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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 has four major producing areas in offshore China, and they are Bohai Bay, Western
South China Sea, Eastern South China Sea and East China Sea. In overseas, the Group has oil and
gas assets in Indonesia, Australia, Nigeria, Argentina, the U.S. and some other countries.

As of 31 December 2010, the Group owned net proved reserves of approximately 2.99 billion BOE,
and its average daily net production was 900,702 BOE. The Group had 4,650 employees and total
assets of approximately RMB327.93 billion.
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Financial Summary

(Amounts expressed in millions of RMB)

Consolidated Statement of Comprehensive Income (Audited)

Year ended 31 December

2006 2007 2008 2009 2010
Total revenues 88,947 90,724 125,977 105,195 183,053
Total expenses (45,893) (49,525) (72,112) (64,870) (111,648)
Interest income/(finance costs), net (1,050) (1,359) 676 103 (518)
Exchange gains, net 308 1,856 2,651 54 995
Share of profits of associates 322 719 374 173 199
Investment income 613 902 476 200 427
Non-operating income/(expenses), net 876 (7) (62) (34) 142
Profit before tax 44,123 43,310 57,880 40,821 72,650
Income tax expense (13,196) (12,052) (13,505) (11,335) (18,240)
Profit for the year 30,927 31,258 44,375 29,486 54,410
Consolidated Statement of Financial Position (Audited)
As at 31 December
2006 2007 2008 2009 2010
Current assets 47,892 54,645 63,770 70,871 100,653
Property, plant and equipment 103,406 118,880 138,358 165,320 212,330
Investments in associates 1,544 2,031 1,785 1,727 1,781
Intangible assets and goodwiill 1,409 1,331 1,206 1,230 3,022
Available-for-sale financial assets 1,017 1,819 1,550 3,120 8,704
Other non-current assets — 1,087 — - 1,436
Total assets 155,268 179,793 206,669 242,268 327,926
Current liabilities (14,481) (21,401) (18,799) (31,041) (69,410)
Non-current liabilities (832,973) (24,077) (27,632) (37,291) (42,750)
Total liabilities (47,454) (45,478) (46,431) (68,332) (112,160)
Equity 107,814 134,315 160,238 173,936 215,766
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Operating Summary

Year ended 31 December

2006* 2007* 2008 2009 2010
Production
Net production of crude and liquids (barrels/day)
Bohai Bay 200,944 206,748 218,478 253,884 408,946
Western South China Sea 40,437 34,163 56,761 72,605 84,116
Eastern South China Sea 105,902 103,715 122,813 118,395 121,454
East China Sea 1,464 1,467 85 63 53
Overseas 23,973 25,735 23,931 64,749 106,965
Total 372,720 371,827 422,068 509,696 721,534
Net production of natural gas (mmcf/day)
Bohai Bay 64.5 70.2 74.5 79.2 120.4
Western South China Sea 251.8 237.3 284.7 275.4 354.0
Eastern South China Sea 23.1 27.4 28.1 50.2 139.5
East China Sea 21.2 24.0 6.8 6.0 5.5
Overseas 130.3 200.7 227.0 242.7 420.6
Total 490.9 559.6 621.1 653.5 1,040.0
Total net production (BOE/day)
Bohai Bay 211,697 218,447 230,896 267,079 429,008
Western South China Sea 84,625 75,573 106,764 120,745 145,274
Eastern South China Sea 109,744 108,279 127,490 126,765 144,712
East China Sea 5,004 5,462 1,225 1,057 972
Overseas 46,411 61,646 64,353 108,250 180,736
Total 457,482 469,407 530,728 623,896 900,702

Reserves at year end*
Net proved crude and liquids reserves (million barrels)

Bohai Bay 933.4 951.3 933.6 1,028.2 997.7
Western South China Sea 190.5 208.9 245.8 258.9 260.0
Eastern South China Sea 200.2 226.6 202.4 190.9 225.0
East China Sea 20.4 20.5 17.8 17.5 18.9
Overseas 145.3 156.7 178.7 172.2 413.5
Total 1,489.8 1,564.1 1,678.3 1,667.8 1,915.1
Net proved natural gas reserves (bcf)

Bohai Bay 765.0 761.5 789.2 785.4 728.3
Western South China Sea 2,648.1 2,5639.2 2,211.7 2,198.6 2,034.1
Eastern South China Sea 792.0 779.4 873.3 843.6 1,254.3
East China Sea 390.0 373.8 342.2 338.9 370.6
Overseas 1,636.5 1,768.9 1,406.9 1,777.5 2,071.0
Total 6,231.6 6,222.8 5,623.3 5,944.0 6,458.3
Total net proved reserves (million BOE)

Bohai Bay 1,060.9 1,078.2 1,065.1 1,159.1 1,119.1
Western South China Sea 631.9 632.1 614.4 625.4 599.0
Eastern South China Sea 332.3 356.5 347.9 331.5 434.1
East China Sea 85.4 82.8 74.8 74.0 80.7
Overseas 418.0 451.6 413.2 468.5 761.6
Total 2,528.5 2,601.2 2,515.4 2,658.4 2,994.5
Others

Reserve life (years) 15.1 15.2 13.0 1.7 9.1
Reserve replacement ratio (%) 199 142 60 163 202
Average realized price

Crude oil (US$/barrel) 58.90 66.26 89.39 60.61 77.59
Natural gas (US$/mcf) 3.05 3.30 3.83 4.01 4.27

ok

The net proved reserve estimates from 2006 to 2009 contained in this table were made by the independent consultants. The net proved reserve
estimates in 2070 were also made by the independent consultants except that the reserve estimates of Wenchang 13-1, Wenchang 13-2,
Dongfang 1-1 oil and gas fields offshore China, and Akpo and Egina oil fields in Nigeria, were made by the Company and accounted for 10.7%
of the Company’s total net proved reserves.

Includiing our interest in an unconsolidated investee, which represented 0.3% of our proved reserves and 0.9% of our net production in 2006, and
0.3% of our proved reserves and 0.8% of our net production in 2007.

