, Mr. Zhong was General Manager of Administration
Department and General Manager of Development and
Planning Department of the Company. From August 2005
to September 2010, Mr. Zhong served as Vice President,
Executive Vice President, Executive Vice President and
Chief Financial Officer of China Qilfield Services Limited,
a company listed on The Stock Exchange of Hong Kong
Limited and Shanghai Stock Exchange, a subsidiary
of CNOOC. On 16 September 2010, Mr. Zhong was
appointed as Chief Financial Officer of the Company. On 22
March 2012, Mr. Zhong was appointed as Joint Company
Secretary of the Company.

Fang Zhi

Born in 1962, Mr. Fang is a Vice President of the Company
and the General Manager of CNOOC International Limited
and is responsible for the Company’s International affairs.
He is a professor-level senior engineer. He graduated from
Zhejiang University with a bachelor degree in science and
received a MBA degree from University of Birmingham
in 1995. Mr. Fang joined CNOOC in 1982. He served as
Deputy Director of the Research Center of CNOOC Nanhai
East Corporation, Deputy General Manager of CNOOC-
AMOCO Liuhua Joint Operating Group, Manager and
Deputy General Manager of Exploration and Development
Department of CNOOC Nanhai East Corporation, the
Depute General Manager and General Manager of CNOOC
China Limited Shenzhen Branch, and the President of
CNOOC Southeast Asia Ltd. Mr. Fang also serves as the
Director of CNOOC International Limited and CNOOC
Southeast Asia Ltd., both being the subsidiaries of the
Company. In October 2005, Mr. Fang was appointed as
the Vice President of the Company. In April 2009, Mr. Fang
was appointed as General Manager of CNOOC International
Limited. In December 2011, Mr. Fang was appointed
as Vice President and General Manager of International
Cooperation Department of the Company and the head of
the Foreign Affairs Bureau of CNOOC. In February 2013, Mr.
Fang was appointed as Vice Chairman of Nexen Inc.

JOINT COMPANY SECRETARIES

Zhong Hua
Please refer to the biography of Mr. Zhong above for details.
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Jiang Yongzhi

Born in 1973, Mr. Jiang was the Joint Company Secretary
of the Company. He is a CFA Charterholder and qualified
PRC lawyer. In 1995, Mr. Jiang graduated from China
University of Political Science and Law with a bachelor of
laws degree majoring in International Economic Law. In
1997, he completed his study in Mattei School (“La Scuola
Superiore della’ Mattei”) in Milan, Italy with a Master degree
in Energy and Environmental Management and Economics,
majoring in Management of Energy Company. In 2003, he
obtained his MBA degree from Kelley School of Business,
Indiana University in United States of America, majoring in
Finance and Accounting. From 1995 to 2001, Mr. Jiang
worked in China National Petroleum Corporation and then
in Petrochina Company Limited as a legal counsel for the
international business. Mr. Jiang joined the Company in
2003. He firstly served as the Senior Supervisor of Mergers
& Acquisitions in the Controllers Department, then as the
Commercial Manager in CNOOC International Limited,
a subsidiary of the Company, and as the Assistant Chief
Financial Officer of the Company from 2007 to 2009.
Mr. Jiang serves as the General Manager of the Investor
Relations Department and Director of the Office for the
Board of Directors of the Company since 14 December
2009. Mr. Jiang was appointed as the Joint Company
Secretary of the Company with effect from 29 January 2010.
Mr. Jiang resigned as a Joint Company Secretary of the
Company on 22 March 2012.

Tsue Sik Yu, May

Born in 1973, Ms. Tsue Sik Yu, May is the Joint Company
Secretary of the Company. She graduated from Curtin
University of Technology in Australia with a bachelor of
commerce in accounting. Ms. Tsue furthered her education
at The Hong Kong Polytechnic University in Master of
Corporate Governance from 2004 to 2006. She is a fellow
member of both the Institute of Chartered Secretaries and
Administrators and the Hong Kong Institute of Chartered
Secretaries since 2012 and became a member of Company
Secretaries Panel and Advisor for Academy of Professional
Certification in the same year. Furthermore, she is also a
felow member and certified risk trainer of the Institute of
Crisis and Risk Management and an associate member of
CPA Australia. From August 1998 to March 1999, Ms. Tsue
worked in LG International (HK) Ltd. as a senior accounts
clerk. Ms. Tsue joined China Ocean Qilfield Services (HK)
Limited in 1999 as an accountant. She helped to manage
the finance of the CNOOC Insurance Limited since 2000
and became its employee in 2004 as a manager of finance
department. She serves as company secretary of CNOOC
Insurance Limited since March 2007. Ms. Tsue was
appointed as Joint Company Secretary of the Company
with effect from 25 November 2008.
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Report of the Directors

The directors (the “Directors”) of the Company are pleased
to present their report together with the audited financial
statements of the Company for the year ended 31
December 2012.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding
of its subsidiaries. These subsidiaries are principally
engaged in the exploration, development, production and
sales of crude oil and natural gas and other petroleum
products.

SUMMARY OF FINANCIAL INFORMATION AND
OPERATING RESULTS

Please refer to the financial summary on page 2 for a
summary of the assets and liabilities of the Group as at 31
December 2012 and the operating results of the Group for
the year then ended.

LOANS

Please refer to note 28 to the consolidated financial
statements on pages 103 to 105 for details of the loans and
borrowings of the Group as at 31 December 2012.

PROPERTY, PLANT AND EQUIPMENT

Please refer to note 16 to the consolidated financial
statements on pages 95 to 96 for net movements in
property, plant and equipment of the Group for the year
ended 31 December 2012.

RESERVES

The distributable reserves of the Company as at 31
December 2012, as calculated under Section 79B of the
Companies Ordinance (Cap. 32 of the Laws of Hong Kong),
amounted to RMB90,170 million.

Please refer to the consolidated statement of changes in
equity on page 65 and note 31 to the consolidated financial
statements on pages 109 to 110 for movements in the
reserves of the Group and the Company, respectively, for
the year ended 31 December 2012.

SUBSIDIARIES, ASSOCIATES AND JOINT
VENTURE

Particulars of the Company’s subsidiaries, associates and
joint venture as at 31 December 2012 are set out in notes
18, 19 and 20 to the consolidated financial statements on
pages 97 to 101.

DIVIDENDS
An interim dividend of HK$0.15 (tax inclusive) per share was

declared on 21 August 2012, and paid to the shareholders
of the Company on 10 October 2012.
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The Board recommended a payment of a final dividend of
HK$0.32 (tax inclusive) per share for the year ended 31
December 2012, payable on 3 July 2013 to all shareholders
on the register of members of the Company on 7 June 2013
subject to shareholders’approval.

RETIREMENT BENEFITS

Please refer to note 33 to the consolidated financial
statements on page 115 for details of the retirement benefits
of the Group for the year ended 31 December 2012.

MAJOR SUPPLIERS AND CUSTOMERS

Purchases from the largest supplier of the Group for the
year ended 31 December 2012 represented approximately
17% of the Group’s total purchases. The total purchases
attributable to the five largest suppliers of the Group
accounted for approximately 47% of the total purchases of
the Group for the year ended 31 December 2012.

Sales to the largest customer for the year ended 31
December 2012 represented approximately 18% of the
Group’s total revenue. The total sales attributable to
the five largest customers of the Group accounted for
approximately 29% of the Group’s total revenue for the year
ended 31 December 2012.

For the year ended 31 December 2012, except for
the continuing connected transactions with its indirect
controlling shareholder CNOOC and its associates, as
disclosed in the section entitled “Connected Transactions”
below, none of the Directors or their respective associates
or any shareholder of the Company (which to the knowledge
of the Directors owns more than 5% of the Company’s
share capital) had any interests in the five largest suppliers or
customers of the Group.

CHARITABLE DONATIONS

Please refer to page 24 to 25 of the annual report for
information concerning the donations by the Group during
the year.

CONNECTED TRANSACTIONS

The Independent Non-executive Directors have confirmed
that the following continuing connected transactions for the
year ended 31 December 2012 to which any member of the
Group was a party were entered into by the Group:

1. inthe ordinary and usual course of its business;

2. either (@) on normal commercial terms, or (b) if there
was no available comparison, on terms no less
favourable to the Group than those available from
independent third parties; and



3. in accordance with the relevant agreements governing
them and on terms that were fair and reasonable and
in the interests of the Company and the shareholders
as a whole.

Comprehensive framework agreement with CNOOC in
respect of a range of products and services

The Company entered into a new comprehensive
framework agreement on 1 November 2010 with CNOOC
for the provision (1) by the Group to CNOOC and/or its
associates and (2) by CNOOC and/or its associates to the
Group of a range of products and services which may be
required and requested from time to time by either party
and/or its associates in respect of the continuing connected
transactions. The term of the new comprehensive
framework agreement is for a period of three years from
1 January 2011. The new comprehensive framework
agreement is substantially on the same terms as the terms
contained in the comprehensive framework agreements the
Company entered into on 8 November 2007. The continuing
connected transactions under the new comprehensive
framework agreement and the relevant annual caps for the
three years from 1 January 2011 were approved by the
independent shareholders of the Company on 24 November
2010. The annual caps of the “sales of petroleum and
natural gas products (other than long term sales of natural
gas and liquefied natural gas)” and “provision of exploration
and support services” categories for the years 2012 and
2013 were revised in 2012. The continuing connected
transactions under the new comprehensive framework
agreement and the relevant existing annual caps for the
three years ending 31 December 2013 are set out below.

Categories of continuing

connected transactions Annual caps

Provision of exploration, oil and gas development, oil and
gas production as well as marketing, management and
ancillary services by CNOOC and/or its associates to the
Group

(@  Provision of
exploration and
support services

For the three years ending
31 December 2013,
RMB6,676 million,
RMB10,450 million and
RMB11,950 million,
respectively

(b)  Provision of ail For the three years ending

Report of the Directors

(c)  Provision of ail
and gas field
production and
support services

For the three years ending
31 December 2013,
RMB8,228 million,
RMB9,051 million and
RMB9,956 million,
respectively

(d)  Provision of
marketing,
management and
ancillary services

For the three years ending
31 December 2013,
RMB820.98 million,
RMB856.52 million and
RMB905.09 million,
respectively

(e) FPSO vessel leases For the three years ending
31 December 2013,
RMB1,401 million,
RMB1,390 million and
RMB1,546 million,
respectively

Provision of management, technical, facilities and ancillary
services, including the supply of materials by the Group to
CNOOC and/or its associates

Provision of management,
technical, facilities and

For the three years ending
31 December 2013,

ancillary services, including RMB100 million,
the supply of materials to RMB100 million and
CNOOC and/or its RMB100 million,
associates respectively

Sales of petroleum and natural gas products by the Group
to CNOOC and/or its associates

(@  Sales of petroleum
and natural gas
products (other
than long term sales
of natural gas and
liquefied natural gas)

For the three years ending
31 December 2013,
RMB152,315 million,
RMB195,469 million and
RMB296,722 million,
respectively

(b)  Long term sales of
natural gas and
liquefied natural

For the three years ending
31 December 2013,
RMB8,034 million,

gas RMB9,146 million and
RMB21,155 million,
respectively

and gas field
development and
support services

31 December 2013,
RMB24,067 million,
RMB37,906 million and
RMB38,822 million,
respectively
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Financial services provided by CNOOC Finance Corporation
Limited to the Group

On 20 August 2010, the Company entered into a renewal
agreement with CNOOC Finance Corporation Limited
(“CNOOC Finance”) to renew the financial services
framework agreement entered into by the Company and
CNOOC Finance dated 14 October 2008 for the provision
of a range of financial services by CNOOC Finance to the
Group. The renewal agreement is effective from 1 January
2011 to 31 December 2013. The continuing connected
transactions under the renewal agreement are exempted
from independent shareholders’ approval requirements, but
subject to the reporting, annual review and announcement
requirements.

The maximum daily outstanding balance (including accrued
interest) placed by the Group with CNOOC Finance
(excluding funds placed for the purpose of extending
entrustment loans pursuant to the entrustment loan
services) should not exceed RMB9.8 bhillion for the period
from 1 January 2011 (being the effective date of the renewal
agreement) to 30 May 2012, and RMB18.5 billion (as
revised) for the period from 31 May 2012 to 31 December
2013.

The Independent Non-executive Directors have further
confirmed that for the year ended 31 December 2012:

(i) Provision of exploration, oil and gas development,
oil and gas production as well as marketing,
management and ancillary services by CNOOC and/or
its associates to the Group:

(@ The aggregate annual volume of transactions for
the provision of exploration and support services
did not exceed RMB10,450 million.

(b) The aggregate annual volume of transactions
for the provision of oil and gas development and
support services did not exceed RMB37,906
million.

(c) The aggregate annual volume of transactions
for the provision of oil and gas production and
support services did not exceed RMB9,051
million.

(d) The aggregate annual volume of transactions
for the provision of marketing, management and
ancillary services did not exceed RMB856.52
million.

(e)  The aggregate annual volume of transactions for

FPSO vessel leases did not exceed RMB1,390
million.
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(i)  The aggregate annual volume of transactions for the
provision of management, technical, facilities and
ancillary services, including the supply of materials by
the Group to CNOOC and/or its associates did not
exceed RMB100 million;

(i) Sales of petroleum and natural gas products by the
Group to CNOOC and/or its associates:

(@ The aggregate annual volume of transactions
for the sales of petroleum and natural gas
products (other than long term sales of natural
gas and liquefied natural gas) did not exceed
RMB195,469 million.

(b) The aggregate annual volume of the
transactions for the long term sales of natural
gas and liquefied natural gas did not exceed
RMB9,146 million.

(iv)  The maximum daily outstanding balance (including
accrued interest) placed by the Group with CNOOC
Finance (excluding funds placed for the purpose
of extending entrustment loans pursuant to the
entrustment loan services) did not exceed RMB 9.8
billion and 18.5 billion for the period from 1 January
2012 to 30 May 2012 and from 31 May 2012 to 31
December 2012, respectively.

The independent auditors of the Group have reviewed the
continuing connected transactions referred to above and
confirmed to the Board of Directors that the continuing
connected transactions:

1. have received the approval of the Board;

2. were in accordance with the pricing policies as stated
in the Company’s financial statements;

3. were entered into in accordance with the relevant
agreements governing the transactions; and

4. have not exceeded the caps disclosed in previous
announcements.

Please also refer to note 32 to the consolidated financial
statements on pages 111 to 115 for a summary of the
related party transactions which include the Group’s
continuing connected transactions.



Coalbed Methane Resources Exploration and Development
Cooperation Agreement with China United Coalbed
Methane Corporation Limited

On 3 August 2012, CNOOC China Limited (“CNOOC
China”), a wholly-owned subsidiary of the Company,
entered into the Coalbed Methane Resources Exploration
and Development Cooperation Agreement (the
“Cooperation Agreement”) with China United Coalbed
Methane Corporation Limited (“CUCBM”) in connection
with the exploration, development, production and sale of
Coalbed Methane (“CBM”) and CBM products within the
contract areas (as defined in the Cooperation Agreement).
The term of the Cooperation Agreement commences on the
effective date and expires on the later of () 30 years from the
effective date of the Cooperation Agreement, and (i) the end
of the production period of the last CBM field (as defined in
the Cooperation Agreement) in the contract areas, unless
otherwise agreed by CNOOC China and CUCBM. The
Cooperation Agreement and the transactions contemplated
thereunder were approved by independent shareholders
of the Company on 21 August 2012. As at the date of
the Cooperation Agreement, CNOOC China expected
to incur total expenses of RMB9,933.3 million (being (1)
RMB9,713.3 million for the initial three years of the five
years exploration period, plus (2) the minimum exploration
costs of RMB220 million as required under the applicable
PRC laws and regulations for the remaining two years of the
exploration period).CUCBM is a connected person of the
Company, hence the Cooperation Agreement constitutes
a connected transaction of the Company under the Listing
Rules.

Capital injection into CNOOC Finance

For the purpose of meeting external regulatory requirements
as well as enhancing risk resilience and developmental
strength, CNOOC China, China Offshore Oil & Gas
Development & Utilization Company (“CNOOC Oil & Gas”),
an enterprise incorporated in the PRC and a wholly-owned
subsidiary of CNOOC, CNOQOC, the controlling shareholder
of the Company, and Offshore Oil Engineering Co., Ltd.
(“COOEC”), a company limited by shares incorporated in
PRC with its shares listed on the Shanghai Stock Exchange
and CNOOQOC as its controlling shareholder, entered into
a Capital Injection Agreement (the “Capital Injection
Agreement”) with CNOOC Finance, which is a subsidiary of
CNOQOC and therefore a connected person of the Company
by virtue of being an associate of CNOOC on 27 August
2012. Pursuant to the Capital Injection Agreement, CNOOC
China, CNOOC, CNOOC Oil & Gas and COOEC agreed to
inject further capital into CNOOC Finance according to their
respective holding of equity interests in CNOOC Finance
as at the date of the Capital Injection Agreement (the
“Capital Injection”). Under the Capital Injection Agreement,
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CNOOC China subscribed for CNOOC Finance’s increased
registered capital according to its holding of equity
interests therein, which was RMB822,084,806 at the
date of the Capital Injection Agreement. Upon completion
of the Capital Injection, the respective holding of equity
interests of CNOOC China, CNOOC, CNOOC Oil & Gas
and COOEC in CNOOC Finance will remain unchanged,
being approximately 31.80%, 62.90%, 3.53% and 1.77%
respectively.

SHARE CAPITAL

Please refer to note 30 to the consolidated financial
statements on page 106 for details of movements in the
Company’s share capital for the year ended 31 December
2012.

SHARE OPTION SCHEMES

The Company has adopted the following share option
schemes for the grant of options to the Company’s
Directors, senior management and other eligible grantees:

Pre-Global Offering Share Option Scheme;
2001 Share Option Scheme;

2002 Share Option Scheme; and

2005 Share Option Scheme.

PON =

Under these share option schemes, the Remuneration
Committee of the Board will from time to time propose
for the Board’s approval for grant of and the number of
share options to be granted to the relevant grantees. The
maximum aggregate number of shares (including those
that could be subscribed for under the Pre-Global Offering
Share Option Scheme, the 2001 Share Option Scheme, the
2002 Share Option Scheme and the 2005 Share Option
Scheme) which may be issued upon exercise of all options
to be granted shall not exceed 10% of the total issued share
capital of the Company as at 31 December 2005, being the
date on which the shareholders of the Company approved
the 2005 Share Option Scheme, excluding share options
which have lapsed in accordance with the terms of the share
option scheme.

Please refer to the note 30 to the consolidated financial
statements on pages 106 to 108 for details regarding each
of these share option schemes of the Company. Save as
those disclosed in the annual report, no right to subscribe
for equity or debt securities of the Company has been
granted by the Company to, nor have any such rights been
exercised by, any other person during the year ended 31
December 2012.
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PURCHASE, SALE OR REDEMPTION OF SHARES

On 10 January 2012, the Company cancelled 12,875,000 of the 22,894,000 shares repurchased in 2011. During the year
ended 31 December 2012, there was no purchase, sale or redemption of the Company’s listed securities by the Company or

any of its subsidiaries.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS IN SHARE CAPITAL

As at 31 December 2012, so far as was known to the Directors and chief executive of the Company, the persons, other than a
Director or chief executive of the Company, who had an interest or a short position in the Shares and underlying Shares which
would fall to be disclosed to the Company under the provisions of Divisions 2 and 3 of Part XV of the SFO were as follows:

Percentage

Ordinary of Total

Shares Held Issued Shares

(i) CNOOC (BVI) Limited 28,772,727,268 64.45%
(i) Overseas Oil & Gas Corporation, Ltd. (“OOGC”) 28,772,727,273 64.45%
(i) CNOOC 28,772,727,273 64.45%

Note: CNOOC (BVI) Limited is a direct wholly owned subsidiary of OOGC, which is a direct wholly owned subsidiary of CNOOC. Accordingly, CNOOC
(BVI) Limited’s interests are recorded as the interests of OOGC and CNOOC.

All the interests stated above represent long positions. As at
31 December 2012, save as disclosed above, the Directors
and chief executive of the Company are not aware of any
other person having interests or short positions (other
than the Directors and chief executives of the Company)
in the Shares and underlying Shares which would fall to
be disclosed to the Company under the provisions of
Divisions 2 and 3 of Part XV of the SFO, or who is, directly
or indirectly, interested in 10% or more of the nominal value
of any class of share capital carrying rights to vote in all
circumstances at general meetings of any other member of
the Group.

DIRECTORS AND SENIOR MANAGEMENT OF
THE COMPANY

Please refer to pages 42 to 47 for information concerning
the Directors and senior management of the Company.

DIRECTORS’ INTERESTS

Apart from holding personal interests in options to subscribe
for shares in the Company granted under the share option
schemes of the Company as disclosed in this annual report,
as at 31 December 2012, none of the Directors and chief
executives of the Company had registered an interest or
short position in the shares, underlying shares or debentures
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of the Company or any of its associated corporations (within
the meaning of Part XV of the SFO), or as being recorded
pursuant to section 352 of the SFO, or as otherwise notified
to the Company and the Hong Kong Stock Exchange
pursuant to the Model Code. All the interests held by the
Company’s Directors and chief executive represent long
positions.

DIRECTORS’ SERVICE CONTRACTS AND
INTERESTS IN CONTRACTS

No Director (including those to be re-elected) has an
unexpired service contract with the Company which is
not determinable by the Company within one year without
payment of compensation (other than normal statutory
obligations).

Save as disclosed in this annual report, as at 31 December
2012 or during the year, none of the Directors had a material
interest, whether directly or indirectly, in any contract of
significance to the business of the Group to which the
Company or any of its subsidiaries was a party.

EMOLUMENTS OF THE DIRECTORS, SENIOR
MANAGEMENT AND THE FIVE HIGHEST PAID
INDIVIDUALS

Please refer to notes 10 and 11 to the consolidated financial
statements on pages 88 to 91 for details of the emoluments
of the Directors, senior management and the five highest
paid individuals of the Company.



MATERIAL LEGAL PROCEEDINGS

On 11 October 2012, the Company was served with a
purported class action complaint filed by Sam Sinay,
individually and on behalf of all others similarly situated in the
Unites States District Court for the Southern District of New
York (the “Complaint”). The Complaint is lodged against
the Company and certain of its officers, which alleges
that during the period between 27 January 2011 and 16
September 2011, the Company made materially false and
misleading statements regarding its business and financial
results and the oil spill accidents occurred at the Penglai
19-3 ailfield.

The Company believes that the allegations and the claims
in the Complaint are without merit and intends to defend
itself vigorously against such claims. On 21 December 2012,
the Company filed a motion to dismiss the Complaint in the
same court.

Except for the Complaint disclosed above, as at 31
December 2012, the Company was not involved in any
material litigation or arbitration and no material litigation or
arbitration were pending or threatened or made against the
Company so far as the Company is aware.

COMPLIANCE WITH THE CORPORATE
GOVERNANCE CODE

Except deviation from the CG Code provisions A.4.1, the
Company has complied with the code provisions of the
CG Code (before and after its revision came into effect on
1 April 2012) as set out in Appendix 14 of the Listing Rules
throughout the year ended 31 December 2012.

Please refer to the Corporate Governance Report on pages
27 to 41 for details.

AUDITORS

Ernst & Young was appointed as the independent auditors
of the Company for the year ended 31 December 2012
and has audited the accompanying financial statements.
Reference is made to the announcement of the Company
dated 22 March 20183. In light of the requirements of the
Ministry of Finance of the People’s Republic of China and
the State-owned Assets Supervision and Administration
Commission of the State Council of the People’s Republic
of China in respect of the term of office of the auditors,
the Board has, with the recommendation of the Audit
Committee of the Company, resolved to recommend the
appointment of Deloitte Touche Tohmatsu as the new
independent auditors of the Group following the retirement
of Ernst & Young upon expiration of its current term of
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office with effect from the conclusion of the forthcoming
annual general meeting (“AGM”). An ordinary resolution
will be proposed at the AGM to appoint Deloitte Touche
Tohmatsu as the new independent auditors of the Group
with effect from the date on which the proposed resolution
is adopted at the AGM until the conclusion of the next
annual general meeting of the Company. Ernst & Young has
confirmed in writing that there are no matters in connection
with its retirement that need to be brought to the attention
of the shareholders. The Board recognizes the change of
independent auditors was for good corporate governance to
ensure the independence of the auditors, and confirms there
are no circumstances in respect of the proposed change of
independent auditors of the Group that need to be brought
to the attention of the shareholders.

SUFFICIENCY OF PUBLIC FLOAT

As at the date of this report, the Directors confirmed
that based on information that is publicly available to the
Company and within the knowledge of the Directors, the
Company had maintained sufficient amount of public float as
required under the Listing Rules.

VOTING BY POLL

In 2012, all votes of shareholders were taken by poll in the
annual general meeting and extraordinary general meetings
of the Company. With effect from 1 January 2012, pursuant
to the new Rule 13.39(4), all votes of shareholders will be
taken by poll except where the chairman, in good faith,
decides to allow a resolution which relates purely to a
procedural or administrative matter to be voted on by a
show of hands.

By Order of the Board
Wang Yilin
Chairman

Hong Kong, 22 March 2013
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Management Discussion and Analysis

The following discussion and analysis should be read
in conjunction with the Chairman’s Statement, the
CEO'’s Statement and the Business Overview section,
as well as the Group’s audited financial statements
and the related notes.

STRATEGIES AND RISKS

Growth Strategy

As one of the largest independent oil and gas exploration
and production companies, we mainly engage in
exploration, development, production and sales of oil and
natural gas. The principal components of our strategy are as
follows:

Focus on reserve and production growth

As an upstream company specializing in the exploration,
development, production and sales of oil and natural
gas, we consider reserve and production growth as top
priority. We plan to increase our reserves and production
through drill bits and value-driven acquisitions. We will
continue to concentrate independent exploration efforts on
major operating areas, especially in offshore China. In the
meantime, we will continue to enter into PSCs with foreign
partners to lower capital requirements and exploration risks.
In 2012, we achieved a reserve replacement ratio of 188%.

We increase production primarily through the development
of proved undeveloped reserves. As of 31 December 2012,
approximately 58.5% of our proved reserves were classified
as proved undeveloped, which gives us the opportunity
to achieve future production growth, as long as these
proved undeveloped reserves are developed faster than the
depletion rate of our currently producing reserves.

Develop natural gas business

We plan to capitalize on the growth potential of the PRC
natural gas market, and continue to explore and develop
natural gas fields. To the extent we invest in businesses and
geographic areas where we have limited experience and
expertise, we plan to structure our investments as alliances
or partnerships with partners possessing the relevant
experience and expertise.

In 2013, the large-size gas field Liwan 3-1 in deepwater
South China Sea will commence production. We expect
that our natural gas production would continue to increase
accordingly.
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Maintain prudent financial policy

We will continue to maintain our prudent financial policy.
As an essential part of our corporate culture, we continue
to promote the cost consciousness among both our
management team and other employees. Also, in our
performance evaluation system, cost control is always one
of the most important key performance indicators.

Aiming to reduce production cost, we plan to actively
promote the regional development of oil and gas field
groups and to apply up-to-date offshore engineering, drilling
and production technologies to our operations.

Currently, we have a strong financial position with a low
gearing ratio. We intend to maintain our financial strength
by managing key measures such as capital expenditures,
cash flows and costs per BOE. We also intend to actively
manage our account receivables and inventories to enhance
liquidity and improve profitability. We will continue to monitor
our foreign currency denominated asset and debts and to
manage exposure to foreign exchange rate fluctuations.

RISK FACTORS

The exploration and production of the oil and gas industry
involves a high degree of risks. Our market risk exposures
primarily consist of fluctuations in oil and gas prices,
changes in reserves, HSE, changes in fiscal regimes and
regulatory rules and policies and changes in exchange rates
and interest rates.

Fluctuations in oil and gas prices

Since the Company’s realized oil prices mainly benchmark
to international oil prices, fluctuations in international oil
prices would have a significant impact on the Company’s
sales revenue and profit. In addition, the Company’s natural
gas sales contracts consist of price adjustment provisions.
Any changes in international oil prices, inflation rate and
domestic natural gas price policies may result in changes
in natural gas prices, which will affect the Company’s
profitability.

Changes in reserves

High-risk and capital-intensiveness are characteristics
of the exploration and development of oil and gas. The
Company’s exploration and development activities are
exposed to various risks, including its inability to encounter
any commercial discoveries.



In addition, reserve appraisal depends on a number of
factors, including the quantity and quality of technical
and economic data, assumptions in oil price assessment,
production curve as well as fiscal terms. If these factors and
assumptions were proven to be inaccurate, the Company
might need to adjust its reserves.

HSE

The Company is exposed to blowout, fire and spillage risks
arising from the exploration, development and production
operations. Any accident which may lead to casualties,
property damage and environmental pollution may have
an impact on the Company’s operational and financial
conditions.

Changes to fiscal regimes and regulatory rules
and policies

The Company has oil and gas assets in the PRC and
various countries in overseas. Any change in fiscal regimes
of these countries, including the introduction of new taxes
and increases in tax rates, may affect the profitability of the
Company.

Other changes in regulatory rules, including policies on
oil and gas prices, resource nationalization and exchange
controls, may affect the Company’s operational and
financial position.

Currency risk

The Company’s oil and gas sales are substantially
denominated in Renminbi and US dollars. On 21 July 2005,
China reformed its exchange rate regime by adopting a
managed floating exchange rate approach that is based
on market supply and demand and with reference to a
basket of currencies. Renminbi is no longer pegged to US
dollars. From 1 January 2012 to 31 December 2012 (the last
working day in 2012), Renminbi appreciated approximately
0.25% against US dollars. At the reporting date, 92.2%
(2011: 86.0%) of the Group’s cash and cash equivalents
and time deposits with maturity over three months were
denominated in Renminbi, and the remaining amounts were
denominated in US dollars and Hong Kong dollars.

Interest rate risk

As at the end of 2012, the interest rates of 48.6% of the
Company’s debts were fixed. The weighted average
term of the Company’s debt balance outstanding was
approximately 7.11 years.

Please also refer to note 38 to the consolidated financial
statements on pages 122 to 123 for other financial risks of
the Company.

Management Discussion and Analysis

2012 OVERVIEW

In 2012, the European economies were still tramped in
sovereign debt crisis and the developed economies faced
numerous difficulties in economic growth. The global
economic recovery was still slow. On the other hand, China
maintained a steady and rapid economic growth. Affected
by economic conditions and supply-demand relationship,
international oil prices experienced fluctuations in 2012, but
generally maintained at a high level.

During the year, faced by complex external conditions, the
Company overcame various unfavorable factors, seized
opportunity to lay a solid foundation for development, and
achieved satisfactory results.

In 2012, the Company achieved its annual production
target, with a net oil and gas production of 342.4 million
BOE, representing a 3.2% increase year over year. The
Company also made new breakthroughs in exploration in
shallow water and deepwater offshore China and overseas,
achieving a reserve replacement ratio of 188%.

In 2012, the Company made significant progress in
its overseas development and successfully acquired
Nexen. This transaction laid down resources base for
the Company’s long-term development and built a new
overseas platform for the Company.

The Company maintained a solid financial position in
2012. Its oil and gas sales were RMB194,774 million
(US$30,860.1 million, with the exchange rates applicable
for 2012 at 6.3115), representing an increase of 2.9% year
over year. Net profit was RMB63,691 million (US$10,091.3
million), representing a decrease of 9.3% over last year.

For the year ended 31 December 2012, the Company’s
basic and diluted earnings per share were RMB1.43 and
RMB1.42, respectively. The Company’s board of directors
recommended the payment of a final dividend of HK$0.32
per share (tax inclusive).

The 2013 outlook of the global political and economic
situation remains complex and tough. The global economic
recovery continued to be largely uncertain. On the other
hand, China will continue to implement a proactive fiscal
policy and prudent monetary policy, and by adhering to the
overall goal of “pursuing growth cautiously” for economic
and social development, China’s economy is expected to
maintain steady growth.
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Management Discussion and Analysis

Facing a complex and tough external conditions in 2013,
the Company is committed to solidifying its foundation for
development and carrying out various works in accordance
with the Company’s blueprint of “A New Leap Forward”. The
Company’s key tasks include:

First, to strive to achieve the annual production target.

Second, to continue to enhance exploration and
development efforts.

Third, to strengthen overseas operations.

Fourth, to tighten cost control and further improve
efficiency.

BUSINESS REVIEW

For details, please refer to “Business Overview” on page 13
of the annual report.

FINANCIAL RESULTS

Consolidated net profit

Our consolidated net profit decreased 9.3% to RMB63,691
million (US$10,091.3 million) in 2012 from RMB70,255
million in 2011. Benefitting from the stable growth in
production, oil and gas sales increased continuously
in 2012. However, due to the increased investments in
exploration and the increased workload on maintenance,
workover and well stimulation, the increased proportion of
shale oil and gas and oil sands projects with relatively higher
costs, as well as the full utilisation of investment tax credits
applicable to Nigeria OML130 project in 2011, our net profit
decreased compared with last year.

Revenues
QOur oil and gas sales, realized prices and sales volume in 2012 are as follows:
2012 2011 Change Change (%)
Oil and gas sales (RMB million) 194,774 189,279 5,495 2.9%
Crude il 181,825 176,703 5,122 2.9%
Natural gas 12,949 12,576 373 3.0%
Sales volume (million BOE) 322.6 314.0 8.6 2.7%
Crude oil (million barrels) 260.8 249.3 11.5 4.6%
Natural gas (bcf) 356 378 (22) (5.8%)
Realized prices
Crude oil (US$/barrel) 110.48 109.75 0.73 0.7%
Natural gas (US$/mcf) 5.77 5.15 0.62 12.0%
Net production (million BOE) 342.4 331.8 10.6 3.2%
China 267.0 261.9 5.1 1.9%
Overseas 75.4 69.9 55 7.9%

The increase of our oil sales was primarily due to the
significant increase of production in North American shale oil
and gas projects and the production from the acquired oil
sands project in Canada at the end of 2011.

The increase of our gas sales was primarily due to the
commencement of production of Yacheng 13-4 in offshore
China and the increase in realized overseas gas prices as
a result of our increased gas sales in the spot market by
capturing the opportunities from the increase of spot market
gas prices in Southeast Asia.

In 2012, our oil and gas net production was 342.4
million BOE (including our interest in equity-accounted
investees), of which offshore China and overseas operations
contributed 267.0 million BOE and 75.4 million BOE,

CNOOC LIMITED Annual Report 2012

respectively. The overseas production accounted for 22.0%
of our total net production in 2012, compared with 21.1% in
2011.

Operating expenses

Our operating expenses increased 17.4% to RMB21,445
million (US$3,397.8 million) in 2012 from RMB18,264
million in 2011. Operating expenses per BOE increased
13.3% to RMB65.9 (US$10.44) per BOE in 2012 from
RMB58.2 (US$9.01) per BOE in 2011. Operating expenses
per BOE offshore China increased 8.1% to RMB57.8
(US$9.16) per BOE in 2012 from RMB53.5 (US$8.28)
per BOE in 2011, mainly attributable to the increased
workload on maintenance, workover and well stimulation.
Overseas operating expenses per BOE increased 25.4%
to RMB102.5 (US$16.24) per BOE in 2012 from RMB81.7



(US$12.65) per BOE in 2011. These increases were
primarily contributed by the increased production proportion
from oil sands in Canada, which has higher operating cost
than conventional projects, and the commencement of
production of Irag technical service contract.

Taxes other than income tax

Our taxes other than income tax increased 51.3% to
RMB15,632 million (US$2,476.7 million) in 2012 from
RMB10,332 million in 2011, primarily as a result of payment
of resource tax for operations in offshore China since
November 2011.

Exploration expenses

Our exploration expenses increased 73.3% to RMB9,043
million (US$1,432.8 million) in 2012 from RMB5,220
million in 2011, primarily as a result of our continuously
enhancing exploratory activities in offshore China. In 2012,
we acquired 16,100 km 2D seismic data and 26,700
km? 3D seismic data in offshore China, among which the
collection of 3D seismic data represented an increase of
3,300 km? from 2011. Our continuing efforts in exploration
has led to a series of important reserves discoveries and
upgrade. In addition, our investment in drilling also increased
continuously. Our independent exploration activities
consisted of 96 exploration wells, increased by 17.1%
from 82 exploration wells. Dry hole expenses increased
101.4% to RMB3,999 million (US$633.6 million) in 2012
from RMB1,986 million in 2011, including costs of some
uncertain wells those were capitalized previously and written
off according to appraisal result this year. In addition, due
to the unfavorable exploration drilling results, some of the
unproved properties of shale oil and gas project located
in North America were written off in 2012, which also
contributed to the increase of exploration expenses.

Depreciation, depletion and amortization

Our depreciation, depletion and amortization increased
7.8% to RMB32,903 million (US$5,213.2 million) in
2012 from RMB30,521 million in 2011. Our average
depreciation, depletion and amortization per BOE, excluding
the dismantlement-related depreciation, depletion and
amortization, increased 5.9% to RMB92.1 (US$14.59) per
BOE in 2012 from RMB86.9 (US$13.45) per BOE in 2011.
These increases were mainly attributable to the increased
production proportion from shale oil and gas and oil sands
projects overseas, which have higher depreciation per BOE.

The dismantlement-related depreciation, depletion and
amortization costs decreased 9.6% to RMB2,946 million
(US$466.8 million) in 2012 from RMB3,258 million in 2011.
Our average dismantling costs per BOE decreased 12.8%
to RMB9.06 (US$1.43) per BOE in 2012 from RMB10.38
(US$1.61) per BOE in 2011. The main reason for these
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decreases was because, according to the latest estimated
dismantlement scheme in 2012, the Company adjusted
the dismantlement obligations of some oil and gas fields in
offshore China.

Special Oil Gain Levy

Our Special Oil Gain Levy decreased 17.8% to RMB26,293
million (US$4,165.9 million) in 2012 from RMB31,982 million
in 2011, primarily benefiting from the PRC government’s
increase in the levy threshold from US$40 to US$55
(effective from November 2011).

Selling and administrative expenses

Our selling and administrative expenses increased 18.3%
to RMB3,377 million (US$535.1 million) in 2012 from
RMB2,854 million in 2011. Our selling and administrative
expenses per BOE increased 14.1% to RMB10.38
(US$1.64) per BOE in 2012 from RMB9.10 (US$1.41) per
BOE in 2011. These increases were primarily due to the
continuous increase in technical research expenses, which
was in accordance with the Company’s strategy of leading
future development through technology innovation in the
Company’s blueprint of “A New Leap Forward”.

Finance costs/Interest income

Our finance costs decreased 6.1% to RMB1,603 million
(US$254.0 million) in 2012 from RMB1,707 million in 2011,
primarily due to the interest and fees paid by the Company
upon the early redemption of the first lien notes of Canada
oil sand project in 2011. Our interest income decreased
16.2% to RMB1,002 million (US$158.8 million) in 2012 from
RMB1,196 million in 2011, mainly as a result of less interest
earned from the narrowed scale of banking deposits in
2012 and the decreased effective interest rates to increase
liquidity for preparation of the closing of the acquisition
project of Nexen.

Exchange gains, net

Our net exchange gains decreased 43.6% to RMB359
million (US$56.9 million) in 2012 from RMB637 million in
2011, primarily as a result of the reduced exchange gain
of Renminbi/US dollars and Renminbi/HK dollars, partially
offset by the increased exchange gain of Canadian/US
dollars during 2012.

Investment income

Our investment income increased 30.9% to RMB2,392
million (US$379.0 million) in 2012 from RMB1,828 million in
2011, primarily attributable to the increase in investments
on corporate wealth management products and the
optimization of investment portfolios under the condition
that the products and portfolios are of good liquidity and low
risk.
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Share of profits/losses of associates/a joint venture
Due to changes in local preferential tax policy applicable to
our joint venture, our share of losses of associates/a joint
venture was RMB27 million (US$4.3 million) in 2012, while in
2011, we shared a profit of RMB567 million.

Income tax expense

Our income tax expense increased 18.7% to RMB26,481
million (US$4,195.7 million) in 2012 from RMB22,310 million
in 2011, and the effective tax rate increased to 29.4% in

2012 from 24.1% in 2011. The increase in effective tax rate
was mainly attributable to the full utilisation of investment tax
credits applicable to Nigeria OML130 project in 2011.

Capital Resources and Liquidity

Overview

Our primary source of cash during 2012 was cash flows
from operating activities. We used cash primarily to fund
capital spending program and dividends.

RMB million

Generated from operating activities 92,574
Used in investing activities (63,797)
Acquisition activities (11,141)
Capital expenditure (54,331)
Generated from/used in financing activities 2,584

2012

2011 Change
US$ million RMB million RMB million %
14,667.5 116,171 (23,597) (20.3%)
(10,108.1) (99,036) 35,239 (35.6%)
(1,765.2) (24,831) 13,690 (55.1%)
(8,608.3) (36,823) (17,508) 47 5%
409.4 (20,246) 22,830 (112.8%)

Cash generated from operating activities

In 2012, the decrease in cash inflow from operating activities
was mainly attributable to the increase of tax payment and
operating expense.

Cash used in investing activities

In 2012, cash outflow from investing activities mainly
included the payments of (1) RMB7,863 million for the
acquisition of Uganda assets; (2) RMB1,610 million for the
acquisition by Bridas of downstream refinery; (3) RMB822
million for the increased investment in Finance; and (4)
RMB708 million to fund Chesapeake’s share of drilling and
completion costs pursuant to a commitment made at the
acquisition of the Niobrara project.

In 2012, our capital expenditures (other than for the
acquisitions mentioned above) increased 47.5% to
RMB54,331 million (US$8,608.3 million), primarily as a result
of the increase in exploration activities and the development
of projects under construction. Our development
expenditures in 2012 primarily related to the development of
the Eagle Ford Shale project, Liwan 3-1 and Suizhong 36-1
Phase Il, as well as the expenses incurred for improving
recovery factors of the oilfields in production.
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In addition, our cash used in investing activities was
also attributable to purchase of available-for-sale and
held-to-maturity financial assets of RMB151,292 million
(US$23,970.8 million). Our cash generated from investing
activities was mainly from the proceeds from the sales of
available-for-sale and held-to-maturity financial assets in
the amount of RMB140,359 million (US$22,238.6 million).
Our time deposits with maturity of more than three months
decreased by RMB7,586 million (US$1,201.9 million) in
2012.

Cash generated from financing activities

In 2012, the increase in net cash inflow from financing
activities was mainly due to the proceeds of bank
borrowings of RMB21,459 million (US$3,400.0 million)
and RMB12,571 million (US$1,991.8 million) from the
issuance of guaranteed notes, partially offset by the cash
outflow of the distribution of dividends of RMB15,635
million (US$2,477.2 million), the repayment of bank loans
of RMB10,825 million (US$1,715.1 million) and guaranteed
notes of RMB3,150 million (US$499.1 million).

At the end of 2012, our total outstanding debt was
RMB57,886 million (US$9,171.5 million), compared to
RMB37,995 million at the end of 2011. The increase in
debt in 2012 was primarily attributable to the issuance
of guaranteed notes of US$2 billion and the increase of
short-term bank loans. Our gearing ratio, which is defined
as interest-bearing debt dividend by the sum of interest-
bearing debt plus equity, was 15.7%, higher than that of
12.6% in 2011.



OTHERS

Employees
As of 31 December 2012, the Company has a total of
10,063 employees.

Since 4 February 2001, the Company has adopted 4
stock option plans that were applicable to directors, senior
management members and other qualified beneficiaries and
to be exercised thereafter in accordance with each stock
option plan.

The Company has set up a recruitment system that
is primarily market driven, and has adopted a more
appropriate salary structure.

For more information on employees and human resources,

please refer to “Human Resources” in “Business Overview”
section of this annual report.

CHARGES ON ASSETS

Please refer to Note 39 to the Consolidated Financial
Statements of this annual report.

CONTINGENT LIABILITIES

Please refer to Note 35 to the Consolidated Financial
Statements of this annual report.

SIGNIFICANT ACQUISITION

Please refer to Note 4 to the Consolidated Financial
Statements of this annual report.

Management Discussion and Analysis
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Independent Auditors’ Report

Ell ERNST & YOUNG

To the shareholders of CNOOC Limited
(Incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of CNOOC Limited (the “Company”) and its subsidiaries (together, the
“Group”) set out on pages 63 to 123, which comprise the consolidated and company statements of financial position as at 31
December 2012, the consolidated statement of comprehensive income, the consolidated statement of changes in equity and
the consolidated statement of cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Directors’ responsibility for the consolidated financial statements

The directors of the Company are responsible for the preparation of consolidated financial statements that give a true and fair
view in accordance with International Financial Reporting Standards issued by the International Accounting Standards Board,
Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants and the Hong
Kong Companies Ordinance, and for such internal control as the directors determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. Our report is made
solely to you, as a body, in accordance with Section 141 of the Hong Kong Companies Ordinance, and for no other purpose.
We do not assume responsibility towards or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified
Public Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditors’ judgement, including the assessment of the risks
of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditors consider internal control relevant to the entity’s preparation of the consolidated financial statements
that give a true and fair view in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by the directors, as well
as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company and of
the Group as at 31 December 2012, and of the Group’s profit and cash flows for the year then ended in accordance with
International Financial Reporting Standards and Hong Kong Financial Reporting Standards and have been properly prepared
in accordance with the Hong Kong Companies Ordinance.

Ernst & Young
Certified Public Accountants

22/F, CITIC Tower
1 Tim Mei Avenue
Central, Hong Kong
22 March 2013
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Consolidated Statement of Comprehensive Income

Year ended 31 December 2012
(All amounts expressed in millions of Renminbi, except per share data)

Group
Notes 2012 2011

REVENUE

Oil and gas sales 6 194,774 189,279

Marketing revenues 50,771 50,469

Other income 2,082 1,196

247,627 240,944

EXPENSES

Operating expenses (21,445) (18,264)

Taxes other than income tax 12 (ii) (15,632) (10,332)

Exploration expenses (9,043) (5,220)

Depreciation, depletion and amortisation 8 (32,903) (80,521)

Special oil gain levy 7 (26,293) (31,982)

Impairment and provision (31) (22)

Crude oil and product purchases (50,532) (560,307)

Selling and administrative expenses (3,377) (2,854)

Others (1,230) (835)

(160,486) (150,337)

PROFIT FROM OPERATING ACTIVITIES 87,141 90,607
Interest income 8 1,002 1,196
Finance costs 9 (1,603) (1,707)
Exchange gains, net 8 359 637
Investment income 8 2,392 1,828
Share of profits of associates 284 320
Share of (losses)/profits of a joint venture (311) 247
Non-operating income/(expenses), net 908 (563)
PROFIT BEFORE TAX 8 90,172 92,565

Income tax expense 12 (i) (26,481) (22,310)
PROFIT FOR THE YEAR ATTRIBUTABLE TO

OWNERS OF THE PARENT 63,691 70,255
OTHER COMPREHENSIVE (LOSS)/INCOME

Exchange differences on translation of foreign operations (42) (3,826)

Net loss on available-for-sale financial assets, net of tax 21 (1,128) (800)

Share of other comprehensive income/(loss) of associates 21 (20)
OTHER COMPREHENSIVE LOSS FOR THE

YEAR, NET OF TAX (1,149) (4,646)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR

ATTRIBUTABLE TO OWNERS OF THE PARENT 62,542 65,609
EARNINGS PER SHARE ATTRIBUTABLE TO

ORDINARY EQUITY HOLDERS OF THE PARENT

Basic (RMB Yuan) 15 1.43

Diluted (RMB Yuan) 15 1.42

Details of the dividends proposed and paid for the year are disclosed in Note 14 to the consolidated financial statements.
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Consolidated Statement of Financial Position

31 December 2012
(All amounts expressed in millions of Renminbi)

Group
Notes 2012 2011

NON-CURRENT ASSETS
Property, plant and equipment 16 252,132 220,567
Intangible assets 17 973 1,038
Investments in associates 19 3,857 2,822
Investment in a joint venture 20 20,160 20,175
Available-for-sale financial assets 21,36 7,051 7,365
Deferred tax assets 12 (i) 40 -
Other non-current assets 22 963 379
Total non-current assets 285,176 252,341
CURRENT ASSETS
Inventories and supplies 23 5,247 4,380
Trade receivables 24 23,624 20,662
Held-to-maturity financial assets - 23,467
Available-for-sale financial assets 21,36 61,795 27,576
Other current assets 8,314 7,684
Time deposits with maturity over three months 25 16,890 24,476
Cash and cash equivalents 25 55,024 23,678
Total current assets 170,894 131,923
CURRENT LIABILITIES
Loans and borrowings 28 28,830 19,919
Trade and accrued payables 26 23,989 20,424
Other payables and accrued liabilities 27 17,435 22,217
Taxes payable 12,183 7,656
Total current liabilities 82,437 70,216
NET CURRENT ASSETS 88,457 61,707
TOTAL ASSETS LESS CURRENT LIABILITIES 373,633 314,048
NON-CURRENT LIABILITIES
Loans and borrowings 28 29,056 18,076
Provision for dismantlement 29 29,406 24,964
Deferred tax liabilities 12 (i) 3,403 5,488
Other non-current liabilities 1,988 2,664
Total non-current liabilities 63,853 51,192
NET ASSETS 309,780 262,856
EQUITY
Equity attributable to owners of the parent

Issued capital 30 949 949

Reserves 31 308,831 261,907
TOTAL EQUITY 309,780 262,856
Li Fanrong Wu Guanggqi
Director Director
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Consolidated Statement of Changes in Equity

Year ended 31 December 2012
(All amounts expressed in millions of Renminbi)

Attributable to owners of the parent

Share premium Statutory
and capital Cumulative and non- Proposed

Issued redemption translation  distributable Other Retained final

capital reserve reserve resernves reserves eanings dividend Total
At 1 January 2011 949 42,129 (13,361) 20,000 10,972 145,656 9,421 215,766
Total comprehensive income for the year - - (3,826) - (820) 70,255 - 65,609
2010 inal dividend - - - - - 134 (9,421) (9,287)
2011 interim dividend - - - - - (9,106) - (9,106)
Proposed 2011 final dividend - - - - - (10,142) 10,142 -
Share repurchases (note 30) - - - - - (256) - (256)
Equity-settled share option expenses (note 30) - - - - 143 - - 143
Appropriation and utilisation of safety fund, net - - - - (13) - - (13
At 31 December 2011 949 42,129° (17,187) 20,000 10,282" 196,541 10,142* 262,856
At 1 January 2012 949 42,129 (17,187) 20,000 10,282 196,541 10,142 262,856
Total comprehensive income for the year - - (42) - (1,107) 63,691 - 62,542
2011 final dividend - - - - - 49) (10,142) (10,191)
2012 interim dividend - - - - - (6,477) - (b,477)
Proposed 2012 final dividend - - - - - (11,563) 11,563 -
Equity-settled share option expenses (note 30) - - - - 50 - - 50
At 31 December 2012 949 42,129° (17,229 20,000 9,205 243,143" 11,563 309,780

*

statement of financial position.

These reserve accounts comprise the consolidated reserves of approximately RMB308,831

million (2011: RMB261,907 million) in the consolidated
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Consolidated Statement of Cash Flows

Year ended 31 December 2012
(All amounts expressed in millions of Renminbi)

Group
Notes 2012 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash generated from operations 34 117,736 140,809
Income taxes paid (25,162) (24,638)
Net cash flows from operating activities 92,574 116,171
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of oil and gas properties (8,709) (15,950)
Additions of property, plant and equipment (54,145) (36,422)
Additions of intangible assets (142) (121)
Purchase of leasing rights (44) (280)
Acquisition of subsidiaries - (7,933)
Acquisition of interest in an associate - (948
Additions in associate/joint venture investment (2,432) -
Disposal of a subsidiary - 1,340
Decrease/(increase) in time deposits with maturity over three months 7,586 (12,500)
Dividends received from associates/a joint venture 1,352 184
Interest received 1,591 1,013
Investment income received 1,956 1,288
Purchase of current available-for-sale and

held-to-maturity financial assets (151,292) (206,266)
Proceeds from sale of current available-for-sale and

held-to-maturity financial assets 140,359 177,467
Proceeds from disposal of property, plant and equipment 123 92
Net cash flows used in investing activities (63,797) (99,036)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of guaranteed notes 12,571 12,966
Repayment and redemption of guaranteed notes (3,150) (5,321)
Proceeds from bank loans 21,459 5,166
Repayment of bank loans (10,825) (10,259)
Dividends paid (15,635) (20,877)
Interest paid (1,836) (1,665)
Share repurchases - (256)
Net cash flows from/(used in) financing activities 2,584 (20,246)
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS 31,361 (8,111)
Cash and cash equivalents at beginning of year 23,678 27,287
Effect of foreign exchange rate changes, net (15) (498)
CASH AND CASH EQUIVALENTS AT END OF YEAR 25 55,024 23,678
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Statement of Financial Position

31 December 2012
(All amounts expressed in millions of Renminbi)

Company
Notes 2012 2011

NON-CURRENT ASSETS
Property, plant and equipment 16 - -
Investments in subsidiaries 18 58,718 58,707
Total non-current assets 58,718 58,707
CURRENT ASSETS
Other current assets 9 2
Due from subsidiaries 18 116,740 23,846
Available-for-sale financial assets 21 15 15
Cash and cash equivalents 25 34 876
Total current assets 116,798 24,739
CURRENT LIABILITIES
Other payables and accrued liabilities 27 565
Due to subsidiaries 18 54,484 16,519
Total current liabilities 54,511 17,084
NET CURRENT ASSETS 62,287 7,655
NET ASSETS 121,005 66,362
EQUITY
Equity attributable to owners of the parent

Issued capital 30 949 949

Reserves 31 120,056 65,413
TOTAL EQUITY 121,005 66,362
Li Fanrong Wu Guanggqi
Director Director
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

2.1

2.2

CORPORATE INFORMATION

CNOOC Limited (the “Company”) was incorporated in the Hong Kong Special Administrative Region (“Hong Kong”) of the
People’s Republic of China (the “PRC”) on 20 August 1999 to hold the interests in certain entities thereby creating a group
comprising the Company and its subsidiaries (hereinafter collectively referred to as the “Group”). During the year, the Group was
principally engaged in the exploration, development, production and sale of crude oil, natural gas and other petroleum products.

The registered office address of the Company is 65/F, Bank of China Tower, 1 Garden Road, Hong Kong.

In the opinion of the directors of the Company (the “Directors”), the parent and the ultimate holding company of the Company
is China National Offshore Oil Corporation (“CNOOC”), a company established in the PRC.

STATEMENT OF COMPLIANCE

These financial statements have been prepared in accordance with International Financial Reporting Standards “IFRSs” (which
also include International Accounting Standards (“IASs”) and Interpretations) issued by the International Accounting Standards
Board (the “IASB”), Hong Kong Financial Reporting Standards “HKFRSs” (which also include Hong Kong Accounting Standards
(“HKASs”) and Interpretations) issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”), accounting
principles generally accepted in Hong Kong and the Hong Kong Companies Ordinance. A summary of the significant
accounting policies adopted by the Group is set out below.

CHANGES IN ACCOUNTING POLICY AND DISCLOSURES

The accounting policies adopted are consistent with those of the year ended 31 December 2011 (including the early adoption of
the following accounting standards before their mandatory effective date of 1 January 2013: IFRS 10/HKFRS 10 — Consolidated
Financial Statements; IFRS 11/HKFRS 11 - Joint Arrangements; IFRS 12/HKFRS 12 — Disclosures of Interests in Other Entities;
IAS 27 (Revised)/HKAS 27 (Revised) — Separate Financial Statements; and IAS 28 (Revised)/HKAS 28 (Revised) — Investments in
Associates and Joint Ventures), except for a number of amendments to IFRSs/HKFRSs effective as of 1 January 2012 primarily
with a view to removing inconsistencies and clarifying wording. The adoption of those amendments upon their effective dates
did not have any material impact on the accounting policies, financial position or performance of the Group.

The Group has not applied the following new and revised IFRSs/HKFRSs, that have been issued but are not yet effective, in
these financial statements:

IFRS 9/HKFRS 9 Financial Instruments®

IFRS 13/HKFRS 13 Fair Value Measurement?

IAS 1 Amendments/HKAS 1 Amendments Presentation of Financial Statements — Presentation of ltems of
Other Comprehensive Income

IAS 19 (2011)/HKAS 19 (2011) Employee Benefits?

IFRIC-Int 20/HK(IFRIC)-Int 20 Stripping Costs in the Production Phase of a Surface Mine?

L Effective for annual periods beginning on or after 1 July 2012

2 Effective for annual periods beginning on or after 1 January 2013

8 Effective for annual periods beginning on or after 1 January 2015

Further information about those changes that are expected to significantly affect the Group is as follows:

IFRS 9/HKFRS 9 issued in November 2009 is the first part of phase 1 of a comprehensive project to entirely replace IAS 39/
HKAS 39 Financial Instruments: Recognition and Measurement. This phase focuses on the classification and measurement
of financial assets. Instead of classifying financial assets into four categories, an entity shall classify financial assets as
subsequently measured at either amortised cost or fair value, on the basis of both the entity’s business model for managing
the financial assets and the contractual cash flow characteristics of the financial assets. This aims to improve and simplify the
approach for the classification and measurement of financial assets compared with the requirements of IFRS 39/HKAS 39.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

2.2 CHANGES IN ACCOUNTING POLICY AND DISCLOSURES (continued)

In 2010, the IASB/HKICPA issued additions to IFRS 9/HKFRS 9 to address financial liabilities (the “Additions”) and incorporated
in IFRS 9/HKFRS 9 the current derecognition principles of financial instruments of IAS 39/HKAS 39. Most of the Additions
were carried forward unchanged from IAS 39/HKAS 39, while changes were made to the measurement of financial liabilities
designated at fair value through profit or loss using the fair value option (“FVO”). For these FVO liabilities, the amount of change in
the fair value of a liability that is attributable to changes in credit risk must be presented in other comprehensive income (“OCI”).
The remainder of the change in fair value is presented in profit or loss, unless presentation of the fair value change in respect of
the liability’s credit risk in OCI would create or enlarge an accounting mismatch in profit or loss. However, loan commitments
and financial guarantee contracts which have been designated under the FVO are scoped out of the Additions.