CNOOC LIMITED Annual Report 2010



4

Milestone Events 2010

EXPLORATION

9 February
31 March
19 April

13 November

15 December

DEVELOPMENT
29 March

28 April

22 July

9 August

19 August

20 October

28 October

The third deepwater discovery of Liuhua 29-1 in South China Sea announced
Significant discovery of Enping 24-2 in Eastern South China Sea announced
Significant discovery of Penglai 9-1 in Bohai Bay announced

Discovery of Dongfang13-1, a breakthrough in the middle formation of Yinggehai
Basin in Western South China Sea

Announced that the exploratory well Lingshui 22-1-1 on Block 64/11 in
deepwater South China Sea encountered gas-bearing sands

Successful commencement of production of Weizhou 11-1E oilfield in Western
South China Sea and Bozhong 3-2 oilfield in Bohai Bay announced

Successful commencement of production of Caofeidian 18-1 oilfield in Bohai
Bay announced

Successful commencement of production of Bozhong 29-4 oilfield in Bohai
Bay announced

Successful commencement of production of Bozhong 19-4 oilfield in Bohai
Bay announced

Successful commencement of production of Huizhou 25-3 oilfield in Eastern
South China Sea announced

Successful commencement of production of Bozhong 26-3 and Luda 32-2 oilfields
in Bohai Bay announced

Successful commencement of production of Weizhou 6-8 oilfield in Western
South China Sea announced

CNOOC LIMITED Annual Report 2010



ACQUISITIONS
14 March

30 April

17 May

11 October

28 November

OTHERS

January

April

August

September

September
September

November

November

Milestone Events 2010

Reorganization of Bridas Corporation to a joint venture with Bridas Energy
Holdings Ltd. announced

Increasing of stake in block 15/34 of the Pearl River Mouth Basin in Eastern
South China Sea announced

Winning of bid for Technical Service Contract for the Missan oilfields in
Irag announced

Acquisition of 33.3% undivided interest in the Eagle Ford Shale project
from Chesapeake announced

Announced that Bridas Corporation will acquire 60% equity interest in
Pan American Energy LLC from BP

Chairman Mr. FU Chengyu was selected and ranked 42nd as
“The Best-Performing CEOs in the World” by Harvard Business Review

Awarded the “Best Chinese Company” in the “Corporate Governance
Asia Recognition Awards 2010”

Changes in management team announced: Mr. FU Chengyu will resign as
CEO but remain as Chairman; Mr. YANG Hua will be appointed as new CEO
and Vice Chairman; Mr. LI Fanrong will be appointed as new President

Announced that China National Offshore Qil Corporation (“CNOOC”),

our parent company, signed amendment agreements to the Production Sharing
Contracts with Chevron, BP and Devon Energy Corporation for deepwater blocks 42/05,
64/18 and 53/30 in South China Sea

Appointment of Mr. ZHONG Hua as new CFO announced
Being selected as one of the “Asia’s Best Companies 2010” by Finance Asia

Awarded “Energy Company of the Year”, the highest award of Platts Global
Energy Awards, and “Energy Producer of the Year” in 2010 by Platts

Awarded the “Best Natural Gas Energy Enterprise of China” by Global Finance

CNOOC LIMITED Annual Report 2010



Chairman’s Statement

A NEW ERA OF GROWTH

As you know, in 2010, on the premise of implementing
its established business strategies, CNOOC Limited has
taken another big step forward in its business development
including a significant increase in production, breakthroughs
in exploration, and remarkable financial results. In addition,
the Company has made considerable achievements in its
overseas development.

Although the operating results of this year continued to
show record development and enviable growth as in the
previous years, in my view, and to CNOOC Limited, the
long-term implication of this year’s outstanding results has
surpassed that of the previous years.

In 2009, with annual oil and gas production volume reaching
227.7 million BOE, CNOOC Limited had already secured

CNOOC LIMITED Annual Report 2010

key expressions — “a new era of growth” and “changes in management team”.
will also share with you my thoughts on CNOOC Limited’s future development in
another key expression — “value creation as top priority”.

Dear shareholders,

With the year 2010 quietly slipping by, CNOOC Limited has reached another
milestone in the course of its development with your care and support. In reporting
the Company’s major operating results, | hereby would like to sum it up in two

the leading position among the independent oil and gas
companies in the world. At that time, the market was already
concerned about whether the Company could keep its rapid
growth momentum on top of such large production base. In
2010, CNOQOC Limited proactively addressed such market
concern by achieving net production of 328.8 million BOE,
representing a significant increase of 44.4%.

| understand that our investors’ goals are not limited to our
“record-breaking” achievements in the past. What made
me feel inspired is: CNOOC Limited is still capable of, on
top of 10-year growth story, delivering further growth from
the platform of such high production volume. In 2011, the
Company’s annual production target is 355 to 365 million
BOE, and over the next five years, the production target of
the compound annual growth rate is between 6% and 10%.




| believe that CNOOC Limited’s remarkable performance will
dismiss any concerns whether its glory will only be “a flash
in the pan”. The Company is already well equipped with the
strength to realize its long-term development target on a
new production platform.

CHANGES IN MANAGEMENT TEAM

While the remarkable growth was recorded in our results for
the year, our management team was also growing at the
same time. In 2010, the team was strengthened through
changes made during the year. The injection of new force
and the inheritance of experiences were carried out at the
same time.

In the year, | officially resigned from the role of Chief
Executive Officer. During my seven year’s term as Chief
Executive Officer, | worked sincerely with other members of
senior management, and together we led CNOOC Limited
to its outstanding growth and brought up our succession
team.

In 2010, our successors got ready to assume more
responsibilities. The Board made an unanimous decision
that Mr. YANG Hua, former President and Chief Financial
Officer of our Company, will step into the new role as Chief
Executive Officer. Mr. LI Fanrong, who has served the
Company for many years, was appointed as the President.
Mr. ZHONG Hua, the new Chief Financial Officer, has also
served in the offshore oil industry for almost 30 years.

| have confidence in their ability, passion, and integrity with
which they will lead CNOOC Limited to a bright future.
For this reason, | was able to resign from the role of Chief
Executive Officer without any worries.

In the future, as the Chairman and together with other Board
members, | will be responsible for steering the direction of
the Company, to support and oversee the management
team for its daily management and operations so as to
ensure that the Company will continue to create value and
maintain a sustainable development.

VALUE CREATION AS TOP PRIORITY

The Company will continue to play the role of value creator
for our shareholders.

In 2010, with its stock price appreciating 51.1% year
over year, CNOOC Limited topped Hong Kong’s blue
chip companies. | believe that this has delivered to you
substantial benefit. In addition, the Board has proposed a
year end dividend of HK$0.25 per share.