IAS 39/HKAS 39 is aimed to be replaced by IFRS 9/HKFRS 9 in its entirety. Before this entire replacement, the guidance in IAS
39/HKAS 39 on hedge accounting and impairment of financial assets continues to apply. The Group expects to adopt IFRS 9/
HKFRS 9 from 1 January 2015.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation

These financial statements have been prepared under the historical cost convention, except for available-for-sale financial
assets and derivative financial instruments, which have been measured at fair value. These financial statements are presented
in Renminbi (“RMB”) and all values are rounded to the nearest million except when otherwise indicated.

Basis of consolidation
The consolidated financial statements include the financial statements of the Company and its subsidiaries for the year ended
31 December 2012.

The results of subsidiaries are consolidated from the date of acquisition, being the date on which the Group obtains control, and
continue to be consolidated until the date that such control ceases. The financial statements of the subsidiaries are prepared
for the same reporting period as the parent company, using consistent accounting policies.

The results of subsidiaries are included in the Company’s statement of comprehensive income to the extent of dividends
received and receivable. The Company’s interests in subsidiaries are stated at cost less any impairment losses.

All intra-group balances, income and expenses and unrealised gains and losses and dividends resulting from intra-group
transactions are eliminated in full.

Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The consideration transferred is measured at
acquisition date fair value which is the sum of the acquisition date fair values of assets transferred by the Group, liabilities
assumed by the Group to the former owners of the acquiree and the equity interests issued by the Group in exchange for control
of the acquiree. For each business combination, the Group elects whether it measures the non-controlling interests in the
acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net assets. All other components of non-
controlling interests are measured at fair value. Acquisition related costs incurred are expensed and included in administrative
expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate classification and
designation in accordance with the contractual terms, economic circumstances and pertinent conditions as at the acquisition
date. This includes the separation of embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s previously held equity interest
in the acquiree is remeasured to fair value at the acquisition date through profit or loss.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Business combinations and goodwill (continued)

Any contingent consideration to be transferred by the acquirer is recognised at fair value at the acquisition date. Contingent
consideration classified as an asset or liability that is a financial instrument and within the scope of IAS 39/HKAS 39 is measured
at fair value with changes in fair value either recognised in profit or loss or as a change to other comprehensive income. If the
contingent consideration is not within the scope of IAS 39/HKAS 39, it is measured in accordance with the appropriate IFRS/
HKFRS. Contingent consideration that is classified as equity is not remeasured and subsequent settlement is accounted for
within equity.

Goodwill is initially measured at cost, being the excess of the aggregate of the consideration transferred, the amount recognised
for non-controlling interests and any fair value of the Group’s previously held equity interests in the acquiree over the identifiable
net assets acquired and liabilities assumed. If the sum of this consideration and other items is lower than the fair value of the
net assets of the subsidiary acquired, the difference is, after reassessment, recognised in profit or loss as a gain on bargain
purchase.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. Goodwill is tested for impairment
annually or more frequently if events or changes in circumstances indicate that the carrying value may be impaired. The Group
performs its impairment test of goodwill at each reporting date. For the purpose of impairment testing, goodwill acquired in a
business combination is, from the acquisition date, allocated to each of the Group’s cash-generating units, or groups of cash-
generating units, that are expected to benefit from the synergies of the combination, irrespective of whether other assets or
liabilities of the Group are assigned to those units or groups of units.

Impairment is determined by assessing the recoverable amount of the cash-generating unit (group of cash-generating units) to
which the goodwill relates. Where the recoverable amount of the cash-generating unit (group of cash-generating units) is less
than the carrying amount, an impairment loss is recognised. An impairment loss recognised for goodwill is not reversed in a
subsequent period.

Where goodwill has been allocated to a cash-generating unit (or group of cash-generating units) and part of the operation
within that unit is disposed of, the goodwill associated with the operation disposed of is included in the carrying amount of the
operation when determining the gain or loss on the disposal. Goodwill disposed of in these circumstances is measured based
on the relative value of the operation disposed of and the portion of the cash-generating unit retained.

Subsidiaries

Subsidiaries are all those entities over which the Group has power over the investee such that the Group is able to direct the
relevant activities, has exposure or rights to variable returns from its involvement with the investee and has the ability to use its
power over the investee to affect the amount of the investor’s returns.

Associates
Based on the Group’s ownership percentage (considering its direct ownership as well as potentially exercisable or convertible
shares) and other contractual rights, the Group has significant influence over its associates, rather than the power to control.

The Group’s investments in associates are stated in the consolidated statement of financial position at the Group’s share of
net assets under the equity method of accounting, less any impairment losses. Adjustments are made to bring into line any
dissimilar accounting policies that may exist. The Group’s share of the post-acquisition results and reserves of associates is
included in the consolidated statement of comprehensive income and consolidated reserves, respectively. Unrealised gains and
losses resulting from transactions between the Group and its associates are eliminated to the extent of the Group’s investments
in the associates, except where unrealised losses provide evidence of an impairment of the asset transferred. Goodwill arising
from the acquisition of associates is included as part of the Group’s investments in associates and is not individually tested for
impairment.

The results of associates are included in the Company’s comprehensive income statement to the extent of dividends received
and receivable. The Company’s investments in associates are treated as non-current assets and are stated at cost less any
impairment losses.

When an investment in an associate is classified as held for sale, it is accounted for in accordance with IFRS 5/HKFRS 5 Non-
current Assets Held for Sale and Discontinued Operations.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Joint arrangements

Certain of the Group’s activities are conducted through joint arrangements. Joint arrangements are classified as either a joint
operation or joint venture, based on the rights and obligations arising from the contractual obligations between the parties to the
arrangement.

Joint operations

Some arrangements have been assessed by the Group as joint operations as both parties to the contract are responsible for the
assets and obligations in proportion to their respective interest, whether or not the arrangement is structured through a separate
vehicle. This evaluation applies to both the Group’s interests in production sharing arrangements and certain jointly-controlled
entities.

The Group entered into numerous production sharing arrangements or similar agreements in China and overseas countries. The
Group’s participating interest may vary in each arrangement. The Group, as one of the title owners under certain exploration
and/or production licenses or permits, is required to bear exploration (with some exceptions in China), development and
operating costs together with other co-owners based on each owner’s participating interest. Once production occurs, a certain
percentage of the annual production or revenue will first be distributed to the local government, which, in most cases, with the
nature of royalty and other taxes or expenses, and the rest of the annual production or revenue will be allocated among the co-
owners.

Joint venture
A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement have rights to the net assets
of the arrangement.

The Group’s investments in joint ventures are stated in the consolidated statement of financial position at the Group’s share
of net assets under the equity method of accounting, less any impairment losses. Adjustments are made to bring into line any
dissimilar accounting policies that may exist. The Group’s share of the post acquisition results and reserves of joint ventures
is included in the consolidated statement of comprehensive income and consolidated reserves, respectively. Where the profit
sharing ratios is different to the Group’s equity interest, the share of post-acquisition results of the joint ventures is determined
based on the agreed profit sharing ratio. Unrealised gains and losses resulting from transactions between the Group and its joint
ventures are eliminated to the extent of the Groups investments in the joint ventures, except where unrealised losses provide
evidence of an impairment of the asset transferred. Goodwill arising from the acquisition of joint ventures is included as part of
the Group’s investments in joint ventures and is not individually tested for impairment.

The results of joint ventures are included in the Company’s comprehensive income statement to the extent of dividend received
and receivable. The Company’s investments in joint ventures are treated as non-current assets and are stated at cost less any
impairment losses.

When an investment in a joint venture is classified as held for sale, it is accounted for in accordance with IFRS 5/HKFRS 5 Non-
current Assets Held for Sale and Discontinued Operations.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Related parties
A party is considered to be related to the Group if:

(@  the party is a person or a close member of that person’s family and that person

(i) has control or joint control over the Group;

(i) has significant influence over the Group; or

@iy is a member of the key management personnel of the Group or of a parent of the Group;
(b)  the party is an entity where any of the following conditions applies:

(i) the entity and the Group are members of the same group;

(i) one entity is an associate or joint venture of the other entity (or of a parent, subsidiary or fellow subsidiary of the
other entity);

(iiy  the entity and the Group are joint ventures of the same third party;
(iv)  one entity is a joint venture of a third entity and the other entity is an associate of the third entity;

(v)  the entity is a post-employment benefit plan for the benefit of employees of either the Group or an entity related to
the Group;

(vi)  the entity is controlled or jointly controlled by a person identified in (a); and

(vii)  a person identified in (a)(i) has significant influence over the entity or is a member of the key management personnel
of the entity (or of a parent of the entity).

Impairment of non-financial assets other than goodwiill

Where an indication of impairment exists, or when annual impairment testing for an asset is required (other than inventories,
deferred tax assets, financial assets and goodwill), the asset’s recoverable amount is estimated. An asset’s recoverable amount
is the higher of the asset’s or cash-generating unit’s value in use and its fair value less costs to sell, and is determined for an
individual asset, unless the asset does not generate cash inflows that are largely independent of those from other assets or
groups of assets, in which case the recoverable amount is determined for the cash-generating unit to which the asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable amount. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset. An impairment loss is charged to profit or
loss in the period in which it arises in those expense categories consistent with the function of the impaired asset.

An assessment is made at the end of each reporting period as to whether there is any indication that previously recognised
impairment losses may no longer exist or may have decreased. If such an indication exists, the recoverable amount is estimated.
A previously recognised impairment loss of an asset other than goodwill is reversed only if there has been a change in the
estimates used to determine the recoverable amount of that asset, but not to an amount higher than the carrying amount that
would have been determined (net of any depreciation/amortisation) had no impairment loss been recognised for the asset in
prior years. A reversal of such an impairment loss is credited to profit or loss in the period in which it arises.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment
Property, plant and equipment comprise oil and gas properties, and vehicles and office equipment and others.

(@) Oil and gas properties

For oil and gas properties, the successful efforts method of accounting is adopted. The Group capitalises the initial
acquisition costs of oil and gas properties. Impairment of initial acquisition costs is recognised based on exploratory
experience and management judgement and charged to profit and loss as exploration expenses. Upon discovery
of commercial reserves, acquisition costs are transferred to proved properties. The costs of drilling and equipping
successful exploratory wells, all development expenditures on construction, installation or completion of infrastructure
facilities such as platforms, pipelines, processing plants and the drilling of development wells and the building of
enhanced recovery facilities, including those renewals and betterments that extend the economic lives of the assets, and
the related borrowing costs are capitalised. The costs of unsuccessful exploratory wells and all other exploration costs
are expensed as incurred.

The Group carries exploratory well costs as an asset when the well has found a sufficient quantity of reserves to justify
its completion as a producing well and where the Group is making sufficient progress assessing the reserves and the
economic and operating viability of the project. Exploratory well costs not meeting these criteria are charged to expenses.
Exploratory wells that discover potentially economic reserves in areas where major capital expenditure will be required
before production would begin and when the major capital expenditure depends upon the successful completion of
further exploratory work remain capitalised and are reviewed periodically for impairment.

Producing oil and gas properties are depreciated on a unit-of-production basis over the proved developed reserves.
Common facilities that are built specifically to service production directly attributed to designated oil and gas properties
are depreciated based on the proved developed reserves of the respective oil and gas properties on a pro-rata basis.
Common facilities that are not built specifically to service identified oil and gas properties are depreciated using the
straight-line method over their estimated useful lives. Costs associated with significant development projects are not
depreciated until commercial production commences and the reserves related to those costs are excluded from the
calculation of depreciation.

Capitalised acquisition costs of proved properties are depreciated on a unit-of-production method over the total proved
reserves of the relevant oil and gas properties.

(b) Vehicles, office equipment and others
Vehicles, office equipment and others are stated at cost less accumulated depreciation and impairment losses. The
straight-line method is adopted to depreciate the cost less any estimated residual value of these assets over their
expected useful lives. The Group estimates the useful lives of vehicles and office equipment to be five years; and the useful
lives of other assets are in line with their beneficial periods.

Where parts of an item of property, plant and equipment have different useful lives, the cost of that item is allocated on a
recoverable basis among the parts and each part is depreciated separately.

Residual values, useful lives and the depreciation method are reviewed and, adjusted if appropriate, at each reporting date.

Any gains and losses on disposals of property, plant and equipment (calculated as the difference between the net disposal
proceeds and the carrying amount of the asset) are recognised in profit or loss.

Intangible assets (other than goodwill)

Intangible assets with finite lives are carried at cost, less accumulated amortisation and accumulated impairment losses. The
cost of intangible assets acquired in a business combination is the fair value as at the date of acquisition. Intangible assets with
finite lives except for gas processing rights, are amortised on the straight-line basis over the useful economic life and assessed
for impairment whenever there is an indication that the intangible asset may be impaired. The amortisation period and the
amortisation method for an intangible asset with a finite useful life are reviewed at least at each financial year end.

The intangible asset regarding the gas processing rights has been amortised upon the commercial production of the liquefied

natural gas on a unit-of-production basis over the total proved reserves of the relevant asset. The intangible assets regarding
software have been amortised on the straight-line basis over three to five years.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Major maintenance and repairs

Expenditure on major maintenance refits or repairs comprises the cost of replacement assets or parts of assets and overhaul
costs. Where an asset or part of an asset that was separately depreciated and is now written off is replaced and it is probable
that future economic benefits associated with the item will flow to the Group, the replacement expenditure is capitalised. Where
part of the asset was not separately considered as a component, the replacement value is used to estimate the carrying amount
of the replaced assets which is immediately written off. All other maintenance costs are expensed as incurred.

Research and development costs
All research costs are expensed as incurred.

Expenditure (other than that relating to oil and gas properties discussed above) incurred on projects to develop new products
is capitalised and deferred only when the Group can demonstrate the technical feasibility of completing the intangible asset so
that it will be available for use or sale, its intention to complete and its ability to use or sell the asset, how the asset will generate
future economic benefits, the availability of resources to complete the project and the ability to measure reliably the expenditure
during the development. Product development expenditure which does not meet these criteria is expensed when incurred. No
development costs were capitalised during the year.

Investments and other financial assets

Initial recognition and measurement

Financial assets within the scope of IAS 39/HKAS 39 are classified as financial assets at fair value through profit or loss, loans
and receivables, held-to-maturity investments, and available-for-sale financial assets, as appropriate. The Group determines the
classification of its financial assets at initial recognition. When financial assets are recognised initially, they are measured at fair
value plus transaction costs, except in the case of financial assets recorded at fair value through profit or loss.

Purchases or sales of financial assets that require delivery of assets within a time frame established by regulation or convention
in the marketplace (regular way purchases or sales) are recognised on the trade date, that is, the date that the Group commits
to purchase or sell the asset.

The Group’s financial assets include cash and bank balances, trade and other receivables, quoted and unquoted financial
instruments, and derivative financial instruments.

Subsequent measurement
The subsequent measurement of financial assets depends on their classifications as follows:

(@) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are financial assets designated upon initial recognition at fair value
through profit or loss. Financial assets at fair value through profit and loss are carried in the statement of financial position
at fair value with net changes in fair value recognised in other income and gains or finance costs in profit or loss in the
period. These net fair value changes do not include any dividends or interest earned on these financial assets, which are
recognised in accordance with the policies set out for “Revenue recognition” below.

(b) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. After initial measurement, such assets are subsequently carried at amortised cost using the effective
interest method less any allowance for impairment. Amortised cost is calculated by taking into account any discount or
premium on acquisition and includes fees or costs that are an integral part of the effective interest rate. Gains and losses
are recognised in profit or loss when the loans and receivables are derecognised or impaired, as well as through the
amortisation process.

(c) Held-to-maturity investments
Non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held to maturity
when the Group has the positive intention and ability to hold them to maturity. Held-to-maturity investments are
subsequently measured at amortised cost using the effective interest rate method less any allowance for impairment.
Amortised cost is calculated by taking into account any discount or premium on acquisition and fees or costs that are
an integral part of the effective interest rate. Gains and losses are recognised in profit or loss when the investments are
derecognised or impaired, as well as through the amortisation process.
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31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investments and other financial assets (continued)

Subsequent measurement (continued)

(d)

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets in listed and unlisted equity investments and debt
securities. Equity investments classified as available for sale are those which are neither classified as held for trading nor
designated at fair value through profit or loss. Debt securities in this category are those which are intended to be held for
an indefinite period of time and which may be sold in response to needs for liquidity or in response to changes in market
conditions.

After initial recognition, available-for-sale financial assets are measured at fair value, with unrealised gains or losses
recognised as other comprehensive income in the available-for-sale investment revaluation reserve until the investment is
derecognised, at which time the cumulative gain or loss is recognised in profit or loss, or until the investment is determined
to be impaired, when the cumulative gain or loss is reclassified from the available-for-sale investment revaluation reserve
to profit or loss. Interest and dividends earned whilst holding the available-for-sale financial investments are reported as
interest income and dividend income, respectively and are recognised in profit or loss in accordance with the policies set
out for “Revenue recognition” below.

When the fair value of unlisted equity investments cannot be reliably measured because (a) the variability in the range of
reasonable fair value estimates is significant for that investment or (b) the probabilities of the various estimates within the
range cannot be reasonably assessed and used in estimating fair value, such investments are stated at cost less any
impairment losses.

Fair value
The fair value of financial instruments that are traded in active markets at each reporting date is determined by reference to
quoted market prices or dealer price quotations, without any deduction for transaction costs.

For financial instruments not traded in an active market, the fair value is determined using appropriate valuation techniques.
Such techniques may include using recent arm’s length market transactions; reference to the current fair value of another
instrument that is substantially the same; a discounted cash flow analysis or other valuation models.

An analysis of fair values of financial instruments and further details as to how they are measured are provided in note 36.

Impairment of financial assets
The Group assesses at each reporting date whether there is any objective evidence that a financial asset or a group of financial
assets is impaired.

(a)

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables or held-to-maturity investments carried
at amortised cost has been incurred, the amount of the loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the financial asset’s original effective interest rate (the effective interest rate computed at initial recognition).
The carrying amount of the asset is reduced either directly or through the use of an allowance account. The amount of
the impairment loss is recognised in profit or loss.

If, in a subsequent year, the amount of the estimated impairment loss increases or decreases and the decrease can be
related objectively to an event occurring after the impairment was recognised, the previously recognised impairment loss
is increased or reduced by adjusting the allowance account. Any subsequent reversal of an impairment loss is recognised
in profit or loss, to the extent that the carrying value of the asset does not exceed amortised cost at the reversal date.

In relation to trade and other receivables, a provision for impairment is made when there is objective evidence (such as
the probability of insolvency or significant financial difficulties of the debtor and significant changes in the technological,
market, economic or legal environment that have an adverse effect on the debtor) that the Group will not be able to collect
all of the amounts due under the original terms of an invoice.
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31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment of financial assets (continued)

(b) Assets carried at cost
If there is objective evidence that an impairment loss has been incurred on an unquoted equity instrument that is not
carried at fair value because its fair value cannot be reliably measured, the amount of the loss is measured as the
difference between the asset’s carrying amount and the present value of estimated future cash flows discounted at the
current market rate of return for a similar financial asset. Impairment losses on these assets are not reversed.

(c) Available-for-sale financial assets
If an available-for-sale asset is impaired, an amount comprising the difference between its cost (net of any principal
payment and amortisation) and its current fair value, less any impairment loss previously recognised in profit or loss, is
removed from other comprehensive income and recognised in profit or loss.

Equity investments are impaired if there is a significant or prolonged decline in fair value of the investment below its
cost or where other objective evidence of impairment exists. Impairment of debt instruments is assessed based on the
same criteria as assets carried at amortised cost. Impairment losses on equity instruments are not reversed through
profit or loss; increases in their fair value after impairments are recognised directly in equity. Impairment losses on debt
instruments are reversed through profit or loss, if the increase in fair value of the instruments can be objectively related to
an event occurring after the impairment loss was recognised in profit or loss.

Derecognition of financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is derecognised
where:

i) the rights to receive cash flows from the asset have expired;

ii) the Group retains the rights to receive cash flows from the asset, but has assumed an obligation to pay the received cash
flows in full without material delay to a third party under a “pass-through” arrangement; or

i) the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred substantially all
the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of
the Group’s continuing involvement in the asset. Continuing involvement that takes the form of a guarantee over the transferred
asset is measured at the lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.

Financial liabilities at amortised cost (including interest-bearing loans and borrowings)

Financial liabilities including trade and other payables and interest-bearing loans and borrowings are initially stated at fair
value less directly attributable transaction costs and are subsequently measured at amortised cost, using the effective interest
method. The related interest expense is recognised within “Finance costs” in profit or loss.

Gains and losses are recognised in profit or loss when the liabilities are derecognised as well as through the amortisation
process.

Financial guarantee contracts

A financial guarantee contract is recognised initially at its fair value including transaction costs that are directly attributable
to the issue of the guarantee. Subsequent to initial recognition, the liability is measured at the higher of the best estimate of
the expenditure required to settle the present obligation at the reporting date and the amount recognised less cumulative
amortisation.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Derecognition of financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged, cancelled, or expires.

When an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an
existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the original liability
and a recognition of a new liability, and the difference between the respective carrying amounts is recognised in profit or loss.

Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of financial position, if and
only if, there is a currently enforceable legal right to offset the recognised amounts and there is an intention to settle on a net
basis, or to realise the assets and settle the liabilities simultaneously.

Inventories and supplies

Inventories primarily consist of oil and supplies, including items for repairs and maintenance of oil and gas properties. Inventories
are stated at the lower of cost and net realisable value. Costs of inventories and supplies represent purchase or production cost
of goods and are determined on a weighted average basis.

Cash and cash equivalents
Cash and cash equivalents comprise cash at banks and on hand and short term deposits with an original maturity of three
months or less.

Provisions

(@) General
A provision is recognised when a present obligation (legal or constructive) has arisen as a result of a past event and it is
probable that a future outflow of resources will be required to settle the obligation, provided that a reliable estimate can be
made of the amount of the obligation. When the effect of discounting is material, the amount recognised for a provision
is the present value at the reporting date of the future expenditures expected to be required to settle the obligation. The
increase in the discounted present value amount arising from the passage of time is included in “Finance costs” in profit
or loss.

(b) Dismantlement liability

Dismantlement liability is recognised when the Group has a present legal or constructive obligation as a result of the past
events, and it is probable that an outflow of resources will be required to settle the obligation, and a reliable estimate of
the amount of the obligation can be made. A corresponding amount equivalent to the provision is also recognised as part
of the cost of the related property, plant and equipment. The amount recognised is the estimated cost of dismantlement,
discounted to its present value using a current pre-tax rate that reflects, where appropriate, the risks specific to the
liability. Changes in the estimated timing of dismantlement or dismantlement cost estimates are dealt with prospectively
by recording an adjustment to the provision, and a corresponding adjustment to property, plant and equipment. The
unwinding of the discount on the dismantlement provision is included as a finance cost.

The Group recognises a deferred tax asset and deferred tax liability regarding the temporary difference on the dismantlement
liability and the dismantlement asset respectively.

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in the consolidated statement of comprehensive
income, either as an expense as it relates to operating activities or as a component of the applicable categories of other
comprehensive income or loss.

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered from
or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are enacted or
substantially enacted, by the reporting date, in the countries where the Group operates and generates taxable income.

Deferred tax is provided, using the liability method, on all temporary differences at the reporting date between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income tax (continued)
Deferred tax liabilities are recognised for all taxable temporary differences, except:

° when the deferred tax liability arises from the initial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss; and

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

As at 31 December 2012, deferred tax liabilities related to undistributed earnings of certain of the Company’s subsidiaries have
not been recognised, since the timing of the reversal of the taxable temporary difference can be controlled by the Company and
it is probable that the temporary difference would not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carryforward of unused tax credits and any
unused tax losses. Deferred tax assets are recognised to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, the carryforward of unused tax credits and unused tax losses can be utilised,
except:

° when the deferred tax assets relating to the deductible temporary differences arise from the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; and

° in respect of deductible temporary differences associated with investments in subsidiaries, associates and interests in
joint ventures, deferred tax assets are only recognised to the extent that it is probable that the temporary differences
will reverse in the foreseeable future and taxable profit will be available against which the temporary differences can be
utilised.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no longer
probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised. Unrecognised
deferred tax assets are reassessed at each reporting date and are recognised to the extent that it is probable that sufficient
taxable profit will be available to allow all or part of the deferred tax asset to be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is
realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the
reporting date.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax assets against
current tax liabilities and the deferred taxes relate to the same taxable entity and the same taxation authority.

Revenue recognition
Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the revenue can be
measured reliably, on the following bases:

(@) Oil and gas sales

Oil and gas sales represent the invoiced value of sales of oil and gas attributable to the interests of the Group, net of
royalties and the government share oil that is lifted and sold on behalf of the government. Revenue from the sale of oil is
recognised when the significant risks and rewards of ownership have been transferred, which is when title passes to the
customer. This generally occurs when product is physically transferred into a vessel, pipe or other delivery mechanisms.
Revenue from the production of oil in which the Group has an interest with other producers is recognised based on the
Group’s working interest and the terms of the relevant production sharing contracts. Differences between production sold
and the Group’s share of production are not significant.

Qil and gas lifted and sold by the Group above or below the Group’s participating interests in the production sharing
contracts results in overlifts and underlifts. The Group records these transactions in accordance with the entitlement
method under which overlifts are recorded as liabilities and underlifts are recorded as assets at year-end oil prices.
Settlement will be in kind or in cash when the liftings are equalised or in cash when production ceases.
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(All amounts expressed in millions of Renminbi unless otherwise stated)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recognition (continued)

(@) Oil and gas sales (continued)
The Group has entered into gas sale contracts with customers, which contain take-or-pay clauses. Under these
contracts, the Group makes a long term supply commitment in return for a commitment from the buyer to pay for
minimum quantities, whether or not it takes delivery. These commitments contain protective (force majeure) and
adjustment provisions. If a buyer has a right to get a “make up” delivery at a later date, revenue recognition is deferred. If
no such option exists according to the contract terms, revenue is recognised when the take-or-pay penalty is triggered.

(b) Marketing revenues
Marketing revenues principally represent the sale of oil and gas purchased from the foreign partners under the production
sharing contracts and revenues from the trading of oil and gas through the Company’s subsidiaries. The title, together
with the risks and rewards of the ownership of such oil purchased from the foreign partners, is transferred to the Group
from the foreign partners and other unrelated oil and gas companies before the Group sells such oil to its customers. The
cost of the oil and gas sold is included in “Crude oil and product purchases”.

(c) Otherincome
Other income mainly represents project management fees charged to foreign partners, handling fees charged to
customers and income from disposal of oil and gas properties and is recognised when the services have been rendered
or the properties have been disposed of. Reimbursement of insurance claims is recognised when the compensation
becomes receivable.

(d) Dividend income
Dividend income is recognised when the Group’s right to receive payment is established.

() Interestincome
Interest income is recognised as it accrues using the effective interest method.

The Group presents taxes collected from customers in the consolidated statement of comprehensive income on a net basis.

Share-based payment transactions
Employees (including directors) of the Group receive remuneration in the form of share-based payment transactions, whereby
employees render services as consideration for equity instruments (“equity-settled transactions”).

The cost of equity-settled transactions with employees is measured by reference to the fair value at the date at which they are
granted. The fair value is determined by using the Black-Scholes option pricing model, further details of which are given in note
30.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the period in which
the performance and/or service conditions are fulfilled. The cumulative expense recognised for equity-settled transactions at
the end of the each reporting period until the vesting date reflects the extent to which the vesting period has expired and the
Group’s best estimate of the number of equity instruments that will ultimately vest. The charge or credit to profit or loss for a
period represents the movement in the cumulative expense recognised as at the beginning and end of that period.

No expense is recognised for awards that do not ultimately vest for the Group.

No equity-settled award was cancelled or modified during the years ended 31 December 2012 and 2011.

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

The Group participates in defined contribution plans in accordance with local laws and regulations for full-time employees in the
PRC and other countries in which it operates. The plans provide for contributions ranging from 11% to 22% of the employees’

basic salaries. The Group’s contributions to these defined contribution plans are charged to profit or loss in the year to which
they relate.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Borrowing costs

Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing of funds. Borrowing
costs directly relating to the acquisition, construction or production of a qualifying asset that necessarily takes a substantial
period of time to get ready for its intended use or sale are capitalised as part of the cost of the respective assets. All other
borrowing costs are expensed in the period in which they are incurred.

Foreign currencies

These financial statements are presented in Renminbi (“RMB”). Each entity in the Group maintains its books and records in its
own functional currency. Foreign currency transactions recorded by the entities of the Group are initially recorded using their
respective functional currency rates ruling at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies are retranslated at the functional currency rates of exchange ruling at the end of the reporting period. All differences
arising on settlement or translation of monetary items are taken to profit or loss. Non-monetary items that are measured in
terms of historical cost in a foreign currency are translated using the exchange rates at the dates of the initial transactions. Non-
monetary items measured at fair value in a foreign currency are translated using the exchange rates at the date when the fair
value was determined. The gain or loss arising on retranslation of a non-monetary item is treated in line with the recognition of
the gain or loss on change in fair value of the item.

The functional currencies of certain entities within the Group are currencies other than RMB. As at the end of the reporting
period, the assets and liabilities of these entities are translated into the presentation currency of the Group at the exchange rates
ruling at the reporting date, and their statement of comprehensive income are translated into RMB at the weighted average
exchange rates for the year. The resulting exchange differences are included in the cumulative translation reserve. On disposal
of a foreign operation, the deferred cumulative amount recognised in equity relating to that particular foreign operation is
recognised in profit or loss.

Operating leases

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are accounted for as
operating leases. Where the Group is the lessee, rentals payable under operating leases are charged to profit or loss on the
straight-line basis over the lease terms.

Prepaid land lease payments under operating leases are initially stated at cost and subsequently recognised on the straight-line
basis over the lease terms.

Contingencies
A contingent liability is disclosed when the existence of an obligation will only be confirmed by future events or when the amount
of the obligation cannot be measured reliably.

A contingent asset is not recognised in the financial statements, but is disclosed when an inflow of economic benefits is
probable.

Significant accounting judgements, estimates and assumptions

The preparation of the consolidated financial statements in conformity with IFRSs and HKFRSs requires management to
make estimates and assumptions that affect the reported amounts of assets, liabilities and contingent liabilities at the date
of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Estimates and judgements are continuously evaluated and are based on management’s experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. However, actual outcomes can differ
from these estimates.

In the process of applying the Group’s accounting policies, the Directors have made the following judgements, estimates and
assumptions, which have the most significant effect on the amounts recognised in the consolidated financial statements:
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Significant accounting judgements, estimates and assumptions (continued)

(a)

(b)

(c)

(d)

(e)

Reserve base

Qil and gas properties are depreciated on a unit-of-production basis at a rate calculated by reference to proved reserves.
Commercial reserves are determined using estimates of oil in place, recovery factors and future oil prices, the latter having
an impact on the proportion of the gross reserves which are attributable to the host government under the terms of the
production sharing contracts. The level of estimated commercial reserves is also a key determinant in assessing whether
the carrying value of any of the Group’s oil and gas properties has been impaired.

Pursuant to the oil and gas reserve estimation requirements under US Securities and Exchange Commission’s rules, the
Group uses the average, first-day-of-the-month oil price during the 12-month period before the ending date of the period
covered by the consolidated financial statements to estimate its proved oil and gas reserves.

Carrying value of oil and gas assets

The calculation of the unit-of-production rate for oil and gas properties amortisation could be impacted to the extent
that actual production in the future is different from current forecast production based on proved reserves. This would
generally result from significant changes in any of the factors or assumptions used in estimating reserves. These factors
could include changes in proved reserves, the effect on proved reserves of differences between actual commodity prices
and commaodity price assumptions and unforeseen operational issues.

Impairment indicators

The recoverable amounts of cash-generating units and individual assets have been determined based on the higher
of value in use and fair value less costs to sell. These calculations require the use of estimates and assumptions. It is
reasonably possible that the oil price assumption may change which may then impact the estimated life of the field and
may then require a material adjustment to the carrying value of tangible assets. The Group monitors internal and external
indicators of impairment relating to its tangible and intangible assets.

Dismantlement costs

Dismantlement costs will be incurred by the Group at the end of the operating life of certain of the Group’s facilities and
properties. The ultimate dismantlement costs are uncertain and cost estimates can vary in response to many factors
including changes to relevant legal requirements, the emergence of new restoration techniques or experience at other
production sites. The expected timing and amount of expenditure can also change, for example, in response to changes
in reserves or changes in laws and regulations or their interpretation. As a result, there could be significant adjustments
to the provisions established which would affect future financial results.

Taxes

Uncertainties exist with respect to the interpretation of complex tax regulations (including those applicable to tax credits)
and the amount and timing of future taxable income. Given the wide range of international business relationships and the
long term nature and complexity of existing contractual agreements, differences arising between the actual results and
the assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax income and
expense already recorded. The Group establishes provisions, based on best estimates, for possible consequences of
audits by the tax authorities of the respective countries in which it operates. The amount of such provisions is based on
various factors, such as the Group’s experience of previous tax audits and differing interpretations of tax regulations by
the taxable entity and the responsible tax authority. Such differences of interpretation may arise on a wide variety of issues
depending on the conditions prevailing in the respective group company’s domicile.
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4. ACQUISITIONS AND OTHER VENTURES

2012

U)

2011

(i)

On 29 March 2011, CNOOC Uganda Ltd, a wholly-owned subsidiary of CNOOC International Limited, entered into a
sales and purchase agreement with Tullow Uganda Limited and Tullow Uganda Operations Pty Ltd., wholly-owned
subsidiaries of Tullow Oil Plc., to acquire a one-third working interest in each of Uganda Exploration Areas 1, 2 and 3A
(the “Uganda Assets”) at an initial cash consideration of US$1.467 billion. The acquisition of the Uganda Assets was
completed on 21 February 2012. Together with the related price adjustment, the cash consideration mentioned above
has been recorded as an acquisition cost of oil and gas properties.

On 23 July 2012, the Company, CNOOC Canada Holding Ltd. and Nexen Inc. entered into an arrangement agreement
in relation to the Company’s acquisition (through its wholly-owned subsidiary, CNOOC Canada Holding Ltd.) of all
the Nexen Inc. common shares and preferred shares, pursuant to a plan of arrangement under the Canada Business
Corporations Act.

The aggregate consideration of the acquisition was approximately US$15.1 billion (approximately HK$117.2 billion), and
was paid in cash. The consideration is related to acquisition of common shares and preferred shares and settlement of
share options. The indebtedness of Nexen Inc. at the acquisition date remains outstanding. Details of the acquisition have
been set out in the Company’s circular to the shareholders dated 20 December 2012. The acquisition of Nexen Inc. was
subsequently completed on 26 February 2013 (Beijing time). On 19 February 2013, the Company (through its wholly-
owned subsidiary, CNOOC Canada Holding Ltd.) signed a short-term bank loan agreement with the maturity of one year
of approximately US$6 billion, for the payment of the consideration related to the acquisition of Nexen Inc.

Due to the timing of the transaction, the Group is still assessing the allocation of fair values of the assets acquired and
liabilities assumed. The Group has not yet been able to analyse all books and records of Nexen Inc., and therefore
the initial accounting for the business combination is still incomplete. Accordingly, certain disclosures in relation to the
business combination as at the date of the acquisition, such as fair values of assets acquired and liabilities assumed,
goodwill recognised (if any) and acquisition-related costs, have not been presented.

The Company and Bridas Energy Holdings Ltd. (“BEH”), through Bridas Corporation, a 50% owned joint venture, entered
into a share purchase agreement with BP PLC (“BP”) on 28 November 2010, pursuant to which Bridas Corporation would
acquire a 60% equity interest in Pan America Energy LLC (“PAE”) from BP for a consideration of approximately US$7.06
billion. On 5 November 2011, Bridas Corporation sent to BP a letter to terminate the above mentioned transaction to
acquire a 60% equity interest in PAE from BP.

On 29 January 2011, CNOOC International Limited (“CNOOC International”) through its wholly-owned subsidiary, OOGC
America, Inc., signed a purchase agreement with Chesapeake Exploration, LLC, a subsidiary of Chesapeake Energy
Corporation to purchase a 33.3% undivided interest in the Denver-Julesburg and Powder River Basins in northeast
Colorado and southeast Wyoming (the “Niobrara Project”) with a cash consideration of US$570 million. In addition,
CNOOC International has agreed to fund 66.7% of Chesapeake’s share of drilling and completion costs in the project until
an additional US$697 million has been paid. US$180 million was paid in 2011. The acquisition was closed on 11 February
2011.
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ACQUISITIONS AND OTHER VENTURES (continued)

2011 (continued)

(i)

On 20 July 2011, the Company entered into an arrangement agreement, through its indirect wholly-owned subsidiary,
CNOOC Luxembourg S.a r.l, to acquire OPTI Canada Inc. (“OPTI”), a public company listed on the Toronto Stock
Exchange (“TSX”), with a total consideration of approximately US$2.1 billion, which included an aggregate cash
consideration of US$1.25 billion paid to the OPTI shareholders (US$34 million or approximately RMB214 million) and the
Second Lien Noteholders (US$1.216 billion or approximately RMB7.69 billion). In addition, due to a change in control of
OPTI as a result of the transaction, OPTI must redeem all of its outstanding First Lien Notes in December 2011 at a price
equal to 102% of the principal amount of the First Lien Notes plus accrued interest (totaling US$878 million) pursuant
to the indentures thereof. The acquisition was completed on 28 November 2011. In connection with the acquisition, the
OPTI shares have been delisted from the TSX. OPTI Canada Inc. subsequently changed its name to CNOOC Canada Inc.
on 15 December 2011.

The fair values of the identifiable assets and liabilities of OPTI as at the date of acquisition are as follows:

Fair value recognised
on acquisition

Property, plant and equipment 14,600
Cash and cash equivalents 1,008
Trade receivables 326
Other current assets 105
Trade payables (560)
Other current liabilities (659)
Loans and borrowings (14,262)
Other non-current liabilities (344)

Goodwill on acquisition =

Satisfied by cash 214

An analysis of the net outflow of cash and cash equivalents in respect of the acquisition is as follows:

Cash consideration 214
Purchase of Second Lien Notes 7,690
Cash and cash equivalents acquired (1,008)
Net outflow of cash and cash equivalents in respect of the acquisition 6,896

Since the acquisition, CNOOC Canada Inc. contributed approximately RMB255 million to the Group’s turnover and
approximately RMB15 million to the consolidated profit for 2011.

If the acquisition had taken place at the beginning of 2011, CNOOC Canada Inc. would have contributed approximately

RMB2,418 million to the Group’s turnover and reduced the consolidated profit by approximately RMB268 million for the
year ended 31 December 2011.
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5. SEGMENT INFORMATION

(@) Segment results and other information
In previous years, the Group reported three segments that comprised independent operations, operations under
joint arrangements and trading business. The Group is engaged worldwide in the upstream operating activities of the
conventional oil and gas, shale oil and gas, oil sands and other unconventional oil and gas business. Segmental reporting
has been changed with effect from 2012, in line with the change in the way the Group’s businesses are managed by the
chief operating decision makers. The Group now reports the business through three reporting segments: exploration and
production (“E&P”), trading business and corporate. Within each segment, geographical segments are presented as well.
Segment information for the year ended 31 December 2011 has been restated to conform to current year’s presentation.

The following table presents the segment financial information for the Group for the years ended 31 December 2012 and

2011.
2012
Trading
E&P business  Corporate Eliminations Consolidated
Asia
excluding North
PRC PRC Oceania Africa America

Sales to external customers:
Oil and gas sales 166,061 6,689 1,857 14,666 5,501 - - - 194,774
Marketing revenues - - - - - 50,711 - - 50,771
Intersegment revenues - 3,345 1,116 9,838 - - - (14,209) -
Other income 756 - - - 817 - 464 (15) 2,082
Total 166,817 10,034 2978 24,504 6,378 50,771 464 (14,314) 247,627
Segment results
Operating expenses (15,386) (2,352) (520) (1,229) (1,964) - - - (21,445)
Taxes other than income tax (14,513) - (338) (504) (247) - (30) - (15,632)
Exploration expenses (5,768) (818) (1) (641) (1,603) - (221) 15 (9,043)
Depreciation, depletion and

amortisation (24,476) (1,434) (193) (4,350) (2,322) - (128) - (32,903)
Special oil gain levy (26,293) - - - - - - - (26,293)
Impairment and provision (31) - - - - - - - (31)
Crude ol and product purchases - - - - - (50,532) - - (50,532)
Selling and administrative expenses (1,799) (477) 217 (94) (116) ) (855) - (3,317)
Others (131) (164) - 2 (837) - (100) - (1,230)
Interest income 6 - 3 - - - 1,44 (448) 1,002
Finance costs (1,284) (40) (17) (539) (13) @ (154) 448 (1,603)
Exchange gains/(losses), net 2 (38) 2 - 427 - (30) - 359
Investment income - - - - - - 2,567 (175) 2,392
Share of profits of associates Il - - - - - 213 - 284
Share of losses of a joint venture - - - - - - (311) - (311)
Non-operating income, net 896 - - - - - 12 - 908
Income tax expense (19,435) (1,213 (228) (5,011) 1 @ (593) - (26,481)
Segment proft/{loss) for the year 58,676 3,498 1,650 12,144 (296) 224 2,269 (14,474) 63,691
Other segment information
Segment assets 159,269 14,292 4,146 37,443 57,654 3,172 342,616 (186,539) 432,053
Investments in associates? 1,080 - - - - - 2111 - 3,857
Investment in a joint venture® - - - - - - 20,160 - 20,160
Total assets 160,349 14,292 4,146 37,443 57,654 3,172 365,553 (186,539) 456,070
Non-current assets'” 151,562 12,630 2,226 36,073 52,311 2 31,542 (14,261) 278,085
Segment liabilties (148,650) (5,664) (2,457) (30,621) (57,089) (3,020) (69,866) 171,077 (146,290)
Total liabilties (148,650) (5,664) (2,457) (30,621) (57,089) (3,020) (69,866) 171,077 (146,290)
Capital expenditures 4,735 3,062 2 14,266 11,681 2 310 - 71,058
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5. SEGMENT INFORMATION (continued)
(@) Segment results and other information (continued)

2011 (Restated)

Trading
E&P business  Corporate  Eliminations ~ Gonsolidated
Asia
excluding North
PRC PRC QOceania Africa America

Sales to external customers:
Oil’and gas sales 163,386 7638 2,0% 14,841 1318 - - - 189,279
Marketing revenues - - - - - 50,469 - - 50,469
Intersegment revenues - 4972 1,327 14,994 - - - (21,293) -
Other income 506 - - - 4 - 766 (80) 1,19
Total 163,892 12,610 3,428 29,83 1,322 50,469 766 (21,373 240,944
Segment results
Operating expenses (13.954) (2,459) (490) (1,036) (325) - - - (18,264)
Taxes other than income tax (9,566) - (#18) (299 (31) - (18) - (10,332)
Exploration expenses (4,004 (220) (1) (194) 621) - (240) 80 (6,220)
Depreciation, depletion and

amortisation (23,716) (1521) (229 (4,387) (662) - (106) - (30,621)
Special oil gain levy (31982 - - - - - - - (31,982)
Impairment and provision 22 - - - - - - - 22)
Crude oil and product purchases - - - - - (60,307) - - (60,307)
Seling and administrative expenses (1,403 (629) (24) (46) (81) (10 (661) - (2.854)
Others (619 (266) - M) - - (39 - (835)
Interest income 14 - B - - - 1,663 (484) 1,19
Finance costs (1,120) 29) (15) (642) (16) 2 (373) 484 (1,707)
Exchange gains/[losses), net 84 8] (1) - 174 - 383 - 637
Investment income - - - - - - 1,853 (25) 1,828
Share of profits of assoclates 133 - - - - - 187 - 320
Share of profits of a joint venture - - - - - - 247 - 247
Non-operating income/(expenses),

net 62 (89) - - - - (566) - (663)
Income tax expense (19,264) (1,666) VIR) (493) 1 ©6) (609) - (22,310)
Segment profit/{loss) for the year 58,615 5,764 1,975 22,121 (139 144 2,487 (21,318) 70,255
Other segment information
Segment assets 142,929 13,921 3,857 28,130 47,054 4,232 217,106 (156,162) 361,267
Investments in associates 1,100 - - - - - 1722 - 2,822
Investment in a joint venture @ - - - - - - 20,175 - 20,175
Total assets 144,029 13,921 3,87 28130 47,254 4232 299,003 (156,162) 384,264
Non-current assefs 137,341 11,844 2428 26441 44598 1 29810 (7482) 244,976
Segment liabilties (138,23) (4,659) (2,698) (23,893 (46,780) (4,100 (62,155) 161,106 (121,408)
Total liabilties (138,235) (4,653) (2,698) (23,893 (46,780) (4,100 (62,155) 161,106 (121,408)
Capital expenditures 30,792 2,451 1 2,142 30,508 - 1,139 - 67,028
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SEGMENT INFORMATION (continued)

(@) Segment results and other information (continued)

(1) The information on non-current assets above is based on the location of assets and excludes financial instruments and deferred tax assets.
2) Detailed information on investments in associates and investment in a joint venture is disclosed in note 19 and note 20, respectively.
) In presenting the Group’s geographical information, revenues from external customers are based on the location where the revenues

originate. 75% of the Group’s revenues are generated from PRC customers, and revenues generated from customers in other locations are
individually less than 10%.

(b) Information about major customers
The current year’s revenue of approximately RMB44,622 million (2011: RMB52,026 million) and RMB18,259 million
(2011: RMB33,591 million) was derived from sales by the E&P segment in the PRC and the trading business segment to
China Petroleum & Chemical Corporation and PetroChina Company Limited, respectively.

OIL AND GAS SALES

Group
2012 2011
Gross sales 198,428 195,759
Less: Royalties (1,036) (3,134)
PRC government’s share of oil (2,618) (3,346)
Oil and gas sales 194,774 189,279

SPECIAL OIL GAIN LEVY

In 2006, a Special Oil Gain Levy (“SOG Levy”) was imposed by the Ministry of Finance of the PRC (“MOF”) at the progressive
rates from 20% to 40% on the portion of the monthly weighted average sales price of the crude oil lifted in the PRC exceeding
US$40 per barrel. The MOF has decided to increase the threshold of the SOG Levy to US$55 with effect from 1 November
2011. Notwithstanding this adjustment, the SOG Levy continues to have five levels and is calculated and charged according
to the progressive and valorem rates on the excess amounts. The SOG Levy paid can be claimed as a deductible expense for
corporate income tax purposes and is calculated based on the actual volume of the crude oil entitled.

CNOOC LIMITED Annual Report 2012



Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

PROFIT BEFORE TAX

The Group’s profit before tax is arrived at after charging/(crediting):

Group
2012 2011
Crediting:
Interest income from bank deposits (1,002) (1,196)
Exchange gains, net (359) (637)
Investment income:
— Net gain from available-for-sale financial assets (1,869) (1,695)
— Net gain from held-to-maturity financial assets (523) (133)
(2,392) (1,828)
Charging:
Auditors’ remuneration:
— Audit fee 24 19
— Other fees 12 8
36 22
Employee wages, salaries, allowances and social security costs 2,537 1,527
Equity-settled share option expenses 50 143
Depreciation, depletion and amortisation:
— Property, plant and equipment 33,098 30,397
— Intangible assets 200 204
— Less: Net amount capitalised (395) (80)
32,903 30,521
Operating lease rentals:
— Office properties 158 133
— Equipment 1,383 1,616
1,541 1,749
Repairs and maintenance 4,229 3,011
Research and development costs 1,420 850
Provision for inventory obsolescence 31 22
Loss on disposal of property, plant and equipment 19 187
Insurance compensation on disposal of property, plant and equipment (390) (93)
Gain on disposal of a subsidiary - (872)
Donation to the CNOOC Marine Environmental and
Ecological Protection Public Welfare Foundation - 500
FINANCE COSTS
Group
2012 2011
Interest on bank loans which are repayable within five years 503 637
Interest on other loans 1,145 921
Other borrowing costs 183 30
Total borrowing costs 1,831 1,588
Less: Amount capitalised in property, plant and equipment (note 16) (1,549) (1,150)
282 438
Other finance costs:
Unwinding of discount on provision for dismantlement (note 29) 1,359 1,312
Others (38) (43)
1,603 1,707

The interest rates used to determine the amount of related borrowing costs for capitalisation varied from 1.06585% to 6.375%
(2011: from 0.9455% to 6.375%) per annum during the year ended at 31 December 2012.
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10. KEY MANAGEMENT PERSONNEL’S REMUNERATION
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the
activities of the entity, directly or indirectly, including any director (whether executive or otherwise) of the Company.

(i) Directors’ remuneration

Salaries, Total
allowances Performance Pension paid/payable
and benefits related scheme during
Fees in kind @ bonuses " contributions the year
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
2012
Executive directors:
Li Fanrong @ 773 - - 81 854
Wu Guangaqi 773 - - 72 845
Subtotal 1,546 - - 153 1,699
Non-executive directors:
Wang Yilin © 848 - - - 848
Yang Hua © 773 - - - 773
Zhou Shouwei © 788 - - - 788
Wu Zhenfang 773 - - - 773
Subtotal 3,182 - - - 3,182
Independent non-
executive directors:
Chiu Sung Hong 862 - - - 862
Lawrence J. Lau 773 - - - 773
Tse Hau Yin, Aloysius 895 - - - 895
Wang Tao 773 - - - 773
Subtotal 3,303 - - - 3,303
Total 8,031 - - 153 8,184
2011
Executive directors:
Li Fanrong @ 788 - - 75 863
Wu Guangaqi 788 - - 73 861
Subtotal 1,576 - - 148 1,724
Non-executive directors:
Wang Yilin © 591 - - - 591
Fu Chengyu @ 197 - - - 197
Yang Hua © 788 - - 68 856
Zhou Shouwei © 879 - - - 879
Wu Zhenfang 788 — — — 788
Subtotal 3,243 - - 68 8,311
Independent non-
executive directors:
Edgar W. K. Cheng 722 - - - 722
Chiu Sung Hong 879 - - - 879
Lawrence J. Lau 788 - - - 788
Tse Hau Yin, Aloysius 913 - - - 913
Wang Tao 788 - - - 788
Subtotal 4,090 - - - 4,090
Total 8,909 - - 216 9,125
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10. KEY MANAGEMENT PERSONNEL’S REMUNERATION (continued)

(i)

Directors’ remuneration (continued)

Share options ©

2012 2011

RMB’000 RMB’000
Executive directors:
Li Fanrong @ - -
Wu Guanggqi 2,965 4,687
Subtotal 2,965 4,687
Non-executive directors:
Wang Yilin © - -
Yang Hua © 3,762 5,483
Zhou Shouwei © 2,874 5,503
Wu Zhenfang 2,874 4,596
Subtotal 9,510 15,582
Independent non-executive directors:
Edgar W. K. Cheng @ - -
Chiu Sung Hong - -
Lawrence J. Lau - -
Tse Hau Yin, Aloysius -
Wang Tao - -
Subtotal - -
Total 12,475 20,269
Notes:

(1)

Fees, salaries, allowances, and benefits in kind represent the gross amount (before applicable individual salary tax) paid/payable to individual
directors. All the executive directors have voluntarily waived their salaries, allowances, benefits in kind and performance related bonuses in
2012 and 2011.

On 23 November 2011, Mr. Li Fanrong was appointed as the Chief Executive Officer of the Company.

On 15 April 2011, Mr. Wang Yilin was appointed as the Chairman of the Board of Directors and Non-executive Director of the Company.
On 28 March 2012, Mr. Wang Yilin was appointed as the Chairman of the Nomination Committee.

On 15 April 2011, Mr. Fu Chengyu resigned as the Chairman of the Board of Directors and a Non-executive Director of the Company.

On 23 November 2011, Mr. Yang Hua resigned as the Chief Executive Officer of the Company and was re-designated from an Executive
Director to a Non-executive Director of the Company and continues to serve as the Vice Chairman of the Board of Directors.

On 28 March 2012, Mr. Zhou Shouwei ceased serving as Chairman and a member of the Nomination Committee.

On 3 November 2011, Mr. Edgar W. K. Cheng resigned as an Independent Non-executive Director and a member of the Nomination
Committee of the Company.

This item represents the fair value of share options for the directors measured according to the Group’s accounting policy as set out in Note
3. No Directors exercised any share option in 2011 or 2012. During the year, no new share option was granted to Directors in respect of their
services to the Group under the applicable share option schemes of the Company. Further details of share option scheme and valuation
techniques are set out in note 30 to the financial statements and pages 51 to 53 of the Report of the Directors.

Save as disclosed above, there was no arrangement under which a director waived or agreed to waive any remuneration
during the year.
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10. KEY MANAGEMENT PERSONNEL’S REMUNERATION (continued)

(i) Other key management personnel’s (excluding Directors’) remuneration

2012 2011

Short term employee benefits 6 6
Pension scheme contributions 1 1
Amount paid/payable during the year 7 7
Share options* 21 27
28 34

The bands of the remuneration of other key management personnel (excluding Directors) and the related number of
members of other key management personnel (excluding Directors) are as follows:

Number of employees

2012 2011

Nil to RMB2,000,000 1 2
RMB2,000,001 to RMB5,000,000 7 =
RMB5,000,001 to RMB6,000,000 - 6
RMB6,000,001 to RMB7,000,000 - -
8 8

This item represents the fair value of share options measured according to the Group’s accounting policy as set out in Note 3. No other key
management personnel exercised any share option in 2012 or 2011.

11. FIVE HIGHEST PAID EMPLOYEES
During the year, none (2011: one) of the directors, details of whose remuneration are disclosed in note 10 (i) above, received
an amount which falls within the category of the five highest paid employees. Details of the remuneration of the five (2011: four)
highest paid employees, who are not the directors, for the year are as follows:

2012 2011
Fees - _
Basic salaries, allowances, and benefits in kind @ 7 4
Performance-related bonuses 2 2
Pension scheme contributions - -
Amount paid/payable during the year 9 6
Share options © 13 17
22 23

(1) Fees and salaries, allowances, and benefits in kind represent the gross amount (before applicable individual salary tax) paid/payable to individual

employees.
2 This item represents the fair value of share options measured according to the Group’s accounting policy as set out in Note 3. None of the five

highest paid employees exercised any share option in 2012 or 2011. During the year, no new share option was granted to the five highest paid
employees in respect of their services to the Group. Further details are included in note 30.
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FIVE HIGHEST PAID EMPLOYEES (continued)
The remuneration of the five (2011: four) highest paid employees, who are not the directors, falls within the following bands:

Number of employees

2012 2011

Nil to RMB5,000,000 4 -
RMB5,000,001 to RMB5,500,000 - 1
RMB5,500,001 to RMB6,000,000 - 2
RMB6,000,001 to RMB6,500,000 - =
RMB6,500,001 to RMB8,000,000 1 1
5 4

TAX

(i) Income tax
The Company and its subsidiaries are subject, on an entity basis, to income taxes on profits arising in or derived from the
tax jurisdictions in which the entities of the Group are domiciled and operate. The Company is subject to profits tax at a
rate of 16.5% (2011: 16.5%) on profits arising in or derived from Hong Kong, which is qualified as a foreign tax credit to
offset the PRC corporate income tax starting from 1 January 2008.

The Company is regarded as a Chinese Resident Enterprise (as defined in the “Enterprise Income Tax Law of the People’s
Republic of China”) by the State Administration of Taxation of the PRC. As a result, the Company is subject to the PRC
corporate income tax at the rate of 25% starting from 1 January 2008.

The Company’s subsidiary in Mainland China, CNOOC China Limited, is a wholly-owned foreign enterprise. It is subject
to corporate income tax at the rate of 25% under the prevailing tax rules and regulations.

Subsidiaries of the Group domiciled outside the PRC are subject to income tax at rates ranging from 10% to 56%.

As of 31 December 2012, management of the Company has not provided any deferred tax liabilities related to earnings
derived by the Company from its overseas subsidiaries since the timing of the reversal of the taxable temporary
differences can be controlled by the Company and it is probable that the temporary differences would not reverse in the

foreseeable future.

An analysis of the tax expense in the Group’s consolidated statement of comprehensive income is as follows:

2012 2011

Overseas

Current income tax 8,177 1,532

Deferred tax (1,722) 906
PRC

Current income tax 20,662 21,309

Deferred tax (636) (1,437)
Total tax charge for the year 26,481 22,310
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12. TAX (continued)

(i) Income tax (continued)

A reconciliation of the statutory PRC corporate income tax rate to the effective income tax rate of the Group is as follows:

2012 2011
% %
Statutory PRC enterprise income tax rate 25.0 25.0
Effect of different tax rates for overseas subsidiaries* 4.4 (0.5)
Tax credit from the government (0.2) 0.2
Tax reported in equity-accounted entities - 0.2
Others 0.2 -
Group’s effective income tax rate 29.4 241

*

to Nigeria OML130 Project in 2011.