Chairman’s Statement

Our management team, as well as our entire staff and
myself, are profoundly proud of such a remarkable value
creating ability. | believe that our new management team will
be able to further utilize and strengthen this ability.

In the future, in the course of achieving the “value creation
as top priority”, | believe we need to focus on the following
three aspects.

First of all, people — although most of the Company’s
present management team members are trained and
promoted internally, we never close the door against
the talented people outside. As we enter a new era of
growth, CNOOC Limited needs to further rely on the
ability of human talent and welcome new talent from
outside in order to create more value.

Secondly, a structured system — from my point of
view, talented people create value and a structured
system can preserve value. Although CNOOC
Limited’s existing body of system is already quite
adequate, it will never be perfect. It is my hope that
under the guardian of a more comprehensive system,
all value discovered and created by us will be able to
sustain.

Thirdly, business development — for any company
that is committed to growth, it must fight for more
growing space and larger market share in order
to create more value. Besides the sophisticated
operation on the home ground, one of the “shortcuts”
to achieve growth is to set our eyes on the global
arena. CNOOC Limited will not, and should not,
confine itself to its current scale. While seeking growth
in offshore China where we enjoy great potential
and operational advantages, we will not give up any
suitable chance to expand our business in other
regions.

CNOQC Limited is moving forward in courageous strides to
pursue growth. | hereby pledge that, although the road to
achieving such growth target will be filled with barriers, the
Company will continue to move forward on this journey of
value creation and sustainable development. | hope to win
your continuous support while achieving this goal.

Fu Chengyu
Chairman

Hong Kong, 23 March 2011

CNOOC LIMITED Annual Report 2010
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CEOQO’s Statement

Yang Hua
Vice Chairm.

an & Chief Executive Officer

Dear shareholders,

I am YANG Hua, the Chief Executive Officer of CNOOC
Limited. | am very pleased to be given this opportunity to
communicate with you in this way.

While | was the Company’s President and Chief Financial
Officer, | was lucky to have had the chance to come into
frequent contacts, and thus have been able to feel, at
a close distance, the concerns and supports from our
shareholders. Very often, | was able to gain the wisdom and
power from such experiences that have been so beneficial
to the Company’s long term development.

| hope to take this unique opportunity in writing to help you
further understand management’s overview and vision on
the future development of the Company.

NEW ACHIEVEMENTS

Like many other members of CNOOC Limited’s management
team, | am a veteran CNOOC man and have been working
in China’s offshore oil industry since | was fresh out of the
college.

During many years with the Company, | have personally
witnessed its outstanding achievements and followed
closely its enviable footsteps of growth. Nevertheless, | am
very proud of the development momentum presented by the

CNOOC LIMITED Annual Report 2010

Company in 2010.

In 2010, our net production reached 328.8 million BOE,
representing a significant increase of 44.4% over the
previous year. Our exploratory activities achieved
remarkable results with an aggregate of 13 new discoveries,
including the important deepwater discovery of Liuhua
29-1. Development project went on smoothly, and 9 new
oil and gas fields commenced production. Our overseas
development has also made noticeable progress that our
business spanned over to South America and the Middle
East as well as making the first debut in the shale oil and gas
business. Meanwhile, the Company’s net profits increased
substantially to reach RMB54.41 billion, and the basic
earnings per share enjoyed steady growth to RMB1.22.
During the year and for the first time, it received the “Energy
Company of the Year” by Platts Global Energy Awards.

In 2010, CNOOC Limited has achieved remarkable results in
many aspects, and | hereby would like to share with you the
following achievements.

First of all, exploratory activities. In 2010, we
consistently achieved satisfactory results from our
exploration in the continental shelf offshore China with
a few important new discoveries including the large-
scale oil discovery of Penglai 9-1, fully demonstrating
the potential of our traditional operation areas. On the
other hand, in addition to the discoveries of Liwan 3-1
and Liuhua 34-2, another new discovery Liuhua 29-1
was made in the deepwater area of South China Sea.
Thereafter, the gas-bearing sands were encountered
during the drilling of Lingshui 22-1-1 well. These
successes not only demonstrated the exploration
potential in the deepwater South China Sea, but also
encouraged us in carrying out independent deepwater
explorations. Deepwater area of South China Sea,
| believe, will become a critical driving force for the
development of the Company in mid to long term.

Secondly, new development policy. With many years
of practices, the Company has created a regional
development model that a major oilfield plays a leading
role in the development of the surrounding oilfields.
During the year, such development model was
successfully tested on the Xijiang oilfields and proven
to be beneficial in terms of sharing facilities, reducing
cost and improving the project economics. Apart from
this, a comprehensive improving recovery mechanism,
primarily led by infill drilling, has been officially
established. During the year, based on numerous
researches and operation practices, we increased our
activities in this dimension and achieved remarkable
results, keeping the composite decline rate of mature
oilfields at a low level.

Thirdly, advancement in technical skills. Heavy oil
extraction is a common conundrum faced by the
entire industry. During the year, CNOOC Limited
achieved pleasant results in testing the thermal
recovery technology. Heavy oil reserves accounted
for half of the crude oil reserves of the Company. The



accumulation and spread-out of the technology and
experiences in this respect will facilitate the effective
exploitation of existing resources. In addition, a
significant breakthrough was made in the research
and application of the fracturing technology on oilfields
with low permeability. Such advancement will further
enhance the value of our assets and expedite the
process to turn underground resources into oil and
gas production.

Lastly, overseas development. During the year,
CNOOC Limited successfully expanded its scope
of business to South America and the Middle East
region and made its first debut in shale oil and gas
project in the United States. Through value-driven
overseas development, the asset portfolio of CNOOC
Limited has become more diversified and its regional
distribution has been further broadened. We are
happy to see the growth of our overseas assets, which
will significantly expand our scope for development in
long run.

The achievements made in year 2010 went far beyond
these. | believe you will find more inspiring news about
the Company’s business plan in the “Business Overview”
section of the Company’s 2010 annual report.

NEW CHALLENGES

While we are extremely delighted about the Company’s
development, the management team has truly realized that
after the course of CNOOC Limited’s glorious growth in the
past decade or so, a number of challenges are gradually
emerging.