The movements of deferred tax liabilities are as follows:

The higher effective tax rate for the year ended 31 December 2012 was primarily due to the full utilisation of investment tax credits applicable

2012 2011
At January 1 5,488 6,841
Credited to the profit and loss (2,358) (631)
Disposal of a subsidiary - (549)
Unrecognised gain for available-for-sale assets 237 -
Exchange differences (4) (273)
At 31 December 3,363 5,488
Principal components of deferred tax balances are as follows:
Group
2012 2011
Deferred tax assets
Provision for retirement and termination benefits 29 50
Provision for dismantlement 4,149 3,237
Impairment of property, plant and equipment 717 719
Losses available for offsetting against future taxable profit 1,244 4,002
Others 531 299
6,670 8,307
Deferred tax liabilities
Accelerated tax depreciation of oil and gas properties (9,315) (13,526)
Non-current liabilities (233) (88)
Unrecognised gain for available-for-sale assets (237) -
Others (248) (181)
(10,033) (13,795)
Net deferred tax liabilities (3,363) (5,488)
Of which — deferred tax assets 40 -
— deferred tax liabilities (3,403) (5,488)
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12. TAX (continued)

13.

(i)

(ii)

Income tax (continued)

As at 31 December 2012, the Group had approximately RMB15,474 million (2011: RMB25,829 million) of carry-
forward tax losses, predominantly in North America, that would be available to offset against future taxable profits of the
subsidiaries in which the tax losses arose. The US and Canadian tax losses expire in 14 to 20 years after generation. The
Uganda tax losses have no fixed expiry date.

Deferred tax assets in respect of the above tax losses are recognised only to the extent of the anticipated future taxable
profits arising from the reversal of existing taxable temporary differences.

As at 31 December 2012, the Group’s recognised tax losses amounted to RMB3,555 million (2011: RMB10,975 million).
Unrecognised tax losses, where recovery is not currently expected, amounted to RMB11,919 million (2011: RMB14,854
million).

Other taxes

The Company’s PRC subsidiaries pay the following other taxes and dues:

- Production taxes at the rate of 5% on independent production and production under production sharing contracts;

= Resource taxes at the rate of 5% (reduced tax rates may apply to specific products and fields) on the oil and gas
sales revenue (excluding production taxes) derived by oil and gas fields under production sharing contracts signed
after 1 November 2011 and independent offshore oil and gas fields starting from 1 November 2011, which replaced
the royalties for oil and gas fields, except for those under production sharing contracts signed before 1 November
2011 which will be subject to related resource taxes requirement after the expiration of such production sharing
contracts;

- Mineral resource compensation at the temporary rate of 1% (reduced tax rates may apply) on the oil and gas
sales revenue derived by oil and gas fields under production sharing contracts signed after 1 November 2011 and
independent offshore oil and gas fields starting from 1 November 2011;

- Export tariffs at the rate of 5% on the export value of petroleum oil;

- Business tax at rates of 3% to 5% or value-added tax at the rate of 6% on other income;

- City construction tax at the rate of 1% or 7% on the actual paid production taxes, business tax and value-added
tax;

- Educational surcharge at the rate of 3% on the actual paid production taxes, business tax and value-added tax;
and

= Local educational surcharge at the rate of 2% on the actual paid production taxes, business tax and value-added
tax.

In addition, other taxes paid and payable by the Company’s non-PRC subsidiaries include royalty as well as taxes levied
on petroleum-related income, profit, budgeted operating and capital expenditures.

PROFIT ATTRIBUTABLE TO THE SHAREHOLDERS

The consolidated profit attributable to the Company’s shareholders for the year ended 31 December 2012 includes a profit
of approximately RMB70,174 million (2011: RMB20,741 million) which has been dealt with in the financial statements of the
Company (note 31).
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14. DIVIDENDS

Group
2012 2011

Declared and paid during the year:
Interim dividend 5,444 9,106
Final dividend 10,191 9,287
Total dividends paid in the year 15,635 18,393
Weighted average number of ordinary shares 44,646,305,984 44,668,570,359
Dividend per ordinary share RMBO0.35 RMBO0.41
Final dividend proposed by the Board of Directors at HK$0.32

per ordinary share (2011: HK$0.28 per ordinary share)

— not recognised as a liability as at the end of the reporting period 11,563 10,142

Pursuant to the Enterprise Income Tax Law of the People’s Republic of China and related laws and regulations, the Company
is regarded as a Chinese Resident Enterprise, and thus is required to withhold corporate income tax at the rate of 10% when
it distributes dividends to its non-resident enterprise (as defined in the “Enterprise Income Tax Law of the People’s Republic of
China”) shareholders, with effect from the distribution of the 2008 final dividend. In respect of all shareholders whose names
appear on the Company’s register of members and who are not individuals (including HKSCC Nominees Limited, corporate
nominees or trustees such as securities companies and banks, and other entities or organizations, which are all considered as
non-resident enterprise shareholders), the Company will distribute the dividend after deducting corporate income tax of 10%.

15. EARNINGS PER SHARE

Group
2012 2011

Earnings
Profit for the year attributable to ordinary equity holders for

the basic and diluted earnings per share calculations 63,691 70,255
Number of shares
Number of ordinary shares issued at the beginning of the year,

excluding repurchased but not cancelled shares 44,646,305,984 44,669,199,984
Weighted average number of ordinary shares for the basic

earnings per share calculation 44,646,305,984 44,668,570,359
Effect of dilutive potential ordinary shares under the share

option schemes 161,736,346 185,044,651
Weighted average number of ordinary shares for the purpose

of diluted earnings per share 44,808,042,330 44,853,615,010
Earnings per share:

Basic (RMB Yuan) 1.43 1.57

Diluted (RMB Yuan) 1.42 1.57
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PROPERTY, PLANT AND EQUIPMENT

Group
Vehicles
and office
Oil and gas equipment
properties and others Total
Cost:
At 1 January 2011 293,257 673 293,930
Additions 43,772 97 43,869
Acquisitions 25,338 1,083 26,421
Disposals and write-offs (10,137) (©) (10,146)
Exchange differences (4,500) 2 (4,502)
At 31 December 2011 347,730 1,842 349,572
At 1 January 2012 347,730 1,842 349,572
Additions 56,335 267 56,602
Acquisitions 10,781 — 10,781
Disposals and write-offs (2,465) (18) (2,483)
Exchange differences (851) - (851)
At 31 December 2012 412,030 2,091 414,121
Accumulated depreciation, depletion and amortisation:
At 1 January 2011 (106,900) (852) (107,252)
Depreciation charge for the year (80,336) (61) (80,397)
Disposals and write-offs 7,748 8 7,756
Exchange differences 887 1 888
At 31 December 2011 (128,601) (404) (129,005)
At 1 January 2012 (128,601) (404) (129,005)
Depreciation charge for the year (83,034) (64) (83,098)
Disposals and write-offs 26 14 40
Exchange differences 74 - 74
At 31 December 2012 (161,535) (454) (161,989)
Net book value:
At 1 January 2012 219,129 1,438 220,567
At 31 December 2012 250,495 1,637 252,132

Included in the current year’s additions was an amount of approximately RMB1,549 million (2011: approximately RMB1,150
million) in respect of interest capitalised in property, plant and equipment (note 9). Included also in the depreciation charge
for the year was an amount of approximately RMB2,990 million (2011: approximately RMB3,268 million) in respect of a
depreciation charge on dismantlement cost capitalised in oil and gas properties.

Disposals and write-offs include approximately RMB876 million related to unproved properties of Niobrara project located in

United States. The write-off of the unproved property was primarily due to the unfavorable exploration drilling results in 2012 in
certain blocks.
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16. PROPERTY, PLANT AND EQUIPMEN (continued)

Company

2012 2011
Office equipment
Cost:
At 1 January 6 6
Additions - -
Disposals and write-offs -
Exchange differences - -
At 31 December 6 6

Accumulated depreciation:

At 1 January (6) 6)
Depreciation charge for the year
Disposals and write-offs - -
Exchange differences - -

At 31 December (6) ©)

Net book value:
At 1 January - -

At 31 December - _

17. INTANGIBLE ASSETS

Gas processing right

under NWS Project Software Total
Cost:
At 1 January 2011 1,215 491 1,706
Additions - 132 132
Disposal - - -
Exchange differences (59) - (59)
At 31 December 2011 1,156 623 1,779
At 1 January 2012 1,156 623 1,779
Additions - 142 142
Disposal - - -
Exchange differences 3) = @)
At 31 December 2012 1,153 765 1,918
Accumulated amortisation:
At 1 January 2011 (296) (262) (558)
Amortisation charge for the year (79) (125) (204)
Disposal - - -
Exchange differences 16 - 16
At 31 December 2011 (859) (387) (746)
At 1 January 2012 (359) (387) (746)
Amortisation charge for the year (64) (136) (200)
Disposal - - -
Exchange differences 1 - 1
At 31 December 2012 (422) (623) (945)
Net book value:
At 1 January 2012 797 236 1,033
At 31 December 2012 731 242 973
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INVESTMENTS IN SUBSIDIARIES AND DUE FROM/TO SUBSIDIARIES

Company
2012 2011
Unlisted shares, at cost 58,718 58,707
Due from subsidiaries 116,740 23,846
Due to subsidiaries (54,484) (16,519)
120,974 66,034

The amounts due from/to subsidiaries included in the Company’s current assets and liabilities are unsecured, interest-free and

repayable on demand.

Particulars of the principal subsidiaries are as follows:

Nominal value
of ordinary Percentage
shares issued and of equity
Place and date of paid-up/ attributable to
Name of entity establishment registered capital the Group Principal activities
Directly held subsidiaries:
CNOOC China Limited Tianjin, PRC RMB20 billion 100%  Offshore petroleum exploration,
15 September 1999 development, production and sales
in the PRC
China Offshore QOil (Singapore) Singapore 14 May 1993 SG$3 million 100% Sales and marketing of petroleum
International Pte Ltd products outside the PRC
CNOOC International Limited British Virgin Islands US$20,000,000,002 100%  Investment holding
23 August 1999
00GC America, Inc. State of Delaware, US$1,000 100% Investment holding
United States of America
28 August 1997
CNOOC Finance (2002) Limited @ British Virgin Islands US$1,000 100% Bond issuance
24 January 2002
CNOOC Finance (2003) Limited  British Virgin Islands US$1,000 100% Bond issuance
2 April 2003
CNOOC Finance (2011) Limited  British Virgin Islands US$1,000 100%  Bond issuance
31 December 2010
CNOOC Finance (2012) British Virgin Islands US$1,000 100% Bond issuance

Limited ©

10 April 2012
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18. INVESTMENTS IN SUBSIDIARIES/LOANS TO AND DUE FROM/TO SUBSIDIARIES (continued)

98

Nominal value
of ordinary Percentage
shares issued and of equity
Place and date of paid-up/ attributable to
Name of entity establishment registered capital the Group Principal activities
Indirectly held subsidiaries "
CNOOC Deepwater Zhuhai, PRC RMB8.5 billion 100% Deepwater and low-grade oil and
Development Limited “ 1 March 2010 gas fields exploration, development,
and oil and gas production sales in
the PRC
CNOOC Southeast Asia Limited ~ Bermuda US$12,000 100% Investment holding
16 May 1997
CNOOC SES Ltd. Labuan, F.T., Malaysia US$1 100% Petroleum exploration, development
27 March 2002 and production in Indonesia
CNOOC Muturi Limited Isle of Man US$7,780,770 100%  Petroleum exploration, development
8 February 1996 and production in Indonesia
CNOOC NWS Private Limited Singapore SG$2 100% Offshore petroleum exploration,
8 October 2002 development and production in
Australia
CNOOC Exploration & Production  Nigeria Naira10 milion 100% Petroleum exploration, development
Nigeria Limited 6 January 2006 and production in Africa
CNOOC lIraq Limited British Virgin Islands USS$1 100% Providing services of petroleum
15 October 2010 exploration and development in the
Republic of Iraq
CNOOC Canada Inc. (note 4) Canada 281,749,526 100%  Qil sands exploration, development
15 January 1999 common shares and production in Canada
without a par value
CNOOC Uganda Ltd (note 4) Uganda 1,000,000 Uganda Shiling 100%  Petroleum exploration, development
11 May 2010 and production in Africa
CNOOC Canada Holding Ltd. ©®  Canada CAD9,505,391,000 100%  Qil and gas investment in Canada
(note 4) 18 July 2012

(1) All subsidiaries are indirectly held through CNOOC International Limited, except CNOOC Deepwater Development Limited which is indirectly held
through CNOOC China Limited.

) The guarantee notes issued by CNOOC Finance (2002) Limited were repaid in March 2012 (note 28), and CNOOC Finance (2002) Limited was

dissolved on 27 July 2012.

) CNOOC Finance (2012) Limited was incorporated on 10 April 2012, for issuance of guaranteed notes (note 28).

4) The registered capital of CNOOC Deepwater Development Limited was increased to RMB8.5 billion on 29 November 2012.

%) CNOOC Canada Holding Ltd. was incorporated on 18 July 2012, for oil and gas investment in Canada. On 25 February 2013, the registered capital
was increased to CAD9,505,391,000

The above table lists the subsidiaries of the Company which, in the opinion of the Directors, principally affected the results for the
year or formed a substantial portion of the total assets of the Group. To give details of other subsidiaries would, in the opinion

of the directors, result in particulars of excessive length.
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INVESTMENTS IN ASSOCIATES

Nominal value Percentage
of ordinary shares of equity
Name of Place and date of issued and paid up/ attributable
associates establishment registered capital to the Group Principal activities
Shanghai Petroleum Shanghai, PRC RMB900 million 30%  Offshore petroleum exploration,
Corporation Limited 7 September 1992 development, production and sales
in the PRC
CNOOC Finance Beijing, PRC 14 June 2002 RMB4 billion 31.8% Provision of deposit, transfer,
Corporation Limited* settlement, loan, discounting and
other financing services to CNOOC
and its member entities
Northern Cross (Yukon) Limited  Yukon, Canada 22,691,705 60% Petroleum exploration,
19 September 1994 common shares development and production
without a par value in Canada
* The registered capital of CNOOC Finance Corporation Limited was increased to RMB4 billion on 1 November 2012, and the percentage of equity

attributable to the Group remains unchanged.
None of the associates is audited by Ernst & Young Hong Kong or other member firm of the Ernst & Young global network.

The Group’s investments in associates represent:

Group
2012 2011
Share of net assets 3,857 2,822

None of the Group’s associates are considered to be individually material. The following table illustrates the summarised
financial information of the Group’s associates:

Group
2012 2011
Profit for the year 284 320
Other comprehensive income 21 (20)
Total comprehensive income 305 300
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20. INVESTMENT IN A JOINT VENTURE
Particulars of the principal joint venture are as follows:

Nominal value of Percentage
ordinary share issued of equity
Place and date of and paid-up/ attributable
Name of entity establishment registered capital to the Group Principal activities
Bridas Corporation British Virgin Islands US$102,325,582 50% Investment holding
15 September 1993

The joint venture is not audited by Ernst & Young Hong Kong or other member firm of the Ernst & Young global network.

Summarised financial information of the joint venture is disclosed below:

Group

2012 2011
Cash and cash equivalents 2,457 2,410
Other current assets 4,994 1,585
Total current assets 7,451 3,995
Non-current assets, excluding goodwill 50,666 51,855
Goodwill 3,557 3,566
Total assets 61,674 59,416
Current financial liabilities (excluding trade and other payables and provisions) (2,252) (1,139)
Other current liabilities (2,840) (2,254)
Total current liabilities (5,092) (8,393)
Non-current financial liabilities (3,119) (3,361)
Other non-current liabilities (13,144) (12,312)
Total non-current liabilities (16,263) (15,673)
Total liabilities (21,355) (19,066)
Net assets 40,319 40,350
Net assets, excluding goodwill 36,762 36,784
Revenue 31,650 9,882
Depreciation, depletion and amortisation (2,922) (2,940)
Interest income 47 50
Finance costs (599) (355)
(Loss)/profit before tax (967) 1,062
Income tax expense 345 (568)
(Loss)/profit after tax (622) 494
Other comprehensive income - -
Total comprehensive (loss)/income (622) 494
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INVESTMENT IN A JOINT VENTURE (continued)
Reconciliation of the summarised financial information of the joint venture to the carrying amount of the Group’s investment in
the joint venture is disclosed below:

Group
2012 2011
Group share of net assets of a joint venture, excluding goodwill 18,381 18,392
Goodwill on acquisition less cumulative impairment 1,779 1,783
Impairment of investment in a joint venture - -
Carrying amount of investment in a joint venture 20,160 20,175
No dividend was received from the joint venture in 2012 and 2011.
AVAILABLE-FOR-SALE FINANCIAL ASSETS
Group Company
2012 2011 2012 2011
Current:
Non-publicly traded investments, at fair value:
Private equity funds 15 15 15 15
Corporate wealth management products 52,310 18,500 - -
Liquidity funds © 9,470 9,061 - -
61,795 27,576 15 15

Non-current:
Publicly traded investments, at fair value:

Equity investment in MEG © 5,516 7,365 - -

Non-publicly traded investments, at cost:
Private equity fund in Kerogen Energy Fund @ 1,535 - - -
7,051 7,365 - -

The fair values of publicly traded investments are based on quoted market prices. The fair values of non-publicly traded
investments are based on fund managers’ quotations. The directors believe that the estimated fair values quoted by fund
managers are reasonable, and that they are the most appropriate values at the reporting date.

(1) The corporate wealth management products matured from 5 January 2013 to 22 October 2013.
2) The liquidity funds have no fixed maturity date and no coupon rate.
) The equity investment represents an investment in the equity securities of MEG Energy Corporation (‘MEG”). As at 31 December 2012, the

investment in MEG was stated at the quoted market price. MEG is principally engaged in the exploitation and production of oil sands.

(4) The private equity fund represents an investment in Kerogen Energy Fund and is stated at cost less any impairment, as there is no market price
available. Kerogen Energy Fund is principally engaged in the investment in the oil and gas industry.

During the year, the net loss on the Group’s and the Company’s available-for-sale investments, net of tax, recognised directly
in other comprehensive loss amounted to RMB1,128 million and nil, respectively (2011: other comprehensive income RMB800
million and nil, respectively).

In addition, there were no realised gains of the Group and the Company, respectively, transferred from other comprehensive
income to the profit and loss for the year (2011: nil and nil, respectively) upon the disposal of the related available-for-sale
financial assets.

None of the financial assets above is either past due or impaired.
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22. OTHER NON-CURRENT ASSETS
Included in the other non-current assets were pledged deposits for future dismantlement. Pursuant to the Provisional
Regulations on the Dismantlement of Offshore Oil and Gas Production Facilities of the People’s Republic of China, the Group
accrues dismantlement cost for all the oil and gas fields under production sharing contracts in the PRC, and makes monthly
cash contributions to the specific dismantlement fund accounts supervised by the PRC government. The deposit cannot be
withdrawn or utilised for any other purposes but the dismantlement of oil and gas production facilities in the future. As of 31
December 2012, the balance of the specified dismantlement fund accounts was RMB547 million (31 December 201 1: nil).

23. INVENTORIES AND SUPPLIES

Group
2012 2011
Materials and supplies 4,023 3,510
Qil in tanks 1,371 986
Less: Provision for inventory obsolescence (147) (116)
5,247 4,380

The provision for inventory obsolescence during the year was approximately RMB31 million (2011: approximately RMB22
million).

24. TRADE RECEIVABLES
The Group’s trading terms with its customers are mainly on credit, except for new customers, where payment in advance is
normally required. The credit terms of the Group are generally within 30 days after the delivery of oil and gas. Trade receivables
are non-interest-bearing.

As at 31 December 2012 and 2011, substantially all the trade receivables were aged within 30 days. All customers have a good
repayment history and no receivables are past due.

25. CASH AND CASH EQUIVALENTS AND TIME DEPOSITS WITH MATURITY OVER THREE MONTHS
The Group’s and the Company’s cash and cash equivalents mainly consist of current deposits and time deposits with maturity
within seven days. The bank balances are deposited with creditworthy banks with no recent history of default.

The weighted average effective interest rates of the Group’s and the Company’s bank deposits were 1.7% per annum (2011:
2.7% per annum) and 0.38% per annum (2011: 1.1% per annum), respectively, for the year ended 31 December 2012.

26. TRADE AND ACCRUED PAYABLES
As at 31 December 2012 and 2011, substantially all the trade and accrued payables were aged within six months. The trade
and accrued payables are non-interest-bearing and are normally settled within six months.

27. OTHER PAYABLES AND ACCRUED LIABILITIES

Group

2012 2011

Accrued payroll and welfare payable 1,118 888
Provision for retirement and termination benefits 273 280
Accrued expenses 69 65
Advances from customers 177 96
Royalties payable 461 376
Special oil gain levy payable 8,755 14,989
Provision for dismantlement (note 29) - 31
Other payables 6,582 5,492
17,435 22,217

Other payables are non-interest-bearing and have an average term of less than one year.
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28.

LOANS AND BORROWINGS

Current
Group
Effective interest 2012 2011
rate and final maturity Bank loan Notes/ Bonds Total Bank loan  Notes/ Bonds Total
Short-term loans
and borrowings
General loans LIBOR+0.85% to 1.85% per annum
with maturity within one year 27,343 - 27,343 16,193 - 16,193
27,343 - 27,343 16,193 - 16,193
Loans and
borrowings due
within one year
For Tangguh LNG LIBOR+0.23% to 0.38% per annum
Project © with maturity within one year 231 - 231 207 - 207
For Nigeria LIBOR+4% per annum with
OML130 Project maturity within one year - - - 369 - 369
Finance (2002) - - - - 3,150 3,150
Finance (2003) @ - 1,256 1,256 - - -
231 1,256 1,487 576 3,150 3,726
27,574 1,256 28,830 16,769 3,150 19,919
Non-current
Group
Effective interest 2012 2011
rate and final maturity Bank loan Notes/ Bonds Total Bank loan  Notes/ Bonds Total
For Tangguh LNG LIBOR+0.23% to 0.38% per annum
Project © with maturity through 2021 2,326 - 2,326 2,562 - 2,562
Finance (2003) @ - 1,843 1,843 - 3,102 3,102
Finance (2011) © - 12,396 12,396 - 12,412 12,412
Finance (2012) ¥ - 12,491 12,491 - - -
2,326 26,730 29,056 2,562 15,514 18,076
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28. LOANS AND BORROWINGS (continued)

)

The principal amount of US$500 million of 6.375% guaranteed notes due in 2012 was issued by CNOOC Finance (2002) Limited, a wholly-
owned subsidiary of the Company. The obligations of CNOOC Finance (2002) Limited in respect of the notes were unconditionally and irrevocably
guaranteed by the Company, and the notes were repaid in March 2012.

The principal amount of US$200 million of 4.125% guaranteed notes due in 2013 and the principal amount of US$300 million of 5.500%
guaranteed notes due in 2033 were issued by CNOOC Finance (2003) Limited, a wholly-owned subsidiary of the Company. The obligations of
CNOOC Finance (2003) Limited in respect of the notes are unconditionally and irrevocably guaranteed by the Company.

The principal amount of US$1,500 million of 4.25% guaranteed notes due in 2021 and the principal amount of US$500 million of 5.75% guaranteed
notes due in 2041 were issued by CNOOC Finance (2011) Limited, a wholly-owned subsidiary of the Company. The obligations of CNOOC Finance
(2011) Limited in respect of the notes are unconditionally and irrevocably guaranteed by the Company.

The principal amount of US$1,500 million of 3.875% guaranteed notes due in 2022 and the principal amount of US$500 million of 5.000%
guaranteed notes due in 2042 were issued by CNOOC Finance (2012) Limited, a wholly-owned subsidiary of the Company. The obligations of
CNOOC Finance (2012) Limited in respect of the notes are unconditionally and irrevocably guaranteed by the Company.

The amount represented the Group share of utilised bank loans in Tangguh Liquified Natural Gas Project (the “Tangguh LNG Project”).

The Company delivered a guarantee dated 29 October 2007 in favour of Mizuho Corporate Bank, Ltd., which acts as the facility agent for and on
behalf of various international commercial banks under a US$884 million commercial loan agreement dated 29 October 2007 in connection with the
Tangguh LNG Project in Indonesia. The Company guarantees the payment obligations of the trustee borrower under the subject loan agreement
and is subject to a maximum cap of approximately US$164,888,000. Together with the loan agreement dated 31 July 2006 with a maximum cap
of approximately US$487,862,000, the total maximum guarantee cap is US$652,750,000.

An agreement in respect of the sale of a 3.05691% interest of the Company in the Tangguh LNG Project to Talisman Energy Inc. (“Talisman”) for a
consideration of US$212.5 million became effective on 1 January 2008. The transaction was completed through the equity transfer of an indirect
subsidiary of the Company. The Company through its subsidiary continues to hold a 13.89997% interest in the Tangguh LNG Project after the sale.

In addition, a letter of credit agreement was signed between the Company and Talisman with the execution of the aforesaid agreement.
Accordingly, Talisman has delivered valid and unexpired standby letters of credit with the amount of US$120 million to the Company (as the
beneficiary) as a counter-guarantee to offset the exposure of the Company’s guarantee for the aforesaid interest of 3.05691% in respect of the
Tangguh LNG Project financing.

As at 31 December 2012, all the bank loans of the Group were unsecured, and none of the outstanding borrowings were
guaranteed by CNOOC.
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28. LOANS AND BORROWINGS (continued)

29.

The maturities of the long term bank loans are as follows:

Group
2012 2011
Repayable:
Within one year 231 576
After one year but within two years 249 221
After two years but within three years 279 251
After three years but within four years 309 281
After four years but within five years 332 312
After five years 1,157 1,497
2,557 3,138
Amount due within one year shown under current liabilities (231) (576)
2,326 2,562
Supplemental information with respect to the long term bank loans:
Maximum Average Weighted
Weighted amount amount average
average outstanding outstanding interest rate
For the year ended Balance interest rate during the during the during the
31 December at year end at year end year year year @
2012 2,557 0.76% 3,138 2,847 1.06%
2011 3,138 1.35% 8,134 5,636 2.19%
(1) The average amount outstanding is computed by averaging the outstanding principal balances as at 1 January and 31 December of each year.
2 The weighted average interest rate is computed by averaging the interest rates as at 1 January and 31 December of each year.

There was no default of principal, interest or redemption terms of the loans and borrowings during the year.

PROVISION FOR DISMANTLEMENT

Group
2012 2011

At 1 January 24,995 16,012
Capitalised in oil and gas properties ! 3,057 7,718
Acquisition of a subsidiary - 151
Utilised - (156)
Unwinding of discount @ (note 9) 1,359 1,312
Exchange differences (5) (42)
At 31 December 29,406 24,995
Current portion of dismantlement included in other payables

and accrued liabilities (note 27) - (81)
At 31 December 29,406 24,964
(1) The amount is included in the additions of oil and gas properties in note 16.
2) The discount rates used for calculating the amount of unwinding of discount are within the range of 4% to 5% (2011: 5%).
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30. SHARE CAPITAL

Issued share

Share capital
capital equivalent of
Share Number of shares HK$ million RMB million
Authorised:
Ordinary shares of HK$0.02 each
as at 31 December 2012 and 31 December 2011 75,000,000,000 1,500
Issued and fully paid:

Ordinary shares of HK$0.02 each as at 1 January 2011 44,669,199,984 893 949
As at 31 December 2011 44,659,180,984 893 949
Shares repurchased and cancelled* (12,875,000) - -
As at 31 December 2012 44,646,305,984 893 949
* During the year of 2011, the Company purchased 22,894,000 of its shares with an aggregate cash payment of HK$315,016,715 on the Stock

Exchange of Hong Kong Limited (“HKSE”). 10,019,000 shares were cancelled by the Company in 2011 and the remaining 12,875,000 shares were
cancelled on 10 January 2012.

Share option schemes
The Company has adopted the following share option schemes for the grant of options to the Company’s directors, senior
management and other eligible grantees:

1. Pre-Global Offering Share Option Scheme (as defined below);

2. 2001 Share Option Scheme (as defined below);

3, 2002 Share Option Scheme (as defined below); and

4. 2005 Share Option Scheme (as defined below).

Under these share option schemes, the Remuneration Committee of the Board will from time to time propose for the Board’s
approval the grant of share options and the number of share options to be granted to the relevant grantees. The maximum
aggregate number of shares (including those that could be subscribed for under the Pre-Global Offering Share Option Scheme,
the 2001 Share Option Scheme, the 2002 Share Option Scheme and the 2005 Share Option Scheme) which may be issued
upon exercise of all options granted shall not exceed 10% of the total issued share capital of the Company as at 31 December

2005, being the date on which the shareholders of the Company approved the 2005 Share Option Scheme, excluding shares
under options which have lapsed.
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SHARE CAPITAL (continued)
Share option schemes (continued)

Pre-Global Offering Share Option Scheme
On 4 February 2001, the Company adopted a pre-global offering share option scheme (the “Pre-Global Offering Share Option
Scheme”). Pursuant to the Pre-Global Offering Share Option Scheme:

1. options to subscribe for an aggregate of 23,100,000 shares have been granted; and
2. the exercise price for such options is HK$1.19 per share.

The exercise periods for the options granted under the Pre-Global Offering Share Option Scheme shall end not later than 10
years from 12 March 2001. No further options may be granted under the Pre-Global Offering Share Option Scheme.

2001 Share Option Scheme

On 4 February 2001, the Company adopted a share option scheme (the “2001 Share Option Scheme”) for the purposes of
recognising the contribution that certain individuals had made to the Company and for attracting and retaining the best available
personnel to the Company. Pursuant to the 2001 Share Option Scheme:

1. options to subscribe for an aggregate of 44,100,000 shares have been granted; and
2. the exercise price for such options price is HK$1.232 per share.

The exercise periods for the options granted under the 2001 Share Option Scheme shall end not later than 10 years from 27
August 2001. No further options may be granted under the 2001 Share Option Scheme.

2002 Share Option Scheme

In June 2002, the Company adopted a new share option scheme (the “2002 Share Option Scheme”) for the purpose of
recognising the contribution that certain individuals had made to the Company and for attracting and retaining the best available
personnel to the Company.

Under the 2002 Share Option Scheme, the Board may, at its discretion, offer to grant to the directors and employees of the
Company or any of its subsidiaries options to subscribe for shares of the Company. The maximum number of shares in respect
of which options may be granted under the 2002 Share Option Scheme to any individual in any 12-month period up to the date
of the latest grant shall not exceed 1% of the total issued share capital of the Company from time to time.

According to the 2002 Share Option Scheme, the consideration payable by a grantee for the grant of options will be HK$1.00.
The exercise price for such options will be determined by the Board at its discretion at the date of grant, except that such price
shall be not less than the higher of:

1. the nominal value of a share of the Company on the date of grant;

2. the average closing price of the shares on the HKSE as stated in the HKSE’s quotation sheets for the five trading days
immediately preceding the date of grant; and

3. the closing price of the shares on the HKSE as stated in the HKSE'’s quotation sheet on the date of grant.

The exercise periods for the options granted under the 2002 Share Option Scheme shall end not later than 10 years from the
date of grant.

On 31 December 2005, the Company terminated the 2002 Share Option Scheme. Upon termination of the 2002 Share Option
Scheme, no further options may be granted under the 2002 Share Option Scheme, but in all other respects the provisions of the
2002 Share Option Scheme shall remain in force. The outstanding options under the 2002 Share Option Scheme shall continue
to be subject to the provisions of the 2002 Share Option Scheme.

CNOOC LIMITED Annual Report 2012

107



108

Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

30.

SHARE CAPITAL (continued)
Share option schemes (continued)

2005 Share Option Scheme

On 31 December 2005, the Company adopted a new share option scheme (the “2005 Share Option Scheme”). Under the
2005 Share Option Scheme, the Board has the authority to grant options to subscribe for shares to the directors, officers and
employees of the Company and its subsidiaries, and any other persons who in the sole discretion of the Board, have contributed
or will contribute to the Group. Unless approved by the shareholders, the total number of shares issued and to be issued upon
exercise of the options granted to each individual (including exercised and unexercised options) under the 2005 Share Option
Scheme or any other share option scheme adopted by the Company, in any 12-month period, must not exceed 1% of the
shares in issue of the Company.

According to the 2005 Share Option Scheme, the consideration payable by a grantee for the grant of options will be HK$1.00.
The exercise price for such options will be determined by the Board at its discretion at the date of grant, except that such price
shall be at least the higher of:

1. the nominal value of a share of the Company on the date of grant;

2. the average closing price of the shares as stated in the HKSE’s daily quotation sheets for the five trading days immediately
preceding the date of grant; and

3. the closing price of the shares as stated in the HKSE’s daily quotation sheet on the date of grant.

The period within which the options must be exercised, as well as any minimum holding period or performance targets which
apply to the options, will be specified by the Board of the Company at the time of grant. The exercise periods for options granted
under the 2005 Share Option Scheme shall end not later than 10 years from the date of grant. No options may be granted under
the 2005 Share Option Scheme after the date of the 10th anniversary of the adoption of the 2005 Share Option Scheme.

No new share option was granted during the year (2011: nil) and the Group recognised an equity-settled share option expense
of approximately RMB50 million (2011: RMB143 million) during the year.

The fair value of equity-settled share options granted was estimated as at the date of grant if any, using the Black-Scholes
option pricing model, taking into account the terms and conditions upon which the options were granted.

Details of the share options outstanding are as follows:

2012 2011
Number of Weighted average Number of  Weighted average
share options exercise price share options exercise price
HK$ HK$
Outstanding at the beginning of the year 420,960,900 9.56 474,054,900 9.14
Granted during the year - - - -
Forfeited during the year (9,806,000) 11.48 (63,094,000) 5.87
Exercised during the year - - - -
Outstanding at end of year 411,154,900 9.51 420,960,900 9.56
Exercisable at the end of the year 380,171,000 9.25 328,525,000 8.91

No share options had been cancelled or modified during the years ended 31 December 2012 and 2011.

At the date of approval of these financial statements, the share options outstanding under these share option schemes
represented approximately 0.92% of the Company’s shares in issue as at that date (2011: 0.94%). The weighted average
remaining contractual life of share options outstanding at the end of the year was 5.06 years (2011: 6.09 years). The exercise
in full of the outstanding share options would, under the present capital structure of the Company, result in the issue of
411,154,900 additional ordinary shares of the Company and additional share capital of RMB6,667,699 and share premium of
RMB3,164,432,651.
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RESERVES

According to the laws and regulations of the PRC and the articles of association of CNOOC China Limited, CNOOC China
Limited is required to provide for certain statutory funds, namely, the general reserve fund and the staff and workers’ bonus
and welfare fund, which are appropriated from net profit (after making good losses from previous years), but before dividend
distribution.

CNOOC China Limited is required to allocate at least 10% of its net profit as reported in accordance with the generally accepted
accounting principles in the PRC (“PRC GAAP”) to the general reserve fund until the balance of such fund reaches 50% of
its registered capital. The general reserve fund can only be used, upon approval by the relevant authority, to offset against
accumulated losses or to increase capital.

Appropriation to the staff and workers’ bonus and welfare fund, which is determined at the discretion of the board of directors
of CNOOC China Limited, is expensed as incurred under IFRSs/HKFRSs. The staff and workers’ bonus and welfare fund can
only be used for special bonuses or collective welfare of employees.

As at 31 December 2012, the general reserve fund amounted to RMB10,000 million (2011: RMB10,000 million), representing
50% (2011: 50%) of the total registered capital of CNOOC China Limited.

In accordance with the “Temporary Regulation for Safety Expense Financial Management of Higher Risk Industry” and the
implementation guidance issued by the MOF of the PRC, the Group is required to accrue a safety fund for its oil and gas
exploration and production activities within the PRC by appropriating a portion of its net profit to other reserves based on its
annual production from offshore China. Such reserve is reduced for expenses incurred to improve the safety conditions of
oil and gas production. When the safety fund is fully utilised, additional expenses incurred for safety production purposes are
charged directly to the profit or loss for the year. As of 31 December 2012, the Group’s safety fund reserve accrued but not
utilised under the PRC regulations amounted to nil (2011: nil).
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31. RESERVES (continued)
In accordance with the relevant accounting principles required by the local authorities, as at 31 December 2012, the aggregate
amount of the Group’s retained earnings available for distribution to the Company’s shareholders amounted to approximately
RMB253,196 million (2011: RMB205,055 million).

Company
Share
premium
account and
capital Cumulative
redemption translation Other Retained
reserve reserve reserves earnings Total
At 1 January 2011 42,129 (14,885) 5,354 33,672 66,170
Total comprehensive income for the year - (2,992) - 20,741 17,749
2010 final dividend - - - (9,287) (9,287)
2011 interim dividend - - - (9,106) (9,106)
Share repurchases - - - (256) (256)
Equity-settled share option
arrangements = = 143 = 143
At 31 December 2011 42,129 (17,877) 5,497 35,664 65,413
At 1 January 2012 42,129 (17,877) 5,497 35,664 65,413
Total comprehensive income for the year* - 87 - 70,174 70,261
2011 final dividend - - - (10,191) (10,191)
2012 interim dividend - - - (5,477) (5,477)
Equity-settled share option arrangements - - 50 - 50
At 31 December 2012 42,129 (17,790) 5,547 90,170 120,056

*

Total comprehensive income for the year 2012 includes a loss of approximately RMB2,160 million due to the dissolution of CNOOC Finance (2002)
Limited on 27 July 2012 (note 18).

As at 31 December 2012, the distributable retained earnings of the Company amounted to approximately RMB90,170 million
(2011: RMB35,664 million).
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RELATED PARTY TRANSACTIONS

As disclosed in note 1, the Company is a subsidiary of CNOOC, which is a state-owned enterprise subject to the control of the
State Council of the PRC. The State Council of the PRC directly and indirectly controls a significant number of state-owned
entities and organisations.

Comprehensive framework agreement with CNOOC in respect of a range of products and services

As the Group is controlled by CNOOC, transactions with CNOQOC, its subsidiaries and associates (the “CNOOC Group”) are
disclosed as related party transactions. The Company entered into a comprehensive framework agreement with CNOOC on 1
November 2010 for the provision (1) by the Group to the CNOOC Group and (2) by the CNOOC Group to the Group, of a range
of products and services which may be required and requested from time to time by either party and/or its associates in respect
of the continuing connected transactions. The term of the comprehensive framework agreement is for a period of three years
from 1 January 2011. The continuing connected transactions and relevant annual caps were approved by the independent
shareholders of the Company on 24 November 2010. The annual caps of the “sales of petroleum and natural gas products
(other than long term sales of natural gas and liquefied natural gas)” and “provision of exploration and support services”
categories for the years 2012 and 2013 were revised in 2012. The approved related party/continuing connected transactions
are as follows:

1. Provision of exploration, oil and gas development, oil and gas production as well as marketing, management and ancillary
services by the CNOOC Group to the Group:
a) Provision of exploration and support services
b) Provision of oil and gas development and support services

C) Provision of oil and gas production and support services
d) Provision of marketing, management and ancillary services
€) FPSO vessel leases

2. Provision of management, technical, facilities and ancillary services, including the supply of materials by the Group to the
CNOOC Group; and

3, Sales of petroleum and natural gas products by the Group to the CNOOC Group:
a) Sales of petroleum and natural gas products (other than long term sales of natural gas and liquefied natural gas)
b) Long term sales of natural gas and liquefied natural gas

Pricing principles

The related party/continuing connected transactions referred to in paragraphs 1(a) to 1(d) above provided by the CNOOC
Group to the Group and paragraph 2 above provided by the Group to CNOOC and/or its associates are based on negotiations
with the CNOOC Group on normal commercial terms, or on terms no less favourable than those available to the Group from
independent third parties, under prevailing local market conditions, including considerations such as volume of sales, length of
contracts, package of services, overall customer relationship and other market factors.

For services provided by the CNOOC Group to the Group as described above, on the basis of the above pricing principle, such
services must be charged in accordance with the following pricing mechanism and in the following sequential order:

(i) state-prescribed prices; or
(ii) where there is no state-prescribed price, market prices, including the local, national or international market prices; or

(i) when neither (i) nor (i) is applicable, the costs of the CNOOC Group for providing the relevant service (including the cost
of sourcing or purchasing from third parties) plus a margin of not more than 10%, before any applicable taxes.

The related party/continuing connected transactions referred to in paragraph 1(e) above provided by the CNOOC Group to the
Group are at market prices on normal commercial terms which are calculated on a daily basis.

The related party/continuing connected transactions referred to in paragraphs 3(a) above provided by the Group to the CNOOC
Group are at state-prescribed prices or local, national or international market prices and on normal commercial terms.

The related party/continuing connected transactions referred to in paragraphs 3(b) above provided by the Group to the CNOOC
Group are at state-prescribed prices or local, national or international market prices and on normal commercial terms, which are
subject to adjustment in accordance with movements in international oil prices as well as other factors such as the term of the
sales agreement and the length of the relevant pipeline.
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32. RELATED PARTY TRANSACTIONS (continued)
The following is a summary of significant related party transactions entered into in the ordinary course of business between the
Group and its related parties during the period and the balances arising from related party transactions at the end of the year:

(i) Provision of exploration, oil and gas development, oil and gas production as well as marketing,
management and ancillary services by the CNOOC Group to the Group

Group
2012 2011
Provision of exploration and support services 8,349 6,625
— Inclusive of amounts capitalised under property, plant and equipment 4,060 3,480
Provision of oil and gas development and support services 23,857 13,544
Provision of oil and gas production and support services (note a) 7,523 6,675
Provision of marketing, management and ancillary services (note b) 770 521
FPSO vessel leases (note c) 1,127 1,258
41,626 28,618

(i) Provision of management, technical, facilities and ancillary services, including the supply of materials
by the Group to the CNOOC Group
The Group did not enter into any transactions in this category for the years ended 31 December 2012 and 2011.

(iii) Sales of petroleum and natural gas products by the Group to the CNOOC Group

Group
2012 2011
Sales of petroleum and natural gas products
(other than long term sales of natural gas and
liquefied natural gas) (note d) 157,441 127,270
Long term sales of natural gas and liquefied natural gas (note e) 5,937 5,896
163,378 133,166
(iv) Transactions with CNOOC Finance Corporation Limited (“CNOOC Finance”)
(@) Interest income received by the Group
Group
2012 2011
Interest income from deposits in CNOOC Finance (note f) 323 124
(b) Deposits made by the Group
Group
2012 2011
Deposits in CNOOC Finance (note f) 18,227 9,800
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(v)

(vi)

(vii)

Balances with the CNOOC Group

Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

Group
2012 2011
Amount due to CNOOC
—included in other payables and accrued liabilities 337 456
Amount due to other related parties
— included in trade and accrued payables 11,975 11,075
12,312 11,531
Amounts due from other related parties
— included in trade receivables 15,362 10,058
—included in other current assets 431 254
15,793 10,312
Balances with a joint venture
Group
2012 2011
Amounts due from a joint venture
— included in held-to-maturity financial assets - 44
—included in other current assets 88 -
88 44

Transactions and balances with other state owned enterprises

The Group enters into extensive transactions covering purchases or sales of crude oil, natural gas, property, plant and
equipment and other assets, receiving of services, and making deposits and borrowings with state owned enterprises,
other than the CNOOC Group, in the normal course of business on terms comparable to those with other non state
owned enterprises. The purchases of property, plant and equipment and other assets, and receipt of services from
these state owned enterprises are individually not significant. The individually significant sales transactions with these
state owned enterprises are disclosed in note 37. In addition, the Group had certain of its cash and time deposits and
outstanding short-term bank loans with certain state-owned banks in the PRC as at 31 December 2012, as summarised

below:
Group

2012 2011
Cash and cash equivalents 41,833 12,524
Time deposits with financial institutions 1,077 14,976
Specific dismantlement fund accounts (note 22) 547 -
43,457 27,500
Short-term loans 10,057 11,153

Interest rates for the above time deposits, dismantlement fund and short-term loans are at prevailing market rates.
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32.

RELATED PARTY TRANSACTIONS (continued)

(viii) Key management personnel’s remuneration
Key management personnel’s remuneration is disclosed in note 10.

Notes:

(@) These represent the services for production operations, the provision of various facilities and ancillary services, such as provision of different types
of materials, medical and employee welfare services, maintenance and repair of major equipment and supply of water, electricity and heat to the
Group, some of which may not be available from independent third parties or available on comparable terms.

(b) These include marketing, administration and management, management of oil and gas operations and integrated research services as well as other
ancillary services relating to exploration, development, production and research activities of the Group. In addition, CNOOC and/or its associates
leased certain premises to the Group for use as office premises and staff quarters out of which they provided management services to certain
properties.

(c) CNOOC Energy Technology & Services Limited leased floating production, storage and offloading (FPSO) vessels to the Group for use in oil
production operations.

(d) The sales include crude oil, condensate oil, liquefied petroleum gas, natural gas and liquefied natural gas to the CNOOC Group. Individual sales
contracts were entered into from time to time between the Group and the CNOOC Group.

(e) It is the market practice for sales terms to be determined based on the estimated reserves and production profile of the relevant gas fields. The long
term sales contracts usually last for 15 to 20 years.

() CNOOC Finance is a 31.8% owned associate of the Company and also a subsidiary of CNOOC. Under the renewed financial services framework
agreement with CNOOC Finance dated 20 August 2010, CNOOC Finance continues to provide to the Group settlement, depository, discounting,
loans and entrustment loans services. The renewal agreement is effective from 1 January 2011 to 31 December 2013. The depository services
were exempted from independent shareholders’ approval requirements under the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited (the “Listing Rules”). The stated deposits in (iv) (b) above represent the maximum daily outstanding balance for deposits
(including accrued interest, excluding funds placed for the purpose of extending entrustment loan services) during the period.

Coalbed Methane Resources Exploration and Development Cooperation Agreement with China United
Coalbed Methane Corporation Limited

On 3 August 2012, CNOOC China Limited, a wholly-owned subsidiary of the Company, entered into the Coalbed Methane
Resources Exploration and Development Cooperation Agreement (the “Cooperation Agreement”) with China United Coalbed
Methane Corporation Limited (“CUCBM”) in connection with the exploration, development, production and sale of Coalbed
Methane (“CBM”) and CBM products within the contract areas (as defined in the Cooperation Agreement). The term of the
Cooperation Agreement commences on the effective date and expires on the later of (i) 30 years from the effective date of
the Cooperation Agreement, and (i) the end of the production period of the last CBM field (as defined in the Cooperation
Agreement) in the contract areas, unless otherwise agreed by CNOOC China Limited and CUCBM. The Cooperation Agreement
and the transactions contemplated thereunder were approved by independent shareholders of the Company on 21 August
2012. As at the date of the Cooperation Agreement, CNOOC China Limited expected to incur total expenses of RMB9,933.3
million (being (1) RMB9,713.3 million for the initial three years of the five years’ exploration period, plus (2) the minimum
exploration costs of RMB220 million as required under the applicable PRC laws and regulations for the remaining two years of
the exploration period).

CUCBM is a connected person of the Company, hence the Cooperation Agreement constitutes a connected transaction of the
Company under the Listing Rules. As of 31 December 2012, the accumulated investment incurred was RMB211 million.
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RELATED PARTY TRANSACTIONS (continued)

Capital injection into CNOOC Finance

For the purpose of meeting external regulatory requirements as well as enhancing risk resilience and developmental strength,
CNOQOC China Limited, China Offshore Oil & Gas Development & Utilisation Company (“‘CNOOC Oil & Gas”), an enterprise in
the PRC and a wholly-owned subsidiary of CNOOC, CNOQOC, the controlling shareholder of the Company, and Offshore Oil
Engineering Co., Ltd. (‘COOEC”), a company limited by shares incorporated in the PRC with its shares listed on the Shanghai
Stock Exchange and with CNOOC as its controlling shareholder, entered into a Capital Injection Agreement (the “Capital
Injection Agreement”) on 27 August 2012 with CNOOC Finance, which is a subsidiary of CNOOC and therefore a connected
person of the Company by virtue of being an associate of CNOOC as defined by the Listing Rules. Pursuant to the Capital
Injection Agreement, CNOOC China Limited, CNOOC, CNOOC Oil & Gas and COOEC agreed to inject further capital into
CNOOC Finance according to their respective holding of equity interests in CNOOC Finance as at the date of the Capital
Injection Agreement (the “Capital Injection”). Under the Capital Injection Agreement, CNOOC China Limited subscribed for
CNOOQOC Finance’s increased registered capital according to its holding of equity interests therein, which was RMB822,084,306
at the date of the Capital Injection Agreement. Upon completion of the Capital Injection, the respective holding of equity
interests of CNOOC China Limited, CNOOC, CNOOC Oil & Gas and COOEC in CNOOC Finance will remain unchanged, being
approximately 31.80%, 62.90%, 3.53% and 1.77% respectively.

The related party transactions in respect of items listed above also constitute connected transactions or continuing connected
transactions as defined in Chapter 14A of the Listing Rules.

The amount due to the parent company and amounts due from/to related parties are unsecured, interest-free and are repayable
on demand, unless otherwise disclosed.

RETIREMENT AND TERMINATION BENEFITS

All the Group’s full-time employees in the PRC are covered by a state-managed retirement benefit plan operated by the
government of the PRC, and are entitled to an annual pension. The PRC government is responsible for the pension liabilities to
these retired employees. The Group is required to make annual contributions to the state-managed retirement benefit plan at
rates ranging from 11% to 22% of the employees’ basic salaries.

The Company is required to make contributions to a defined contribution mandatory provident fund at a rate of 5% of the basic
salaries of all full-time employees in Hong Kong. The related pension costs are expensed as incurred.

The Group provides retirement and termination benefits for all local employees in Indonesia in accordance with Indonesian
labour law, and provides employee benefits to expatriate staff in accordance with the relevant employment contracts.

During the year, the Group’s pension costs charged to the consolidated financial statement of comprehensive income
amounted to RMB178 million (2011: RMB123 million).
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34. NOTE TO THE CONSOLIDATED STATEMENT OF CASH FLOWS

Reconciliation of profit before tax to cash generated from operations

2012 2011
Profit before tax 90,172 92,565
Adjustments for:

Interest income on bank deposits (1,002) (1,196)
Finance costs 1,579 1,682
Exchange gains, net (359) (637)
Share of profits of associates (284) (820)
Share of losses/(profits) of a joint venture 311 (247)
Investment income (2,392) (1,828)
Impairment and provision 31 22
Depreciation, depletion and amortisation 32,903 30,521
Loss on disposal and write-off of property, plant and equipment 2,270 706
Unwinding of discount on long term guaranteed notes 24 25
Equity-settled share option expense 50 143
Gain from disposal of a subsidiary - (872)
Others - (13)
123,303 121,051
Increase in trade receivables (2,962) (982)
Increase in inventories and supplies (496) (819)
(Increase)/decrease in other current assets (975) 9,840
Increase in trade and accrued payables, other payables and accrued liabilities 4,173 1,404
(Decrease)/increase in other taxes payable (5,307) 9,815
Cash generated from operations 117,736 140,809
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35. COMMITMENTS AND CONTINGENCIES

(i)

(ii)

Capital commitments
As at 31 December 2012, the Group had the following capital commitments ), principally for the construction and
purchase of property, plant and equipment:

2012 2011

Contracted, but not provided for @ 27,502 15,219
Authorised, but not contracted for 80,682 59,584

(1) The capital commitments do not include investment commitments for acquisitions of equity interest or working interest, which have been
disclosed in note 4.

2) The capital commitments contracted, but not provided for, include the estimated payments to the Ministry of Land and Resources of the
PRC for the next five years with respect to the Group’s exploration and production licenses.

The above table includes a commitment of approximately RMB11,375 million (2011: RMB3,221 million) contracted with
the CNOOC Group.

Capital commitments of a joint venture:

2012 2011
Contracted, but not provided for 350 -
Authorised, but not contracted for 187 1,384

As at 31 December 2012, the Group had unutilised banking facilities amounting to approximately RMB57,662 million
(2011: RMB160,580 million).

Operating lease commitments
(@) Office properties
The Group leases certain of its office properties under operating lease arrangements. Leases for properties are

negotiated for terms ranging from 3 months to 10 years.

As at 31 December 2012, the Group had total minimum lease payments under non-cancellable operating leases
falling due as follows:

2012 2011

Commitments due:
Within one year 334 191
In the first to second years, inclusive 55 30
After the second but before the fifth years, inclusive 31 18
After the fifth year - 2
420 241

The above table includes minimum lease payments of approximately RMB202 million (2011: RMB145 million) to the
CNOQOC Group.
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35. COMMITMENTS AND CONTINGENCIES (continued)

(i) Operating lease commitments (continued)

(a)

(b)

Office properties (continued)
Office properties commitments of a joint venture:

2012 2011
Commitments due:
Within one year 7 7
In the first to second years, inclusive 6
After the second but before the fifth years, inclusive 7 11
20 24

Plant and equipment
The Group leases certain of its plant and equipment under operating lease arrangements for a term from 9 months
to 25 years.

As at 31 December 2012, the Group had total minimum lease payments under non-cancellable operating leases
falling due as follows:

2012 2011

Commitments due:
Within one year 585 783
In the first to second years, inclusive 292 444
After the second but before the fifth years, inclusive 666 606
After five years 1,173 313
2,716 2,146

The above table includes a commitment of approximately RMB1,379 million (2011: RMB1,783 million) to the
CNOOC Group.

(iii) Contingencies

(a)

On 8 January 2006, the Company signed a definitive agreement with South Atlantic Petroleum Limited
(“SAPETRQ”) to acquire a 45% working interest in the Offshore Oil Mining Lease 130 (“OML130”) in Nigeria (the
“OML130 Transaction”) and the OML130 Transaction was completed on 20 April 2006.

In 2007, a local tax office in Nigeria (the “Nigerian Local Tax Office”) conducted a tax audit on SAPETRO. According
to the preliminary tax audit results, the Nigerian Local Tax Office has raised a disagreement with the tax filings made
for the OML130 Transaction.

The tax audit assessment made by the Nigerian Local Tax Office has been contested by the Company in
accordance with Nigerian laws. The Company then filed a suit in the Nigerian Federal High Court (“FHC”). In March
2011, the FHC delivered a binding judgement in favour of the Company, agreeing that the Company is not subject
to Value Added Tax for the OML130 Transaction. The judgement was appealed by counterparties to the High
Court. After seeking legal advice, the Company’s management believes that the Company has reasonable grounds
in defending for such appeal. Consequently, no provision has been made for any expenses which might arise as a
result of the dispute.
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35. COMMITMENTS AND CONTINGENCIES (continued)

(iii)

Contingencies (continued)

(b)

(c)

(d)

On 26 October 2011, the Company received a notice of assessment from Federal Inland Revenue Service of
Nigeria (“FIRS”), confirming that the effective Petroleum Profit Tax (“PPT”) and related tax in the year of 2010 for
the Company’s investment in OML130 project, shall be calculated and payable on the basis of the PPT Tax Return
prepared by Nigerian National Petroleum Corporation. The Company contested the notice of assessment. On 13
January 2012, the Company, together with SAPETRO (collectively referred to as the “PSC Partners”), has filed an
appeal in relation thereto to the local Tax Appeal Tribunal (“TAT”).

The Company received a notice of assessment issued by FIRS on 13 June 2012, stating that the investment
tax allowance (“ITA”), instead of investment tax credit (“ITC”) should be applied for the PPT calculation of the
Company’s investment in OML130 project. In July 2012, the PSC Partners filed an appeal in relation thereto to
the TAT. However, whether TAT has jurisdiction over this dispute is uncertain under the Nigerian Law. In order to
protect the right of action, the PSC Partners filed an application to the FHC on 13 September 2012, seeking the
permission to file a lawsuit over the application of ITA/ITC dispute at the FHC. The appeal over ITA/ITC dispute at
TAT was withdrawn on 9 November 2012.

No verdict has been issued to date, and the results of the appeals are still uncertain.

As a Chinese Resident Enterprise, the Company may be liable to pay taxes on the deemed interest income for
the funding provided to its overseas subsidiaries starting from 1 January 2008. The Company has prepared
contemporaneous documentation in accordance with applicable PRC tax laws and regulations and is currently
awaiting confirmation from its in-charge tax authority.

Two oil spill accidents occurred on 4 June and 17 June 2011 respectively at Platforms B and C of Penglai 19-3
oilfield, which is being operated under a production sharing contract (“PSC”) among CNOOC China Limited, the
subsidiary of the Company, and two subsidiaries of ConocoPhillips (“ConocoPhillips”), a US based oil company,
among which ConocoPhillips China Inc. (“COPC”) is the operator and responsible for the daily operations of the
oilfield.

On 21 June 2012, the State Oceanic Administration of the PRC (the “SOA”) announced the Accident Investigation
and Settlement Report by a Joint Investigation Team on the Penglai 19-3 QOilfield Oil Spill Accidents, pointing out
that “the Joint Investigation Team has concluded that COPC violated the oilfield Overall Development Program,
had defects in its operation procedures and management, and failed to take necessary precautionary measures
against foreseen risks, all of which eventually resulted in the oil spills. The Penglai 19-3 Qilfield Oil Spill Accidents
were accidents involving liabilities, causing significant marine pollution by oil spill. Pursuant to the PSC, COPC
(the operator of the oilfield) shall bear full responsibility for the oil spill accidents.” On 16 February 2013, the SOA
announced, through its official website, that following a series of rectification measures, COPC was permitted to
gradually resume the production of the Penglai 19-3 oilfield.

The Company is of the view that the Company’s obligations, if any, arising from the above mentioned accidents
shall be determined in accordance with relevant laws and regulations, the PSC and related agreements, among
others. Based on evaluations performed as of the date of these financial statements, the Company believes that it
is not possible to determine provisions, if any, for the above mentioned accidents in these financial statements. The
financial impact of such oil spill accidents on the Company is still uncertain, and the Company has not made any
provision for the accidents in these financial statements.
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35. COMMITMENTS AND CONTINGENCIES (continued)

(iii) Contingencies (continued)
(e) On 11 October 2012, the Company was served with a purported class action complaint filed by Sam Sinay,
individually and on behalf of all others similarly situated in the Unites States District Court for the Southern District of
New York (the “Complaint”). The Complaint is lodged against the Company and certain of its officers, which alleges
that during the period between 27 January 2011 and 16 September 2011, the Company made materially false and
misleading statements regarding its business and financial results and the oil spill accidents occurred at the Penglai
19-3 ailfield.