As a company that has been established for just over 10
years, CNOOC Limited lacks as much as the rich experience
accumulated by other international companies in the
industry. Up to date, CNOOC Limited has been elevated
onto a new development platform where we are faced with
integrated and independent oil and gas companies that
are larger in size and perform better than us. In order to
compete with our international peers on this new platform,
we need to deposit more “fortunes” in the aspects of human
resources, management and technical skills.

| also clearly realized that, with the rapid growth of the
production volume, the pressure on finding new reserves
and expanding the current reserve base has been enlarged
greatly. In addition, increase in costs has become one
of the steep challenges that the Company is confronting
with. When conducting business in the offshore petroleum
industry, health, safety, and environmental protection (HSE)
is the constant challenge and should not be taken lightly.

Faced with these challenges, we will be pulled together and
work hard as a team to lead the Company march down the
road of the value creation towards its goal.

NEW MISSIONS
In the future, we will focus on the following areas.

First of all, enhancing our ability to create value —
As we have repeatedly emphasized, the production
growth and cost control are the “two wings”

CEQ’s Statement

indispensable for CNOOC Limited to realize the
target. We clearly realized that in order to reach our
production target, there are still many challenges
ahead of us. The pressure of escalating cost that
has become common in the industry could possibly
reduce the value creation ability of the Company.
In 2011 and over the next five years, as my primary
mission, extra efforts will be made to production
growth and cost control so as to better realize the
intrinsic value of our assets.

Secondly, managing risks derived from future
development — Although risk taking is part of the
CEQOs’ characteristics, | still hope | can effectively
manage the major risks in the course of the
Company’s development. While CNOOC Limited has
always insisted on a conservative and sustainable
style of doing business over the years, we cannot
afford to overlook the potential risks hidden behind
when the business environment is becoming more
stringent and operating areas more widespread.
The Company will continue to manage various risks
by executing and improving the existing systems of
internal control and risk management.

Thirdly, accumulating strength for our future growth
momentum — Like all other companies, the annual
performance review is the key indicator for measuring
the performance of our management team. Apart
from short term targets, the medium to long term
sustainable growth of the Company is even more
important. We will strive to discover more reserves
and accumulate the resources for the sustainable
growth. There is still ample room for reserve growth
in the core operating areas and deepwater offshore
China. In the next few years, we will be more proactive
on exploration investments and deploy more profound
work to further stabilize our organic growth platform.

As you know, there are a few new members in our
management team besides myself, including our new
President, Mr. LI Fanrong and our new Chief Financial
Officer, Mr. ZHONG Hua. In terms of our new management
team, our starting point is a company that has entered
into a new era of growth, and a new development platform
that has been so preciously built up through the invaluable
experience, wisdom and unreserved efforts of our Board
of Directors, our management team led by former Chief
Executive Officer, Mr. FU Chengyu, and the entire staff.
We will dedicate ourselves to the steady growth and value
creation of the Company on such basis.

In our future conquests, | hope we will be accompanied by
the trust of our Board and shareholders, the support of our
staff and partners, as well as the cooperation of all other
stakeholders. | firmly believe that, along the path to CNOOC
Limited’s evolution , we will also be able to carve out new
milestones for the Company with our own hands.

Yang Hua
Chief Executive Officer

Hong Kong, 23 March 2011

CNOOC LIMITED Annual Report 2010
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BUSINESS OVERVIEW

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,
it is also one of the largest independent oil and natural gas
exploration and production companies in the world. As of
the end of 2010, the Company had net proved reserves of

CNOOC LIMITED Annual Report 2010

2.99 billion BOE, including approximately 1.92 billion barrels
of crude oil and 6,458.3 bcf of natural gas. In 2010, the
Company had an average daily production of approximately
721,534 barrels of crude oil and approximately 1,040.0
mmcf of natural gas, representing a total net oil and gas
production of 900,702 BOE per day.

The Company’s net production, net proved reserves and
acreages of major exploration areas as of 31 December
2010 are set out in the table below:



Major

2010 Net Production Net Proved Reserves as of 31 December 2010 Exploration
Subtotal Qil Gas Subtotal 0] Gas | AreasAcreage
(BOE/day) (Bbls/day) (Mmcf/day) (Mmbog) (Mmbhbls) (bef) (Net) (km?)

Offshore China
Bohai Bay 429,008 408,946 120 1,119.1 997.7 7283 42,194
Western South China Sea 145,274 84,116 354 599.0 260.0 2,034.1 73,388
Eastern South China Sea 144,712 121,454 139 4341 225.0 1,254.3 55,424
East China Sea 972 53 6 80.7 18.9 370.6 85,413
Subtotal 719,966 614,569 619 22329 1,501.6 4,381.3 256,419

Overseas

Asia 58,421 20,892 225 2194 499 1,016.7 78,698
Oceania 27,217 6,210 107 103.7 20.7 498.0 4,200
Africa 62,609 62,609 - 145.7 145.7 - 3,448
North America 709 709 - 8.3 1.2 429 938
South America 31,780 16,545 89 284.5 196.0 5134 4,688
Subtotal 180,736 106,965 421 761.6 4135 2,071.0 91,972
Total 900,702 721,534 1,040 2,994.5 1,915.1 6,458.3 348,391

CNOOC LIMITED Annual Report 2010




12

Business Overview

EXPLORATION, DEVELOPMENT AND
PRODUCTION

In offshore China, the Company engages in oil and
natural gas exploration, development and production
activities in Bohai Bay, 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 2010, approximately 74.6%
of the Company’s net proved reserves and approximately
79.9% of its production were from offshore China.

In respect of independent operations: in recent years,
the Company has been adding reserves and production
mainly through independent exploration and development
in offshore China. Approximately 77.1% of it net proved
reserves and approximately 68.6% of its production offshore
China came from the independent projects as of the end of
2010.

In respect of PSC operations: the controlling shareholder of
the Company, CNOOC, has the exclusive right to explore
and develop oil and natural gas in offshore China with
foreign partners through PSCs. CNOOC has transfered
all its rights and obligations of all the PSCs except those
relating to its administrative functions to the Company,
including new PSCs that will be signed in the future. As of
the end of 2010, 30 PSCs with 22 partners were in force.