The Company believes that the allegations and the claims in the Complaint are without merit and intends to
defend itself vigorously against such claims and no provision has been made in these financial statements. On 21
December 2012, the Company filed a motion to dismiss the Complaint in the same court.

36. FINANCIAL INSTRUMENTS

Fair value of financial instruments

The carrying values of the Group’s cash and cash equivalents, time deposits, trade receivables, other current assets, trade and
accrued payables and other payables approximated to their fair values at the reporting date due to the short maturity of these
instruments.

The fair value of the Group’s long term bank loans with floating interest rates approximated to the carrying amount of RMB3,533
million as at 31 December 2012 (201 1: RMB4,063 million).

The estimated fair value of the Group’s long term guaranteed notes based on current market interest rates was approximately
RMB31,577 million as at 31 December 2012 (2011: RMB20,097 million), which was determined by reference to the market
price as at 31 December 2012.

Fair value hierarchy
The Group uses the following hierarchy that reflects the significance of the inputs used in making the measurement:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly; and

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

As at 31 December 2012 and 31 December 2011, the Group held the following financial instruments measured at fair value for
each hierarchy respectively:

31 December

2012 Level 1 Level 2 Level 3
Assets measured at fair value
Available-for-sale financial assets — current
Private equity funds @ 15 - 15 -
Corporate wealth management products @ 52,310 - 52,310 -
Liquidity funds © 9,470 9,470 - -
61,795 9,470 52,325 -
Available-for-sale financial assets-non current
Equity investment in MEG @ 5,516 5,516 - -
5,516 5,516 - -

Liabilities measured at fair value
Foreign exchange forward contracts © - - - -
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36. FINANCIAL INSTRUMENTS (continued)

37.

Fair value hierarchy (continued)

31 December

2011 Level 1 Level 2 Level 3
Assets measured at fair value
Available-for-sale financial assets-current
Private equity funds @ 15 - 15 -
Corporate wealth management products 18,500 - 18,500 -
Liquidity funds © 9,061 9,061 - -
27,576 9,061 18,515 -
Available-for-sale financial assets
non-current
Equity investment in MEG © 7,365 7,365 - -
7,365 7,365 - -
Liabilities measured at fair value
Foreign exchange forward contracts © 38 = 38 =

(1) The fair values of the private equity funds and corporate wealth management products are based on the fund managers’ quotations.
2) The fair values of the liquidity funds and equity investment in MEG are based on quoted market prices.

) The fair value of the foreign exchange forward contracts was determined using forward exchange rates as at 31 December 2012 and 2011,
respectively.

These contracts are entered into for a 12-month period consistent with the US dollars payment exposures, which are not designated as cash flows,
fair value or net investment hedge. These foreign exchange forward contracts are categorised as financial liabilities at fair value through profit or loss.
Changes in fair value of these contracts were recognised in the statement of comprehensive income in other finance costs (note 9).

CONCENTRATION OF CUSTOMERS
A substantial portion of the oil and gas sales of the Group is made to a small number of third parties on credit. Details of the
gross sales to these top five customers are as follows:

2012 2011
China Petroleum & Chemical Corporation* 44,622 52,026
PetroChina Company Limited* 18,259 33,591
Chesapeake Exploration, LLC 3,574 110
Shandong Changyi Petrochemical Ltd.* 3,363 2,607
Nexen Inc. 2,527 270

These transactions are with other state owned enterprises.
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38.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise bank loans, long term guaranteed notes, available-for-sale financial assets,
cash and short term deposits. The Group has various other financial assets and liabilities such as trade receivables and trade
payables, which arise directly from its operations.

The Group is exposed to credit risk, oil and gas price risk, currency risk, interest rate risk, business risk and liquidity risk.

The Group’s senior management oversees the management of these risks. The Group’s senior management is supported by
various departments that advise on financial risks and the appropriate financial risks governance framework for the Group.
Those departments provide assurance to the Group’s senior management that the Group’s financial risk-taking activities are
governed by appropriate policies and procedures and that financial risks are identified, measured and managed in accordance
with group policies and group risk appetite.

(i)

(ii)

(iii)

Credit risk

The carrying amounts of the Group’s cash and cash equivalents, time deposits and liquidity funds investments, trade
receivables and other receivables, and other current assets except for prepayments represent the Group’s maximum
exposure to credit risk in relation to its financial assets.

The significant portion of the Group’s trade receivables is related to the sale of oil and natural gas to third party customers.
The Group performs ongoing credit evaluations of the customers’ financial condition and generally does not require
collateral on trade receivables. The Group made an impairment allowance on doubtful receivables and actual losses have
been within management’s expectation.

Since the Group trades only with recognised and creditworthy third parties, there is no requirement for collateral.
Concentrations of credit risk are managed by customer/counterparty and by geographical region. At the reporting date,
the Group has certain concentrations of credit risk as 12% (2011: 22%) and 24% (2011: 36%) of the Group’s trade
receivables were due from the Group’s largest customer and the five largest customers, respectively.

No other financial assets carry a significant exposure to credit risk.

Oil and gas price risk

Since the Company makes reference to international oil prices to determine its realised oil price, fluctuations in
international oil price would have a significant impact on the Company’s sales revenue and profit. In addition, the
Company’s natural gas sales contracts are incorporated with price adjustment provisions. Any changes in international oil
prices, inflation rate and domestic natural gas price policies may result in changes in natural gas prices, which will affect
the Company’s profitability.

Currency risk

Substantially all of the Group’s oil and gas sales are denominated in Renminbi and United States dollars (“‘US dollars”).
Starting from 21 July 2005, China reformed the exchange rate regime by moving into a managed floating exchange
rate regime based on market supply and demand with reference to a basket of currencies. Renminbi would no longer
be pegged to the US dollars. From 1 January 2012 to 31 December 2012 (the last working day in 2012), Renminbi has
appreciated by approximately 0.25% against the US dollars. At the reporting date, approximately 92.2% (2011: 86.0%)
of the Group’s cash and cash equivalents and time deposits with maturity over three months were denominated in
Renminbi, and the remaining amounts were denominated in US dollars and Hong Kong dollars.

Management has assessed the Group’s exposure to foreign currency risk by using a sensitivity analysis on the change
in foreign exchange rate of the US dollars, to which the Group is mainly exposed to as at 31 December 2011 and 2012.
Based on management’s assessment, a 5% change in the foreign exchange rate of the US dollars at 31 December 2012
would have impacted the profit for the year of the Group by 0.84% and the equity of the Group by 1.20%. This analysis
has been determined assuming that the change in foreign exchange rates had occurred at the balance sheet date and
had been applied to the foreign currency balances to which the Group has significant exposure with all other variables
held constant. The analysis is performed on the same basis for 2011.

Senior management are closely monitoring the Group’s net exposure to foreign currency risk. The appreciation of
Renminbi against the US dollars may have the following impact on the Group. On one hand, since the benchmark oil and
gas prices are usually in US dollars against Renminbi, the Group’s oil and gas sales may decrease due to the depreciation
of the US dollars against Renminbi. On the other hand, the depreciation of the US dollars against Renminbi will also
decrease the Group’s costs for imported equipment and materials, most of which are denominated in the US dollars. In
addition, the debt repayment by the Group will decrease since all of the Group’s debts are also denominated in the US
dollars.
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Notes to Consolidated Financial Statements

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

38. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

39.

40.

41.

42,

(iv) Interest rate risk
The interest rate risk is closely monitored by the Group’s senior management. As at the end of 2012, the interest rates
for 48.6% of the Group’s debts were fixed. The weighted average term of the Company’s debt balance outstanding was
approximately 7.11 years. The fixed interest rates can reduce the volatility of finance costs under uncertain environments
and the Group’s exposure to changes in interest rates is not expected to be material.

(v) Business risk
The operations of the Group are conducted in the PRC and many other countries and accordingly are subject to special
considerations and significant risks not typically associated with investments in equity securities of the United States of
America and Western European companies. These include risks associated with, among others, the oil and gas industry,
the political, economic and legal environments, influence of the national authorities over price setting and competition in
the industry.

(vi) Liquidity risk
The Group manages its liquidity risk by regularly monitoring its liquidity requirements and its compliance with debt
covenants to ensure that it maintains sufficient cash and cash equivalents, and readily realisable available-for-sale
financial assets, and adequate time deposits to meet its liquidity requirements in the short and long term. In addition, bank
facilities have been put in place for contingency purposes.

The Group’s trade and accrued payables, other payables and accrued liabilities are all due for settlement within six
months after the reporting date.

(vii) Capital management
The primary objectives of the Group’s capital management are to safeguard the Group’s ability to continue as a going
concern and to maintain healthy capital ratios in order to support its business and maximise shareholders’ value.

The Group manages its capital structure and makes adjustments to it in light of changes in economic conditions. To
maintain or adjust the capital structure, the Group may return capital to shareholders, raise new debt or issue new shares.
No changes were made in the objectives, policies or processes for managing capital during the years end 31 December
2012 and 31 December 2011.

The Group monitors capital on the basis of the debt to capital ratio, which is calculated as interest-bearing debts divided
by total capital (equity attributable to owners of the parent plus interest-bearing debts).

2012 2011
Interest-bearing debts 57,886 37,995
Equity attributable to owners of the parent 309,780 262,856
Total capital 367,666 300,851
Gearing ratio 15.7% 12.6%

CHARGE OF ASSETS

CNOOC NWS Private Limited, a wholly-owned subsidiary of the Group, together with the other joint venture partners and the
operator of the NWS Project, signed a Deed of Cross Charge and an Extended Deed of Cross Charge whereby certain liabilities
incurred or to be incurred, if any, by the Company in respect of the NWS Project are secured by its interest in the NWS Project.

SUBSEQUENT EVENTS
The Group has no other subsequent events needed to be disclosed in the consolidated financial statements, except that
disclosed in note 4(ii) and note 35(iii)d.

COMPARATIVE AMOUNTS
Certain comparative amounts have been reclassified to conform to the current year’s presentation, and those reclassifications
are not significant.

APPROVAL OF THE FINANCIAL STATEMENTS
The financial statements were approved and authorised for issue by the Board of Directors on 22 March 2013.
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Supplementary Information on Oil and
Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

The following disclosures are included in accordance with the FASB Accounting Standard Codification 932 “Extractive Activities-Oil
and Gas (the “ASC 932”).

The regional analysis presented below is on a continent basis, with separate disclosure for countries that contain 15% or more of the
total proved reserve, in accordance with SEC and FASB requirements.

(@)

Reserve quantity information

Crude oil and natural gas reserve estimates are determined through analysis of geological and engineering data which appear,
with reasonable certainty, to be economically producable in the future from known oil and natural gas reservoirs under existing
economic and operating conditions. The reserve data that we disclosed were all based on the definitions and disclosure
guidelines contained in the US Securities and Exchange Commission’s final rules on “Modernization of oil and Gas Reporting”
(the “SEC Final Rule”).

For the years 2012, 2011 and 2010 approximately 36%, 23% and 11% respectively, of our total proved reserves were evaluated
by us, and the remaining were evaluated by independent third party.

We implemented rigorous internal control system that monitors the entire reserves estimation procedure and certain key metrics
in order to ensure that the process and results of reserves estimates fully comply with the relevant SEC rules.

For the year ended 31 December 2012, the reserves evaluated independently by CNOOC were implemented rigorous in-house
technical scrutiny and compliance audit, while third party consulting firms (Ryder Scott Company) were engaged to perform
annual procedural audit of all the independently evaluated reserves that monitors the entire reserves estimation procedure and
certain key metrics in order to ensure market transparency and compliance.

We established the Reserve Management Group, or RMG, which is led by our Executive Vice Presidents and comprises the
general managers of the relevant departments.

The RMG’s main responsibilities are to:

o review our reserves policies;

° review our proved reserves and other categories of reserves; and
° select our reserves estimators and auditors.

The RMG follows certain procedures to appoint our internal reserves estimators and reserves auditors, who are required to have
undergraduate degrees and five years and ten years, respectively, or more of experience related to reserves estimation.

The reserves estimators and auditors are required to be members of China Petroleum Society, or CPS, and are required to take
the professional trainings and examinations provided by CPS and us.

The RMG delegates its daily operation to our Reserves Office, which is led by our Chief Reserve Supervisor. The Reserves Office
is mainly responsible for supervising reserves estimates and auditing. It reports to the RMG periodically and is independent from
operating divisions such as the exploration, development and production departments. Our Chief Reserve Supervisor has 31
years’ experience in oil and gas industry.

The Group’s net proved reserves consist of its percentage interest in reserves, comprised of a 100% interest in its independent
oil and gas properties and its participating interest in the properties covered under the production sharing contracts in the
PRC, less (i) an adjustment for the Group’s share of royalties payable by the Group to the PRC government and the Group’s
participating interest in share oil payable to the PRC government under the production sharing contracts, and less (i) an
adjustment for production allocable to foreign partners under the PRC production sharing contracts as reimbursement for
exploration expenses attributable to the Group’s participating interest, and plus the participating interest in the properties
covered under the production sharing contracts in oversea countries, less adjustments, if any, of share oil attributable to the
host government and the domestic market obligation.

Pursuant to SEC Final Rule, the Group uses the average, first-day-of-the-month oil price during the 12-month period before the
ending date of the period covered by the consolidated financial statements to estimate its proved oil and gas reserves.

The Company determines its net entitlement oil and gas reserves under production sharing contracts using the economic
interest method.
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(a)

Supplementary Information on Oil and Gas Producing Activities (Unaudited)

Reserve quantity information (continued)
Proved developed and undeveloped reserves:

31 December 2012

(All amounts expressed in millions of Renminbi unless otherwise stated)

Asia
PRC (excluding PRC) Oceania Africa North America South America Total
Natural Natural Natural Natural Natural Synthetic Natural Natural Synthetic
Ol gas Ol gas Ol gas Ol gas Ol gas ol Bitumen Ol gas Ol gas ol Bitumen
(mmbls) ~(bef) (mmbls) (bef) (mmbls)  (bef) (mmbls) (bef) (mmbls) (bcf) (mmbls) (mmbls) (mmbls) (bcf) (mmbls) (bef) (mmbls) (mmbls)
Consolidated entities
31 December 2009 14% 4166 5 1,083 % 649 9 - 2 4 - - - - 1668 594 - -
Purchase/(Disposal) of reserves 2 - - - - - - - - - - - - - 2 - - -
Discoveries and extensions 178 88 310 - - 75 - - - - - = - %6 98 = =
Production (224) (226) (] R  uy - - - - - - -1 (3% - -
Revisions of prior estimates 0 (38 T (104 3) (105 3 - ) 8] - - - - N (Y - -
31 December 2010 1501 4387 5 1,017 A 18 14 - 1 Ik} - - - - 179 5346 - -
Purchase/(Disposal of reserves - - 43 (46) - - - - 54 14 87 9 - - 97 % 87 9
Discoveries and extensions 28 310 - 1 - - - - - - = = = -8 M = =
Improved Recovery 1 9 - - - - - - - - - - - - 1 9 - -
Production 219 2 (O —r] /T v - ) 9 - - - -9 @) - -
Revisions of prior estimates 63 (319 () (a4) - I 9 - - 4 - - - - 67 (356) - -
31 December 2011 1584 4139 2 8 19 48 1Y - 5 1 87 9 - - 1813 567 87 9
31 December 2012
Purchase/(Disposal) of reserves - - - - - - - - - - - - - - - - - -
Discoveries and extensions 00 9 - - - - - - 10 176 52 4 - - 38 1087 5 4
Improved Recovery = = = = = = = = = = = = = = = = = =
Production (220 (43 ] ) </ I—i - m 09 ? - - - (260 (3% @2 -
Revisions of prior estimates 01 @) (12 9 () —Z] 23 - - 7 - - - -1 (3% - -
1666 4460 65 800 7 409 1% - M ¥ 1 13 - - 2032 6005 137 13
Enterprise’s share of equity
method investees:
31 December 2010 1 14 - - - - - - - - - - 1% 513 197 87 - -
Purchase/(Disposal of reserves - - - - - - - - - - - - - - - - - -
Discoveries and extensions - - - - - - - - - - - - - - - - -
Improved Recovery - - - - - - - - - - - - - - - - - -
Production - p - - - - - - = = = = O @ 9 - -
Revisions of prior esfimates - @ - - - - - - - - - - 8 (63) 8 (59) - -
31 December 2011 1 9 - - - - - - - - - - 1% M3 1% 42 - -
31 December 2012
Purchase/(Disposal) of reserves - - - - - - - - - - - - - - - - - -
Discoverles and extensions - - - - - - - - - - - - - - - - - -
Improved Recovery = = = = = = = = = = = = = = = = = =
Producton - p - - - - - - - - = = @ @ B © - -
Revisions of prior estimates - ) - - - - - - - - - - B 1 B 142 - -
1 5 - - - - - - - - - - 200 59 00 54 - -
Total consolidated and equity
Interests in reserves
31 December 2010 1602 4401 5 1017 2 498 146 = 1 &3 = = 19 513 1916 6472 - -
31 December 2011 1585 4148 ® 8 19 48 14 - 5 1 87 9 1% 43 2069 6049 87 9
31 December 2012 1667 4465 65 800 7 0 1% -8 3% 1 B 200 509 223 6519 1% 13
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012

(All amounts expressed in millions of Renminbi unless otherwise stated)

(@) Reserve quantity information (continued)

Proved developed reserves:

Asia
PRC (excluding PRC) Oceania Africa North America South America Total
Natural Natural Natural Natural Natural Synthetic Natural Natural Synthetic
Ol gas Ol gas Ol gas Ol gas Ol gas ol Bitumen Ol gas Ol gas ol Bitumen

(mmbls) ~(bef) (mmbls) (bef) (mmbls)  (bef) (mmbls) (bef) (mmbls) (bcf) (mmbls) (mmbls) (mmbls) (bcf) (mmbls) (bef) (mmbls) (mmbls)
Consolidated entities
31 December 2010 818 1,848 453 9 113 57 - 1 8 - - - - %60 246t - -
31 December 2011 806 1675 2 264 7 143 46 = 11 56 2 1 = = 84 2138 2 1
31 December 2012 754 1,500 2 0 6 1 4 - 51 129 2 1 - - g8 2 R 1
Enterprise’s share of equity

method investees:
31 December 2010 1 14 - - - - - - - - - - 18 68 109 282 - -
31 December 2011 1 9 - - - - - - - - - - 106 % 106 22 - -
31 December 2012 1 5 - - - - - - - - - - M ¥ s 3 - -
Proved undeveloped reserves:
Asia
PRC (excluding PRC) Oceania Africa North America South America Total
Natural Natural Natural Natural Natural Synthetic Natural Natural Synthetic
Ol gas Ol gas Ol gas Ol gas Ol gas ol Bitumen Ol gas Ol gas ol Bitumen

(mmbls) ~ (bef) (mmbls) (bef) (mmbls)  (bef) (mmbls) (bef) (mmbls) (bcf) (mmbls) (mmbls) (mmbls) (bcf) (mmbls) (bef) (mmbls) (mmbls)
Consolidated entities
31 December 2010 653 2539 5 60 2 3 89 - - - - - - - 759 3484 - -
31 December 2011 m 2464 58 68 2 3% 87 - 81 62 8 - - 919 3489 62 8
31 December 2012 912 290 43 340 11 260 91 = 9 207 105 12 - - 1154 37 105 12
Enterprise’s share of equity

method investees:

31 December 2010 = = = = - - - - - - - - 8 U 8 U - -
31 December 2011 - - - - - - - - - - - - 90 150 0 150 - -
31 December 2012 - - - - - - - - - - - - % 18 % 18 - -
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(b)

Results of operations

Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

2010
Consolidated entities

Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Net sales to customers 125,445 6,233 2,004 12,252 150 - 146,134
Operating expenses (11,739) (2,424 (470) (983) (39) - (15,647)
Taxes other than income tax 6,513) ) (832) (257) - - (7,109)
Exploration expense (4,450) (665) - (468) - - (5,489)
Accretion expense (19) 2 - 33 - - (754)

Depreciation, depletion and amortisation -
(including dismantlement) (19,920) (1,648) (247) (4919 (22) - (26,756)
Special of gain levy (17,706) - - - - - (17,706)
64,402 1,587 1,006 5,592 93 - 72,679
Income tax expense (16,100) (963) (302) (1,384) 47) - (18,79)
Result of operations 48,302 624 703 4208 46 - 53,883

2010
Enterprise’s share of equity method investees:

Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Net sales to customers 354 - - - - 2,985 3,339
Operating expenses (107) - - - - (657) (664)
Taxes other than income tax 21) - - - - (1,09) (1,116)
Exploration expense (83) - - - - ©97) (180)
Accretion expense 8 - - - - ®) (M)

Depreciation, depletion and amortisation

(including dismantlement) (54) - - - - (931) (985)
Special of gain levy - - - - - - -
86 - - - - 297 383
Income tax expense (13) - - - - (104) (17)
Result of operations 73 - - - - 193 266
Total result of operations for producing activities 48,375 624 708 4,208 46 193 54,149
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

(b)

Results of operations (continued)

2011
Consolidated entities
Asia North South

PRC  (excluding PRC) Oceania Africa America America Total

Net sales to customers 163,384 7,639 2,097 14,841 1,318 - 189,279

Operating expenses (13,954) (2,460) (490) (1,036) (324) - (18,264)

Taxes other than income tax (9,584) - (418) (299) (31) - (10,332)

Exploration expense (4,204) 211) (1) (189) (621) - (5,220)

Accretion expense (1,124) 2 - (176) (10) - (1,312)
Depreciation, depletion and amortisation

(including dismantlement) (23,821) (1,521) (229) (4,388) (562) - (30,521)

Special of gain levy (81,982) - - - - - (81,982)

78,715 3,445 959 8,759 (230) - 91,648

Income tax expense (19,679 (1,716) (283) (500) (122) - (22,309)

Result of operations 59,036 1,729 671 8,259 (352) - 69,343

2011
Enterprise’s share of equity method investees:
Asia North South

PRC  (excluding PRC) Oceania Africa America America Total

Net sales to customers 352 - - - - 4,941 5,293

Operating expenses (115) - - - - (1,031) (1,146)

Taxes other than income tax (34) - - - - (1,330) (1,364)

Exploration expense 42) - - - - (208) (247)

Accretion expense 16 - - - - (21) )
Depreciation, depletion and amortisation

(including dismantlement) (39) - - - - (1,470) (1,509)

Special of gain levy - - - - - - -

138 - - - - 884 1,022

Income tax expense 1) - - - - (309) (330)

Result of operations 17 - - - - 575 692

Total result of operations for producing activities 59,163 1,729 671 8,269 (352) 575 70,035
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(b)

Results of operations (continued)

Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

2012
Consolidated entities
Asia North South

PRC (excluding PRC) Oceania Africa America America Total

Net sales to customers 166,060 6,689 1,857 14,666 5,502 - 194,774
Operating expenses (15,386) (2,352) (520) (1,223) (1,964) - (21,445)
Taxes other than income tax (14,543) - (338) (504) (247) - (15,632)
Exploration expense (5,954) (847) (1) (637) (1,604) - (9,043)
Accretion expense (1,280) (12) - (54) (13) - (1,359)
Depreciation, depletion and amortisation (24,599) (1,439) (193) (4,350) (2,322 - (32,903)
Special ol gain levy (26,293) - - - - - (26,293)
78,005 2,039 805 7,898 (648) - 88,099
Income tax expense (19,501) (1,287) (242) (4,289) (65) - (25,384)
Result of operations 58,504 752 563 3,609 (113) - 62,715

2012
Enterprise’s share of equity method investees:
Asia North South

PRC (excluding PRC) Oceania Africa America America Total

Net sales to customers 321 - - - - 2,952 3,213
Operating expenses (141) - - - - (1,235) (1,376)
Taxes other than income tax (34) - - - - (1,740) (1,774)
Exploration expense (29) - - - - (1) (70)
Accretion expense 12 - - - - (38) (26)
Depreciation, depletion and amortisation (34) (1,363) (1,397)
Special oil gain levy - - - - - - -
95 - - - - (1,465) (1,370)
Income tax expense (14) - - - - - (14)
Result of operations 81 - - - - (1,465) (1,384)

Total result of operations for producing activities 58,585 752 563 3,609 (713) (1,465) 61,331
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

(c) Capitalised costs

2010
Consolidated entities
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Proved oil and gas properties 209,915 22,135 2,465 34,672 1,315 - 271,102
Unproved oil and gas properties 2,961 1,457 - 2,478 15,259 - 22,155
Accumulated depreciation, depletion
and amortisation (88,039) (10,695) (601) (7,518) 7 - (106,900)
Net capitalised costs 124,837 13,497 1,864 29,632 16,527 - 186,357
2010
Enterprise’s share of equity method investees
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Proved oil and gas properties 1,848 - - - - 20,221 22,069
Unproved oil and gas properties - - - - - 6,305 6,305
Accumulated depreciation, depletion
and amortisation (1,419) - - - - (923) (2,342)
Net capitalised costs 429 - - - - 25,663 26,082
2011
Consolidated entities
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Proved oil and gas properties 242,432 14,851 2,345 34,811 8915 - 308,354
Unproved oil and gas properties 4375 1,271 - 2,446 36,284 - 44,376
Accumulated depreciation, depletion
and amortisation (11,674) @173 (719 (11,433) (602) - (128,601)
Net capitalised costs 135,133 11,949 1,626 25,824 44,597 - 219,129
2011
Enterprise’s share of equity method investees
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Proved oil and gas properties 1,859 - - - - 18,912 20,771
Unproved oil and gas properties - - - - - 7,714 7,714
Accumulated depreciation, depletion
and amortisation (1,461) - - - - (2,312) (8,773
Net capitalised costs 398 - - - - 24,314 24,712
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

(c) Capitalised costs (continued)

2012
Consolidated entities
Asia North South
PRC (excluding PRC) Oceania Africa America America Total
Proved ofl and gas properties 218,777 16,685 2,339 37,469 24,756 - 360,026
Unproved oil and gas properties 6,226 1,429 2 13,725 30,621 - 52,003
Accumulated depreciation, depletion
and amortisation (136,435) (5,591) (845) (15,739) (2,925) - (161,535)
Net capitalised costs 148,568 12,523 1,496 35,455 52,452 - 250,494
2012
Enterprise’s share of equity method investees
Asia North South
PRC (excluding PRC) Oceania Africa America America Total
Proved oil and gas properties 1,881 - - - - 20,441 22,322
Unproved ofl and gas properties - - - - - 8,055 8,055
Accumulated depreciation, depletion
and amortisation (1,497) - - - - (3,664) (5,161)
Net capitalised costs 384 - - - - 24,832 25,216

(d) Costs incurred in oil and gas property acquisition, exploration and development

2010
Consolidated entities
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Acauisition costs:
- Proved 3,046 - - - - - 3,046
- Unproved - 576 - - 14,906 - 15,482
Exploration costs 6,539 A7 - 327 320 - 7,403
Development costs® 25,573 994 - 2,213 414 - 29,194
Total costs incurred 35,658 1,787 - 2,540 15,640 - 55,625
2010
Enterprise’s share of equity method investees
Asia North South
PRC  (excluding PRC) QOceania Africa America America Total
Acquisition costs:
- Proved - - - - - 20,063 20,063
- Unproved - - - - - 6,335 6,335
Exploration costs 83 - - - - 118 201
Development costs* - - - - - 849 849
Total costs incurred 83 - - - - 27,365 27,448
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012

(All amounts expressed in millions of Renminbi unless otherwise stated)

(d) Costs incurred in oil and gas property acquisition, exploration and development (continued)

2011
Consolidated entities
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Acquisition costs:
- Proved - - - - 894 - 894
- Unproved - 97 - - 24,347 - 24,444
Exploration costs 8,011 805 - 274 218 - 9,363
Development costs* 30,379 1,511 - 1,868 5,258 - 39,016
Total costs incurred 38,390 2,413 - 2,142 30,772 - 78,117
2011
Enterprise’s share of equity method investees
Asia North South
PRC  (excluding PRC) Oceania Africa America America Total
Acquisition costs:
- Proved - - - - - - -
- Unproved - - - - - - -
Exploration costs 42 - - - - 328 370
Development costs” 11 - - - - 1,253 1,264
Total costs incurred 53 - - - - 1,581 1,634
2012
Consolidated entities
Asia North South
PRC (excluding PRC) Oceania Africa America America Total
Acauisition costs:
- Proved - - - - - - -
- Unproved - - 2 10,780 - - 10,782
Exploration costs 10,572 930 - 1,274 418 - 13,194
Development costs® 33,676 2,099 - 2,752 11,378 - 49,905
Total costs incurred 44,248 3,029 2 14,806 11,796 - 73,881
2012
Enterprise’s share of equity method investees
Asia North South
PRC (excluding PRC) Oceania Africa America America Total
Acquisition costs:
- Proved - - - - - - -
- Unproved - - - - - - -
Exploration costs 29 - - - - 84 13
Development costs® 2 - - - - 1,218 1,240
Total costs incurred 51 - - - - 1,302 1,358

*
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(e)

Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

Standardised measure of discounted future net cash flows and changes therein

Pursuant to FASB Topic 932, the average of first-day-of-the-month oil price during the 12-month period before the year end,
were used to estimate annual future production form proved reserves to determine future cash inflows.