In overseas, the Company holds interests in oil and natural
gas blocks in Indonesia, Australia, Nigeria, Argentina, the
U.S. and various other countries. As of 31 December 2010,
the Company’s overseas net proved reserves and net
production accounted for approximately 25.4% and 20.1%
of its total net proved reserves and total net production,
respectively.

Exploration

In 2010, the Company continued to carry out oil exploratory
activities around sags with rich resources in Bohai Bay
and Eastern South China Sea, and actively explored new
scope of areas in mature regions. In addition, the Company
enhanced its natural gas exploratory activities in Eastern
South China Sea and Western South China Sea, especially
in deepwater exploration. The Company achieved highly
effective results from its exploratory activities, making great
progress and breakthroughs in the areas of Bohai Bay and
South China Sea.

In 2010, the Company’s independent exploration resulted
in 12 new discoveries offshore China. We also successfully
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appraised 12 oil and gas structures by 18 appraisal
wells. Our PSC partners’ exploration efforts resulted in 1
new discovery and 3 oil and gas structures successfully
appraised by 5 appraisal wells.

The Company’s major achievements from its exploratory
activities in 2010 included:

First, in respect of crude oil exploration, we made significant
progress in both new areas and mature areas.

We made breakthroughs of oil exploration in four new areas:
In Bohai Bay, a significant discovery of Penglai 9-1 in the
Miaoxi uplift area, with potential to be developed into a large
sized oilfield; a breakthrough in Laidong-Miaonan structure
with the discovery of Kenli 6-4 and Kenli 6-5. In Eastern
South China Sea, we made the discovery of Enping 24-2,
representing the first commercial discovery in the Enping
sag. We also made the new discovery of Liuhua 16-2 in
Northeast wing of the Baiyun sag in Eastern South China
Sea. These new discoveries opened up the new field for our
oil exploratory activities in the related areas and set a clear
direction for our future activities in such areas.

Outstanding outcome from rolling exploratory activities
in mature areas was achieved. Rolling exploration is
one of the main contributors of the additional reserve
growth with relatively low risk and high success rate.
Major achievements in 2010 were as follows: the successful
expansion of Qinnan sag with the discovery of Qinhuangdao
29-2 East; another new discovery, Qinhuangdao 33-1 South,
in the Shijiutuo uplift area; the successful expansion of the
mature area around Yellow River Mouth with the discovery of
Bozhong 34-1 West; and the enlarging reserve size by rolling
exploration in Weixinan in Western South China Sea.

Second, in respect of natural gas exploration, we made
important discoveries in Yinggehai Basin and deepwater
areas in South China Sea.

Remarkable progress has been made in natural gas
exploration in Yinggehai. The deep middle formation of
Yinggehai basin in Western South China Sea has huge
exploration potential, although its high temperature and
high pressure environment has made the exploration rather
difficult. In 2010, a new discovery of Dongfang 13-1 was
made in this area, opening up a new area for natural gas
exploration in the middle formation. The Company has
possessed enough knowledge on many similar structures
in the area, which will become important targets for the
exploration of natural gas in the next step.



Furthermore, we made another deepwater exploration
breakthrough in South China Sea. Following the discoveries
of Liwan 3-1 and Liuhua 34-2, our partner, Husky, has
made another important discovery of Liuhua 29-1 in the
deepwater area of Baiyun sag. The successful discovery
and appraisal of Liuhua 29-1 not only inspired our
deepwater exploratory activities in South China Sea, but
also deepened our understanding of the geologic structure
in the area. In addition, our other partner, BG, drilled an
exploratory well of Lingshui 22-1-1 on Block 64/11 in
Qiongdongnan basin and encountered the gas-bearing
sands, which unveiled the resource potential in this region.
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These outstanding results demonstrated the Company’s
unique advantage of being the exploration expertise on the
continental shelf of offshore China. Our in-depth knowledge
of the geology of offshore China and continuous efforts
in deepwater exploration are important to assure the
Company’s future growth.

In 2010, the Company’s major exploratory activities are
shown in the table below:

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

Widcat | Appraisal | Widcat|  Appraisal | Independent PSC | Independent PSC | Independent | PSC | Independent | PSC
Offshore China
Bohai Bay 17 13 1 - 7 - 9 - - - 6,185 -
Western South China Sea 17 14 2 - 2 - 6 - 8,207 - 2,135 837
Eastern South China Sea 9 4 6 5 2 1 3 5 1,793 - 2,567 1,371
East China Sea 5 2 2 - 1 - - - 2,578 - - 554
Subtotal 48 33 1 5 12 1 18 5 22,598 - 10,887 2,762
Overseas - - 4 - - - - - - 960 - 4an
Total 48 3 15 5 12 1 18 5 22,59 960 10,887 3,240

Development and Production
In 2010, our development and production made impressive
results including:

Firstly, new oilfields commenced production one after
another, bolstering the Company’s production growth. The
project development schedule was quite tight during the
year, and the sea ice in Bohai Bay area at the beginning of
the year seriously affected the operation of the Company.
However, with careful planning, we have been able to put
the new oilfields into production as scheduled, and the
production of each oailfield has either met or exceeded the
expected target output, becoming a new driving force for
the production growth of the Company. During the year,
a total of 9 projects came on stream one after another
including Bozhong 3-2, Bozhong 29-4, Bozhong 19-4,
Caofeidian 18-1, Bozhong 26-3 and Luda 32-2 in Bohai
Bay, Weizhou 11-1 East and Weizhou 6-8 in Western South
China Sea as well as Huizhou 25-3 in Eastern South China
Sea.

Secondly, the composite decline rate of producing oil
and gas fields was under effective control, enabling us to
maintain robust production activities. Through in-depth
geology and reservoir research for oil reserves conducted
in producing oilfields, a strategy to lay out the infill drilling
was deployed according to the underground reservoir
conditions. During the year, the production of newly
commenced infill drilling wells, roughly 170, a record high,
was far higher than expected, making a significant
contribution to the Company’s production growth. The
production time efficiency of the producing oil and gas fields
offshore China reached 95% and was better than expected.
Furthermore, the composite decline rate of each producing
oil and gas field has been kept at a low level through
enhancing water flooding efficiency which achieved great
results. Some oailfields such as Suizhong 36-1 and ChengBei
have recorded zero decline rates.

CNOOC LIMITED Annual Report 2010

13



14

Business Overview

In addition, although the oil and gas fields of the Company
repeatedly suffered from typhoons, it did not result in
significant impact due to our proactive warning systems
and proper deployment of resources. The safety of oilfields
was secured, and there were no major accidents relating to
health, safety and environment.

In overseas, the production from Akpo oilfield of OML
130 block in Nigeria enjoyed the steady growth and has
achieved the designed peak production. The decline rate of
mature oilfields in Indonesia remained at low level through
infill drilling, water flooding and other measures.

In 2010, the Company’s net oil and gas production amounted
to 328.8 million BOE, representing a growth of 44.4% over
the previous year, which brought our production base to a
new height and further strengthened our leading position as
a global independent oil and gas exploration and production
company.

In addition to advancing the development of the new
projects, the Company will, in 2011 and the next few years
down the road, put its emphasis on the following:

Firstly, to actively promote the regional planning and
development of ailfield groups to share the production
facilities and reduce production cost so as to raise the
economic efficiency of our oil and gas fields. The main
areas are Kenli 3-2 and its adjacent oilfields in Bohai Bay
and Weizhou oilfields in Western South China Sea.

Secondly, to extensively implement infill drilling in
mature oilfields to maintain their composite decline
rates at a low level.

Thirdly, to improve recovery factor through research
and application of Enhancement of Recovery (“‘EOR”)
measures such as heavy oil thermal production
and fracturing technology used on oilfields with low
permeability.

We believe the above measures would help us reduce the
development cost of our small and medium sized oilfields
and increase the recovery rate of the producing oilfields to
enhance our asset quality and improve the economics of the
oil and gas field assets.

New Overseas Projects

The Company’s acquisition activities are “value-driven”.
When selecting and evaluating a potential project, we
follow three criteria. First, whether the project will provide
rich resources. Second, whether the project will provide
attractive returns. Third, whether the risks are controllable.
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In 2010, the Company has completed a number of successful
acquisitions, mainly including:

First, the Company has successfully entered into the
resource rich South America and the Middle East. In
March 2010, the Company announced to reorganize
Bridas Corporation (“Bridas”) to a 50%/50% joint
venture with Bridas Energy Holding Ltd. (“BEH”),
building up a solid platform in South America for
further development. In November 2010, Bridas
signed an agreement to purchase 60% interest in
Pan American Energy LLC (“PAE”) from BP for a
consideration of US$7.06 billion. This deal is expected
to be closed in the first half of 2011. Upon completion
of these two transactions, the Company will indirectly
own 50% interest in PAE.

In addition, the Company has entered into the Middle
East through a Technical Service Contract for Missan
oiffields in IraqQ.

Second, the Company was for the first time involved
in the shale oil and gas projects. The development
on shale oil and gas has become one of the hotspot
areas in the global oil and gas exploration and
development, especially in North America where the
shale gas has been discovered and explored in large
scale and accounted for important share in the natural
gas supply in the U.S. In November 2010 and early
2011, the Company has completed the acquisition
of 33.3% interest of Eagle Ford shale oil and gas
project and 33.3% interest of Niobrara project from
Chesapeake respectively. The Company believes that
entering into the shale oil and gas business will derive
new technologies for the sustainable growth and open
up new room for development.

Through several acquisitions mentioned above, the
Company’s overseas reserves and production were
increased and its portfolio became more balanced, therefore
allowing the Company to capture the growth opportunities
within the industry in the future and broaden the Company’s
development potential.

REGIONAL OVERVIEW
OFFSHORE CHINA

Bohai Bay

Bohai Bay is the most important crude oil producing area
for the Company. The crude oil produced in this region is
mainly heavy oil, but a few light oil discoveries have been
gradually made in the recent years such as Jinzhou 25-1.
As of the end of 2010, the reserve and production volume
in Bohai Bay are 1,119.1 million BOE and 429,008 BOE/
day respectively, representing approximately 37.4% and
47.6% of the Company’s total reserves and production. The
operation area in Bohai Bay is mainly shallow waters with a
depth of 10 to 30 meters.



Rich in oil and gas resources, Bohai Bay has been one of
the Company’s core areas for exploration and development.
In recent years, the Company has made a number of
commercial discoveries there every year. In 2010, the
Company made seven successful discoveries in Bohai Bay,
namely Qinhuangdao 29-2 East, Qinhuangdao 33-1 South,
Jinzhou 20-5, Penglai 9-1, Kenli 6-4, Kenli 6-5 and Bozhong
34-1 West. Apart from that, four oil and gas structures were
successfully appraised, including Kenli 10-1, Qikou 18-1,
Bozhong 34-1 West and Qinhuangdao 33-1 South. A few
important accomplishments are stated as follows:

First, an important discovery was made in the Miaoxi
uplift area, namely Penglai 9-1. In light of the high
viscosity and high density of the heavy oil of the
structure, thermal oil extraction was conducted and
satisfactory results were achieved. Breakthroughs
made in such structures not only increased our crude
oil reserves but the methodology applied during the
test also provided us with experiences for the future
exploration and development of heavy oil.

Second, breakthroughs were achieved in the Laidong-
Miaonan structure with new discoveries of Kenli 6-4
and Kenli 6-5. Of these discoveries, the successful
drilling in Kenli 6-4 structure opened up a new area for
oil and gas exploration. This was followed by another
successful drilling in Kenli 6-5, located at southeast of
Kenli 6-4. The exploration breakthrough achieved in
Laidong-Miaonan structure increased the chance of
discovering a large scale oil and gas fields in this new
area.

Third, several exploration achievements made
in mature areas. Following the discovery of
Qinhuangdao 29-2 oil and gas field in Qinnan trough
in 2009, Qinhuangdao 29-2 East structure was
successfully drilled. The discovery of Qinhuangdao
29-2 East further increased our reserves in such area.
In addition, the Company discovered Qinhuangdao
33-1 South in Shijiutuo uplift area and Bozhong 34-1
West in the mature area around Yellow River Mouth.

The development and production in Bohai Bay, which
represented a major source for the Company’s production
growth, achieved outstanding performance in 2010.

First of all, the projects in Bohai Bay including Bozhong 3-2,
Bozhong 29-4, Bozhong 19-4, Caofeidian 18-1, Bozhong
26-3 and Luda 32-2 commenced production on schedule,
boosting the Company’s rapid production growth.