Future development costs are estimated based upon constant price assumptions and the assumption of the continuation of
existing economic, operating and regulatory conditions. Future income taxes are calculated by applying the year-end statutory
rate to estimate future pre-tax cash flows after provision for the tax cost of the oil and natural gas properties based upon existing
laws and regulations. The discount was computed by the application of a 10% discount factor to the estimated future net cash
flows.

Management believes that this information does not represent the fair market value of the oil and natural gas reserves or the
present value of estimated cash flows since no economic value is attributed to potential reserves, the use of a 10% discount
rate is arbitrary, and prices change constantly.

Present value of estimated future net cash flows:

2010
Consolidated entities
Asia
(excluding North South
Notes PRC PRC) Oceania Africa America America Total

Future cash inflows (1) 934,724 51,455 21427 75,599 1,074 - 1,084,279
Future production costs (315,975) (19,399) (6,900) (25,577) (368) - (368,219)
Future development costs 2 (146,787) (14,609) (3,184) (14,084) 82) - (178,746)
Future income taxes (91,582) (4,880) (2499 (3,168) - - (102,099)
Future net cash flows 8] 380,410 12,567 8,844 32,770 624 - 435,215
10% discount factor (131,876) (4818) (3438) (11,787) (149) - (152,068)
Standaraised measure of

discounted future net cash flows 248,534 7,749 5,406 20,983 475 - 283,147

2010
Enterprise’s share of equity method investees
Asia
(excluding North South
Notes PRC PRC) QOceania Africa America America Total

Future cash inflows (1) 1,339 - - - - 54,034 55,373
Future production costs (b45) - - - - (24.224) (24,769)
Future development costs 2 (167) - - - - 671) (838)
Future income taxes 82 - - - - (7,229 (7.311)
Future net cash flows 8] 545 - - - - 21,910 22,455
10% discount factor (38) - - - - (11,79) (11,834)
Standardised measure of

discounted future net cash flows 507 - - - - 10,114 10,621
Total standardised measure of

discounted future net cash flow 249,041 7,749 5,406 20,983 475 10,114 293,768
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(e)

Standardised measure of discounted future net cash flows and changes therein (continued)

Present value of estimated future net cash flows:

2011
Consolidated entties
Asia
(excluding North South
Notes PRC PRO) QOceania Africa America America Total
Future cash inflows (1) 1,198,429 88,650 21,924 92,924 84411 - 1,486,338
Future production costs (448,720) (27,984) (10,976) (27,224 (34,567) - (649.471)
Future development costs 2 (194,869) (36,450) (2980) (11,721) (13,214) - (269,234)
Future income taxes (111,828) (8,651) (1,607) (24,719) (11,769) - (158,570)
Future net cash flows 8] 443,012 16,569 6,361 29,264 24,861 - 519,063
10% discount factor (167,334) (7,182 (1,784) (10,085) (13,940) - (190,299)
Standardised meastre of
discounted future net cash flows 285,678 8,383 4577 19,209 10921 - 328,768
2011
Enterprise’s share of equity method investees
Asia
(excluding North South
Notes PRC PRC) Oceania Africa America America Total
Future cash inflows (1) 1,088 - - - - 61,698 62,786
Future production costs (486) - - - - (29,443) (29,929)
Future development costs 2 (226) - - - - (916) (1,142
Future income taxes (32 - - - - (8,138 (8170
Future net cash flows 8] 344 - - - - 23,201 23545
10% discount factor 7 = = = = (13,087) (13,080)
Standardised measure of
discounted future net cash flows 351 - - - - 10,114 10,465
Total standardised measure of
discounted future net cash flow 286,029 8,383 4577 19,209 10,921 10,114 339,233
2012
Consolidated entities
Asia
(excluding North South
Notes PRC PRC) Oceania Africa America America Total
Future cash inflows (1) 1,369,398 86,795 19,737 94,102 153,614 - 1,723,646
Future production costs (530,402) (30,405) (8,085) (35,927) (50,682) - (655,501)
Future development costs 2 (256,030) (34,653) (2,541) (26,521) (28,808) - (348,548)
Future income taxes (112,428) (8,740) (2,409) (9,765) (16,797) - (150,139)
Future net cash flows 8] 470,538 12,997 6,702 21,889 57,332 - 569,458
10% discount factor (171,739) (5,706) (2,363) (10,356) (31,834) - (221,998)
Standardised measure of
discounted future net cash flows 298,799 7,201 4,339 11,533 25,498 347,460
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Supplementary Information on Oil and Gas Producing Activities (Unaudited)

31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

(e) Standardised measure of discounted future net cash flows and changes therein (continued)

2012
Enterprise’s share of equity method investees
Asia
(excluding North South
Notes PRC PRC) Oceania Africa America America Total

Future cash inflows (1) 655 - - - - 68,740 69,395
Future production costs (396) - - - - (38,262) (38,658)
Future development costs 9 (209) - - - - (833) (1,042)
Future income taxes - - - - - (1,59 (7,592)
Future net cash flows 8] 50 - - - - 22,053 22,103
10% discount factor 38 - - - - (12,608) (12,565)
Standardised measure of

discounted future net cash flows 88 - - - - 9,450 9,538
Total standardised measure of

discounted future net cash flow 298,887 7,291 4,339 11,583 25,498 9,450 356,998
1) Future cash flows consist of the Group’s 100% interest in the independent oil and gas properties and the Group’s participating interest in the properties

under production sharing contracts in the PRC less (j) an adjustment for the royalties payable to the PRC government and share oil payable to the PRC
government under production sharing contracts and (i) an adjustment for production allocable to foreign partners under the PRC production sharing contracts
for exploration costs attributable to the Group’s participating interest, and plus the participating interest in the properties covered under the production sharing
contracts in oversea countries, less adjustments, if any, of share oil attributable to the host government and the domestic market obligation.

2 Future development costs include the estimated costs of drilling future development wells and building the production platforms.

(©)] Future net cash flows have been prepared taking into consideration estimated future dismantlement costs of dismantling offshore oil platforms and gas
properties.

Changes in the standardised measure of discounted future net cash flows:

2010

Consolidated

and equity

share of

Equity share of equity

Consolidated equity method method

Total investee investee

Standardised measure, beginning of year 226,250 413 226,663
Sales of production, net of royalties and production costs (123,359) (1,585) (124,944)
Net change in prices, net of royalties and production costs 115,551 410 115,961

Extensions discoveries and improved recovery,

net of related future costs 75,809 - 75,809
Change in estimated future development costs (45,414) 977) (46,391)
Development costs incurred during the year 25,007 830 25,837
Revisions in quantity estimates (8,599) 66 (8,533)
Accretion of discount 26,512 657 27,169
Net change in income taxes (14,572) (8,375) (17,947)
Purchase of properties 3,963 14,319 18,282
Changes in timing and other 1,999 (137) 1,862
Standardised measure, end of year 283,147 10,621 293,768
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31 December 2012
(All amounts expressed in millions of Renminbi unless otherwise stated)

(e) Standardised measure of discounted future net cash flows and changes therein (continued)

Change in the standardised measure of discounted future net cash flows:

2011
Consolidated
and equity
share of
Equity share of equity
Consolidated equity method method
Total investee investee
Standardised measure, beginning of year 288,147 10,621 293,768
Sales of production, net of royalties and production costs (160,683) (2,817) (163,500)
Net change in prices, net of royalties and production costs 194,704 2,979 197,683
Extensions discoveries and improved recovery,
net of related future costs 61,990 - 61,990
Change in estimated future development costs (75,465) (711) (76,176)
Development costs incurred during the year 30,272 1,185 31,457
Revisions in quantity estimates 3,405 (115) 3,290
Accretion of discount 33,254 1,335 34,589
Net change in income taxes (86,191) (832) (86,523)
Purchase of properties 19,310 - 19,310
Changes in timing and other (24,974) (1,680) (26,654)
Standardised measure, end of year 328,769 10,465 339,234
2012
Consolidated
and equity
share of
Equity share of equity
Consolidated equity method method
Total investee investee
Standardised measure, beginning of year 328,768 10,465 339,233
Sales of production, net of royalties and production costs (157,697) (94) (157,791)
Net change in prices, net of royalties and production costs 49,470 (2,626) 46,844
Extensions discoveries and improved recovery,
net of related future costs 79,416 - 79,416
Change in estimated future development costs (82,776) (396) (83,172)
Development costs incurred during the year 45,923 1,017 46,940
Revisions in quantity estimates 13,044 1,679 14,723
Accretion of discount 42,707 1,401 44,108
Net change in income taxes 8,191 317 8,508
Purchase of properties - - -
Changes in timing and other 20,414 (2,225) 18,189
Standardised measure, end of year 347,460 9,538 356,998
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Notice of Annual General Meeting

NOTICE IS HEREBY GIVEN that the Annual General Meeting
(the “AGM”) of the shareholders of CNOOC Limited (the
“Company”) will be held on 24 May 2013, at 3 p.m. at Conrad
Hong Kong, Pacific Place, 88 Queensway, Hong Kong, for the
following purposes:

A

As ordinary business, to consider and, if thought fit,
pass with or without amendments, the following ordinary
resolutions:

1.

To receive and consider the audited Statement of
Accounts together with the Report of the Directors
and Independent Auditors’ Report thereon for the
year ended 31 December 2012.

To declare a final dividend for the year ended 31
December 2012.

To re-elect Mr. Yang Hua as a Non-executive
Director of the Company;

Yang Hua

Born in 1961, Mr. Yang is a professor-level senior
engineer and graduated from China University
of Petroleum with a B.S. degree in petroleum
engineering. He also received an MBA degree
from the Sloan School of Management at MIT as
a Sloan Fellow. Mr. Yang joined CNOOC in 1982
and has over 30 years of experience in petroleum
exploration and production. From 1982 to 1992,
Mr. Yang served in a number of positions in
CNOOC Research Center including the Director
of Field Development Department, the Manager of
Reservoir Engineering Department and the Project
Manager. Thereafter, Mr. Yang was mainly involved
in international business, M&A, corporate finance
and capital market operations in the Company
and its subsidiaries. From 1993 to 1999, he
served as the Deputy Chief Geologist, the Deputy
Director and the Acting Director for Overseas
Development Department of the Company and
the Vice President of CNOOC International
Limited, a subsidiary of the Company. In 1999,
Mr. Yang became a Senior Vice President of the
Company and served as Chief Financial Officer of
the Company from January 2005 to September
2010, Executive Vice President of the Company
from October 2005 to March 2009, President of
the Company from March 2009 to September
2010, and was appointed as Vice Chairman
of the Board and Chief Executive Officer of the
Company with effect from 16 September 2010.
Mr. Yang also served as an Assistant President
of CNOOC from November 2006 to April 2010
and as Vice President of CNOOC from April
2010 to August 2011. Mr. Yang was appointed
as Director and President of CNOOC in August
2011. In addition, he serves as Chairman and
Director of CNOOC China Limited and CNOOC

International Limited, both being subsidiaries of
the Company. He was Director and President
of CNOOC Southeast Asia Limited, a subsidiary
of the Company, from 2002 to 2003, General
Manager of CNOOC China Limited, a subsidiary of
the Company, from February 2009 to July 2011,
Chairman and Director of CNOOC Southeast Asia
Limited, a subsidiary of the Company, from July
2009 to September 2010, Chairman and Director
of CNOOC Deepwater Development Limited from
January 2010 to September 2010 and a Director of
CNOOC Finance Corporation Limited, a subsidiary
of CNOOC, from May 2005 to December 2010. Mr.
Yang was appointed as an Executive Director of
the Company with effect from 31 August 2005. He
resigned as Chief Executive Officer of the Company
and was re-designated from an Executive Director
to a Non-Executive Director of the Company with
effect from 23 November 2011.

Save as aforesaid, Mr. Yang does not have
any relationship with any other Director, senior
management, substantial shareholder or
controlling shareholder of the Company.

Apart from holding 14,229,000 share options in
the Company (among which 1,150,000 lapsed on
24 February 2013), Mr. Yang has no other interest
in the Company’s securities within the meaning of
Part XV of the Securities and Futures Ordinance.

Under the service agreement between the
Company and Mr. Yang in 2012, Mr. Yang’s
emoluments comprise an annual director’s fee of
HK$950,000 (before deduction of Hong Kong tax)
and he is an eligible person under the Company’s
share option schemes. The emolument of Mr.
Yang was determined by the Board with reference
to perception of industry standards and prevailing
market conditions. The Remuneration Committee
will review the level of directors’ remuneration
from time to time and make recommendation
to the Board for adjustments if necessary. Mr.
Yang’s appointment continued for a period of
twelve months and would be renewed annually
as determined by the Board or the shareholders
of the Company, subject to three months’ notice
of termination by either party. Mr. Yang is subject
to the provisions of his service agreement and
the retirement provisions in the Articles of the
Company.

There is no other information required to be
disclosed pursuant to any of the requirements of
Rule 13.51(2)(h) — 13.51(2)(v) of the Listing Rules,
nor are there any other matters to be brought to the
attention of the Shareholders.
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To re-elect Mr. Zhou Shouwei as a Non-executive
Director of the Company;

Zhou Shouwei

Born in 1950, Mr. Zhou, a member of Chinese
Academy of Engineering, received a doctorate
degree from the Southwest Petroleum Institute
in China majoring in petroleum and natural gas
engineering. He joined CNOOC in 1982. Mr. Zhou
served as the Deputy General Manager of CNOOC
Bohai Corporation, a subsidiary of CNOOC and
the General Manager of CNOOC China Limited
Tianjin Branch. He was appointed as an Executive
Vice President of the Company in September
1999 and served as the President of the Company
from July 2002 to March 2009. He also served as
Vice President of CNOOC from October 2000 to
August 2011. He also served as a Director and
the General Manager of CNOOC China Limited, a
subsidiary of the Company. From October 2004
to July 2009, Mr. Zhou served as a Director of
CNOOQOC International Limited, a subsidiary of the
Company. From April 2003 to July 2009, Mr. Zhou
also served as the Chairman of CNOOC Southeast
Asia Limited, a subsidiary of the Company. From
December 2003 to December 2010, Mr. Zhou
served as the Chairman of Offshore Oil Engineering
Co., Ltd., a listed company on the Shanghai Stock
Exchange and a subsidiary of CNOOC. Mr. Zhou
was appointed as an Executive Director of the
Company with effect from 23 August 1999 and
was re-designated from Executive Director to Non-
executive Director with effect from 31 March 2009.

Save as aforesaid, Mr. Zhou does not have
any relationship with any other Director, senior
management, substantial shareholder or
controlling shareholder of the Company.

Apart from holding 17,920,000 share options in the
Company, Mr. Zhou has no other interest in the
Company’s securities within the meaning of Part
XV of the Securities and Futures Ordinance.
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Under the service agreement between the
Company and Mr. Zhou in 2012, Mr. Zhou’s
emoluments comprise an annual director’s fee of
HK$968,340 (before deduction of Hong Kong tax)
and he is an eligible person under the Company’s
share option schemes. The emolument of Mr.
Zhou was determined by the Board with reference
to perception of industry standards and prevailing
market conditions. The Remuneration Committee
will review the level of directors’ remuneration
from time to time and make recommendation
to the Board for adjustments if necessary. Mr.
Zhou’s appointment continued for a period of
twelve months and would be renewed annually
as determined by the Board or the shareholders
of the Company, subject to three months’ notice
of termination by either party. Mr. Zhou is subject
to the provisions of his service agreement and
the retirement provisions in the Articles of the
Company.

There is no other information required to be
disclosed pursuant to any of the requirements of
Rule 13.51(2)(h) — 13.51(2)(v) of the Listing Rules,
nor are there any other matters to be brought to the
attention of the Shareholders.

To re-elect as an Independent Non-executive
Director the following retiring Director who has
already served the Company for more than 9 years
as an Independent Non-executive Director;

Chiu Sung Hong

Born in 1947, Mr. Chiu received an LL.B. degree
from the University of Sydney. He was admitted
as a solicitor of the Supreme Court of New South
Wales and the High Court of Australia. He has over
30 years’ experience in legal practice and had been
a director of a listed company in Australia. Mr. Chiu
was the founding member of the Board of Trustees
of the Australian Nursing Home Foundation and
served as the General Secretary of the Australian
Chinese Community Association of New South
Wales. Mr. Chiu is also an Independent Non-
executive Director of Tianda Pharmaceuticals
Limited (formerly Yunnan Enterprises Holdings
Limited, Tianda Holdings Limited) since April
2008, a company listed on The Stock Exchange
of Hong Kong Limited. Mr. Chiu is also an
Independent Non-executive Director of Bank of
China (Australia) Limited (a wholly subsidiary of
Bank of China Limited. Mr. Chiu was appointed
as an Independent Non-executive Director of the
Company with effect from 7 September 1999.



Mr. Chiu has served as an Independent Non-
executive Director of the Company for more than 9
years. For the reasons set out on the Explanatory
Statement Relating to General Mandates to Issue
Securities and Repurchase Shares, Re-election
of Directors and Change of Auditor, the Board
of the Company considers that Mr. Chiu remains
independent for the purpose of the Listing Rules
and the re-lection of Mr. Chiu is in the best interest
of the Company and shareholders as a whole.

Mr. Chiu does not have any relationship with any
other Director, senior management, substantial
shareholder or controlling shareholder of the
Company.

Apart from holding 1,150,000 share options in the
Company, Mr. Chiu has no other interest in the
Company’s securities within the meaning of Part
XV of the Securities and Futures Ordinance.

Mr. Chiu has a formal letter of appointment with
the Company. Mr. Chiu’s emoluments comprise
an annual director’s fee of HK$1,060,000
(before deduction of Hong Kong tax) and he is
an eligible person under the Company’s share
option schemes. The emolument of Mr. Chiu
was determined by the Board with reference to
perception of industry standards and prevailing
market conditions. The Remuneration Committee
will review the level of directors’ remuneration from
time to time and make recommendation to the
Board for adjustments if necessary. Mr. Chiu is
subject to the retirement provisions in the Articles
of the Company.

There is no other information required to be
disclosed pursuant to any of the requirements of
Rule 13.51(2)(h) — 13.51(2)(v) of the Listing Rules,
nor are there any other matters to be brought to the
attention of the Shareholders.

To authorise the Board of Directors to fix the
remuneration of each of the Directors.

To appoint Deloitte Touche Tohmatsu as the
new independent auditors of the Company and
its subsidiaries following the retirement of Ernest
& Young, with effect from the date on which
this proposed resolution is adopted at the AGM
until the conclusion of the next annual general
meeting of the Company and authorize the
Board of Directors to fix the remuneration of the
independent auditors.

Notice of Annual General Meeting

As special business, to consider and, if thought fit, pass
with or without amendments, the following resolutions as
ordinary resolutions:

1. “THAT:

@)

subject to paragraph (b) below, the exercise
by the Directors during the Relevant Period
(as hereinafter defined) of all the powers
of the Company to repurchase shares in
the capital of the Company on The Stock
Exchange of Hong Kong Limited (the “Stock
Exchange”) or on any other exchange on
which the shares of the Company may be
listed and recognized by the Securities
and Futures Commission of Hong Kong
and the Stock Exchange for this purpose
(“Recognized Stock Exchange”), subject to
and in accordance with all applicable laws,
rules and regulations and the requirements
of The Rules Governing the Listing of
Securities on the Stock Exchange of Hong
Kong Limited (the “Listing Rules”), or of any
other Recognized Stock Exchange and the
articles of association (the “Articles”) of the
Company, be and is hereby generally and
unconditionally approved;

the aggregate nominal amount of shares
of the Company which the Company is
authorised to repurchase pursuant to the
approval in paragraph (a) above shall not
exceed 10% of the aggregate nominal
amount of the share capital of the Company
in issue as at the date of the passing of this
resolution; and

for the purposes of this resolution:

“Relevant Period” means the period from the
date of the passing of this resolution until
whichever is the earlier of:

(i) the conclusion of the next annual
general meeting of the Company
following the passing of this resolution;
and

(ii) the date on which the authority given
under this resolution is revoked or
varied by an ordinary resolution of
the shareholders of the Company in
general meeting.”
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2.

“THAT:

@)

subject to the following provisions of this
resolution, the exercise by the Directors
during the Relevant Period (as hereinafter
defined) of all the powers of the Company
to issue, allot and deal with additional
shares in the capital of the Company and
to make or grant offers, agreements and
options (including bonds, notes, warrants,
debentures and securities convertible into
shares of the Company) which would or
might require the exercise of such powers be
and is hereby generally and unconditionally
approved;

the approval in paragraph (a) above
shall authorise the Directors during the
Relevant Period to make or grant offers,
agreements and options (including bonds,
notes, warrants, debentures and securities
convertible into shares of the Company)
which would or might require the exercise of
such powers after the end of the Relevant
Period;

the aggregate nominal amount of share
capital of the Company allotted or agreed
conditionally or unconditionally to be allotted
(whether pursuant to an option or otherwise)
by the Directors pursuant to the approval
in paragraph (a) above, otherwise than
pursuant to:

(i) a Rights Issue (as hereinafter defined);

(i) an issue of shares pursuant to
any specific authority granted by
shareholders of the Company in
general meeting, including upon the
exercise of rights of subscription or
conversion under the terms of any
warrants issued by the Company
or any bonds, notes, debentures or
securities convertible into shares of
the Company;

(i)  an issue of shares pursuant to the
exercise of any option granted under
any share option scheme or similar
arrangement for the time being
adopted by the Company and/or any
of its subsidiaries;
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(ivy any scrip dividend or similar
arrangement providing for the
allotment of shares in lieu of the whole
or part of a dividend on shares of the
Company in accordance with the
Articles of the Company; or

(v any adjustment, after the date of
grant or issue of any options, rights
to subscribe or other securities
referred to above, in the price at
which shares in the Company shall
be subscribed, and/or in the number
of shares in the Company which shall
be subscribed, on exercise of relevant
rights under such options, warrants
or other securities, such adjustment
being made in accordance with, or as
contemplated by, the terms of such
options, rights to subscribe or other
securities,

shall not exceed 20% of the aggregate
nominal amount of the share capital of the
Company in issue as at the date of the
passing of this resolution; and

for the purposes of this resolution:

“Relevant Period” means the period from
the date of passing of this resolution until
whichever is the earlier of:

(i) the conclusion of the next annual
general meeting of the Company
following the passing of this resolution;
and

(i)  the date on which the authority given
under this resolution is revoked or
varied by an ordinary resolution of
the shareholders of the Company in
general meeting.

“Rights Issue” means an offer of shares open
for a period fixed by the Directors made to
holders of shares whose names appear on
the register of members of the Company on
a fixed record date in proportion to their then
holdings of such shares (subject to such
exclusions or other arrangements as the
Directors may deem necessary or expedient
in relation to fractional entitlements or having
regard to any restrictions or obligations
under the laws of, or the requirements of,
any recognized regulatory body or any stock
exchange in or in any territory outside Hong
Kong).”



Hong

“THAT subject to the passing of the resolutions
numbered B1 and B2 as set out in the notice
convening this meeting, the general mandate
granted to the Board to issue, allot and deal with
additional shares of the Company pursuant to
resolution numbered B2 set out in this notice be
and is hereby extended by the addition to it of
an amount representing the aggregate nominal
amount of the shares in the capital of the Company
which are repurchased by the Company pursuant
to and since the granting to the Company of
the general mandate to repurchase shares in
accordance with resolution numbered B1 set out
in this notice, provided that such extended amount
shall not exceed 10% of the aggregate nominal
amount of the share capital of the Company
in issue as at the date of the passing of this
resolution.”

By Order of the Board
CNOOC Limited
Zhong Hua

Joint Company Secretary

Kong, 8 April 2013

Registered office:
65th Floor,

Bank of China Tower,
1 Garden Road,

Hong

Notes:

Kong.

Every member entitled to attend and vote at the above
meeting (or at any adjournment thereof) is entitled to appoint
one or more proxies to attend and vote on his behalf. A proxy
need not be a shareholder of the Company.

In order to be valid, the form of proxy duly completed and
signed in accordance with the instructions printed thereon,
together with the power of attorney or other authority (if any)
under which it is signed, or a copy of such authority notarially
certified, must be completed and returned to the Company’s
registered office at 65th Floor, Bank of China Tower, 1 Garden
Road, Hong Kong not less than 36 hours before the time
appointed for the holding of the meeting or any adjournment
thereof (as the case may be).

Completion and return of the form of proxy will not preclude
a shareholder from attending and voting at the meeting or
any adjournment thereof if the shareholder so desires and, in
such event, the relevant form of proxy shall be deemed to be
revoked.

Notice of Annual General Meeting

Where there are joint registered holders of any shares, any
one of such persons may vote at the above meeting (or at any
adjournment of it), either personally or by proxy, in respect
of such shares as if he/she were solely entitled thereto but
the vote of the senior holder who tenders a vote, whether in
person or by proxy, will be accepted to the exclusion of the
vote(s) of the other joint holders and, for this purpose, seniority
shall be determined by the order in which the names stand
in the register of members of the Company in respect of the
relevant joint holding.

With respect to resolution numbered B1, approval is
being sought from shareholders for a general mandate to
repurchase shares to be given to the Board. The Board wish
to state that they have no immediate plans to repurchase any
existing shares. The Explanatory Statement containing the
information necessary to enable the shareholders to make
an informed decision on whether to vote for or against the
resolution to approve the repurchase by the Company of its
own shares, as required by the Listing Rules, is set out in a
separate letter from the Company.

With respect to resolution numbered B2, approval is being
sought from shareholders for a general mandate to issue, allot
and deal with shares to be given to the Board. The Board wish
to state that they have no immediate plans to issue or allot
any new shares of the Company. Approval is being sought
from the shareholders as a general mandate for the purpose
of Section 57B of the Companies Ordinance (Cap. 32 of the
Laws of Hong Kong) and the Listing Rules.

With respect to resolution numbered B3, approval is being
sought from shareholders for an extension of the general
mandate granted to the Board to issue and allot shares
by adding to it the number of shares purchased under the
authority granted pursuant to resolution numbered B1.

Pursuant to Rule 13.39(4) of the Listing Rules, voting for all the
resolutions set out in the notice of the annual general meeting
will be taken by poll, except where the chairman, in good
faith, decides to allow a resolution which relates purely to a
procedural or administrative matter to be voted on by a show
of hands.

The register of members of the Company will be closed from
20 May 2013 (Monday) to 24 May 2013 (Friday) (both days
inclusive), during which no transfer of shares in the Company
will be registered. In order to qualify for attending the meeting,
members are reminded to ensure that all instrument of transfer
of shares accompanied by the relevant share certificate(s)
must be lodged with the Company’s registrar, Hong Kong
Registrars Limited, at Shops 1712-1716, 17/F, Hopewell
Centre, 183 Queen’s Road East, Wanchai, Hong Kong
for registration not later than 4:30 p.m. on 16 May 2013
(Thursday).

After AGM, if the resolution of final dividend was passed,
the register of members of the Company will be closed from
3 June 2013 (Monday) to 7 June 2013 (Friday) (both days
inclusive), during which no transfer of shares in the Company
will be registered. In order to qualify for the proposed
final dividends, members are reminded to ensure that all
instrument of transfer of shares accompanied by the relevant
share certificate(s) must be lodged with the Company’s
registrar, Hong Kong Registrars Limited, at Shops 1712-
1716, 17/F, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong for registration not later than 4:30 p.m.
on 31 May 2013 (Friday).
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Glossary

API
The America Petroleum Institute’s scale for specific gravity
for liquid hydrocarbons, measured in degrees

Wildcat

A well drilled on any rock formation for the purpose of
searching for petroleum accumulations in an area or
rock formation that has no known reserves or previous
discoveries

Appraisal well
An exploratory well drilled for the purpose of evaluating the
commerciality of a geological trap in which petroleum has
been discovered

Upstream business
QOil and gas exploration, development, production and sales

FPSO
Floating, Production, Storage and Offloading vessel

LNG
Liquefied Natural Gas

Proved Reserves

Estimates of oil, gas and NGL quantities thought to be
recoverable from known reservoirs under existing economic
and operating conditions

PSC
Production sharing contract

Reserve replacement ratio

For a given year, total additions to proved reserves divided
by production during the year
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VOLUME ACRONYMS

Bbl
Barrel

Bcf
Billion cubic feet

BOE
Barrels-of-oil-equivalent

Mbbls
Thousand barrels

Mboe
Thousand barrels of equivalent

Mcf
Thousand cubic feet

Mmboe
Million barrels-of-oil equivalent

Mmbbls
Million barrels

Mmcf
Million cubic feet

Note: In calculating barrels-of-oil equivalent, or BOE, we have assumed
that 6,000 cubic feet of natural gas equals one BOE, with the
exception of natural gas from South America, Oceania and
Indonesia in Asia, which we have used actual thermal unit for such
CONVersion purpose.
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Fax: (852) 2525 9322
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