Besides, the production from the producing oilfields
performed better than expected. In view of the relatively
large number of producing oil and gas fields in Bohai Bay,
the Company continued to lay out extensive infill drilling
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programs, achieving the production additions better than
expected. In addition, while maintaining high production
time efficiency as well as low composite decline rate, some
oilfields even reached zero decline rates through the better
management. For example, being the largest independent
oilfield in Offshore China and in production for roughly
20 years, Suizhong 36-1 was able to maintain a stable
production through comprehensive adjustment measures,
such as construction of new platforms and infill drilling.

In the future, the Company will push for regional development
such as Kenli 3-2 and its adjacent oilfields to effectively
lower the development threshold on a lot of small to medium
sized new discoveries in Bohai Bay.

Western South China Sea

Western South China Sea is one of the most important
natural gas producing areas for the Company. As of the end
of 2010, the typical water depth of the major operation area
in this region ranges from 40 to 120 meters. As of the end of
2010, the reserve and production volume in Western South
China Sea reached 599.0 million BOE and 145,274 BOE/
day respectively, representing approximately 20.0% and
16.1% of the Company’s total reserves and production.

In 2010, the Company made a new discovery of
Dongfang 13-1 in Yinggehai basin in Western South
China Sea, opening up a new area of natural gas
exploration in the middle formation. Furthermore, the
company'’s rolling exploration in Weixinan resulted in
another new discovery of Wushi 1-5, expanding the scale
of reserves in this area. In addition, the Company also
successfully appraised the structures of Weizhou 11-1,
Weizhou 11-2, Weizhou 10-3 West and Weizhou 12-2
in Western South China Sea and achieved satisfactory
outcome.

From the deepwater perspective, our partner, BG, drilled
an exploratory well Lingshui 22-1-1 on Block 64/11 in
Qiongdongnan basin and encountered the gas-bearing
sands. This is the first deepwater well in Qiongdongnan
basin, and the Company was encouraged by such drilling
result.

As for development and production, Weizhou 11-1 East
and Weizhou 6-8 commenced production one after
another, boosting the Company’s production in the area.
Furthermore, the Company is actively preparing the regional
development on the small to medium sized oilfields in this
area that are currently under appraisal.

Eastern South China Sea

Eastern South China Sea is one of the Company’s most
important crude oil producing areas. As of today, the typical
water depth of the Company’s operation area in this region
ranges from 100 to 300 meters. The crude oil produced is
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mostly of light to medium gravity. As of the end of 2010,
the reserve and production volume in Eastern South China
Sea reached 434.1 million BOE and 144,712 BOE/day
respectively, representing approximately 14.5% and 16.1%
of the Company’s total reserves and production.

In 2010, major breakthroughs were made in the exploration
of Eastern South China Sea.

First, following Liwan 3-1 and Liuhua 34-2, another
significant discovery in deepwater exploration,
was made, namely Liuhua 29-1. The Liuhua 29-1
structure is located in the deepwater area of Baiyun
sag. The discovery and appraisal of Liuhua 29-1
not only brought the additions to our reserves but
also deepened our understanding of the geologic
conditions in the area, facilitating explorations in the
deepwater area of South China Sea.

Second, the first commercial discovery was made in
Enping sag. Exploration in the Enping area has been
on going for many years. While the Enping sag was
proven to have resource potential, no commercial
discovery has ever been made. In 2010, the first
commercial discovery of Enping 24-2 opened up a
new exploration area in the Enping sag.

Third, opening up new area for oil exploration with
a new discovery of Liuhua 16-2 in the Northeastern
wing of Baiyun sag. Luihua 16-2 represented the first
oil discovery in Baiyun sag, bringing a new age of
exploration for the area.

Besides the new discoveries mentioned above, the
Company has successfully appraised the oil and gas
structures of Huizhou 25-8 and Enping 24-2. Our partner
has successfully appraised Liwan 3-1, Liwan 34-2, and
Liuhua 29-1.

In 2010, the Company actively carried out the preparation
work regarding the development of deepwater natural
gas project Liwan 3-1. In addition, the successful
commencement of production of Huizhou 25-3 oilfield
in Eastern South China Sea has injected new energy to
the production growth in this area. To effectively reduce
production costs and increase efficiency, the Company has
also achieved the regional development and operation of
oilfield groups in Eastern South China Sea. According to the
actual conditions of Xijiang 24-3, Xijiang 30-2, and Xijiang
23-1 oilfields, and in order to optimize the resources in those
areas, the Company combined those oilfields.

In 2010, the Company completed the acquisition of 24.5%
interest in block 15/34 from Devon Energy Corporation.
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CNOOC Limited acted as the operator of such block.
Following the completion of the transaction, the Company’s
interest in block 15/34 increased to 75.5%.

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 2010, approximately 2.7% of the reserves and 0.1% of
the production of the Company were from East China.

OVERSEAS

Asia

Asia is the first overseas region that the Company has
entered into and has become one of the Company’s major
overseas oil and gas producing areas. As of today, the
Company holds oil and gas assets mainly in Indonesia and
Irag. As of the end of 2010, the reserves and production
volume from the Asia region excluding China reached 219.4
million BOE and 58,421 BOE/day respectively, representing
approximately 7.3% and 6.5% of the Company’s total
reserves and production.

Indonesia

In Indonesia, the Company mainly owns interests in the
following PSCs: the Malacca Strait, the SES, the ONWJ, the
West Madura and Poleng Technical Assistance Contract,
among which, the Company is the operator of the SES
block and owns approximately 65.54% of its interests. Al
the PSCs mentioned above are currently at the production
stage.

In addition, the Company owns partial interests in South
East Palung Aru, Batanghari and HOML PSCs.

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

In 2010, in view of the fact that most producing oil and
gas fields in Indonesia are mature, the Company adopted
various measures to maintain and increase production such
as water flooding and infill drilling, so as to keep the decline
rate of these mature oilfields at low level.

Iraq

In 2010, the Company entered into a Technical Service
Contract for the development and production of Missan
oiffileds in Irag. According to the contract, the Company will
act as the operator and hold 63.75% participating interest.



Other Regions in Asia
The Company owns interests in several blocks in Myanmar,
Cambodia 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 2010, the reserves and
production volume from Oceania reached 103.7 milion BOE
and 27,217 BOE/day respectively, representing approximately
3.5% and 3.0% of the Company’s total reserves and
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 customers such as the
Dapeng LNG Terminal in Guangdong, China.

In addition, the Company owns interests in one exploration
block in Australia.

Africa

Africa is one of the overseas areas with a large reserve base.
The Company’s assets in Africa are primarily located in
Nigeria. As of the end of 2010, the reserves and production
volume from Africa reached 145.7 million BOE and 62,609
BOE/day respectively, representing approximately 4.9%
and 7.0% of the Company’s total reserves and production.

Nigeria

The Company owns 45% interest in the OML 130 block in
Nigeria. The OML 130 Project is a deepwater project and
made up of four oilfields, namely Akpo, Egina, South Egina
and Preowei, among which Akpo commenced production
in March 2009. Since its commencement of production,
this oilfield has been steadily increasing its production
and its current output has reached its designed peak
production.

Other Regions in Africa

Besides Nigeria, the Company also owns interests in several
blocks in Kenya, Equatorial Guinea, the Republic of Congo
and Algeria. In 2010, the first phase of exploration of blocks
in Kenya has been completed and the Company gradually
faded out its presence in Kenya. Other blocks are currently
under exploration.

North America

The Company holds interests in oil and gas blocks in the
U.S. and Trinidad and Tobago in North America. In addition,
the Company holds interests in MEG Energy Corporation
(“MEG”) in Canada.
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u.S.

In 2010, the Company completed the acquisition of
33.3% undivided interest in Eagle Ford Shale project from
Chesapeake. The project is located in South Texas with
600,000 net leasehold acres.

In early 2011, the Company completed another acquisition
of 33.3% undivided interest in Chesapeake’s Niobrara oil
and gas project, which is located in northeast Colorado and
southeast Wyoming with 800,000 net leasehold acres.

The exploration on shale oil and gas has become one of
the hotspots for the world’s oil and gas exploration and
development. The Company believes that entering into such
business will bring new energy to its sustainable growth and
create value for its shareholders.

In addition, the Company also holds interests in several oil
and gas blocks at Gulf of Mexico.

Trinidad and Tobago

In 2009, the Company, through a joint-venture 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 has commenced producing crude oil since 2005 and
is expected to begin producing natural gas in 2011.

Canada

In 2005, the Company acquired partial shares of MEG in
Canada. In August 2010, MEG was listed on the Toronto Stock
Exchange in Canada, resulting in the large appreciation of
the value of the Company’s holdings in MEG. At present, the
Company’s ownership of MEG is 14.2%.

South America

As for South America, the Company mainly holds 50%
interest in Bridas in Argentina. As of the end of 2010, the
reserves and production volume from South America reached
284.5 million BOE and 31,780 BOE/day respectively,
representing approximately 9.5% of the reserves and 3.5% of
the production of the Company.

Argentina

In March 2010, the Company announced to reorganize Bridas
to a 50%/50% joint venture with BEH for a consideration of
approximately US$3.1 billion in cash. The transaction has
been completed. CNOOC Limited and BEH each holds a 50%
interest in Bridas, and jointly make management decisions. At
that time, Bridas held 40% interest in PAE.

In November 2010, Bridas and BP entered into a share
purchase agreement in which Bridas proposed to acquire
60% interests in PAE held by BP for a consideration of
approximately US$7.06 billion. CNOOC Limited and BEH
each agreed to contribute approximately US$2.47 billion to
Bridas to finance this transaction. Upon the completion of
the transaction, Bridas will hold 100% interests in PAE.
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Bridas engages in oil and gas exploration and production
activities in Argentina and other countries through its
affiliates (including its interest in PAE). The above mentioned
two transactions not only benefited our overseas production
and reserves growth but also expanded our business into
the resource rich South America for the first time.

SALES AND MARKETING

Sales of Crude Oil

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

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

In 2010, with the strong signal of global economic recovery
and the depreciation of the US dollar, international oil prices
continued to rise steadily. The average price of West Texas
Intermediate (“WTI") was US$79.5/barrel, representing an
increase of 22.4% over the previous year. With the rapid
growth of emerging market including China and India, the
demand for crude oil, product oil and fuel oil remained
strong, putting upward pressure on benchmark prices of
medium and heavy oil in the Far East. The spread between
Duri, the reference price of the Company’s heavy oil and WTI
tightened further.

Having captured the opportunities arising from strong
domestic demand for crude oil in China and the higher
benchmark oil price in the Far East, the Company has
been closely monitoring the market movements and
understanding the customers’ demand to keep the
Company’s average realized oil price at a higher level.
In 2010, the Company’s average realized oil price was
US$77.59/barrel, 28.0% higher than that of previous year.

Sales of Natural Gas

The Company’s natural gas sales prices are determined
by negotiations between the Company and its customers.
The natural gas sales agreements are generally long-term
contracts, and their provisions normally contain the periodic
price adjustment mechanism. The Company’s natural gas
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customers are primarily located in the southeast coast of
China, including Hong Kong Castle Peak Power Company
Limited, CNOOC Gas and Power Group, and China
BlueChemical Ltd.

In 2010, in considering the development of the domestic
natural gas market, the Company raised its natural gas
sales prices for certain customers through negotiations
and resulted in the overall improvement of the natural gas
prices. Our average realized gas price was US$4.27/Mcf,
representing a 6.5% increase over the previous year.

RESEARCH AND DEVELOPMENT (R&D)

In 2010, the Company’s
R&D focused on
meeting the demand
of exploration and
production. Certain
research findings have
been applied to the
daily operations and
generated positive
results.

In 2010, the Company
continued to enhance
its research efforts on important technical fields such as
offshore frontier exploration and technologies, enhancement
of offshore oil recovery factor, offshore marginal oilfield
development and heavy oil development. Some key
researches made noticeable progress. A number of key
research findings have been applied to the daily operation
and encouraging outcome is achieved. Guided by the new
theories and technologies from the exploration research,
new discoveries were obtained in some new exploration
areas. By promoting the application of large-scale offshore
infill drilling in Suizhong 36-1 and other oilfields, the recovery
rate has been improved. At Weizhou 6-1 oilfield, the
Company successfully transported the compressed natural
gas from a long distance via soft pipelines made in China,
which was the first approach ever and effectively reduced
the construction cost. At Nanbao 35-2 oilfield, the Company
has successfully tested on new technology of oil extraction
in offshore heavy oailfield and discovered a new path for the
effective development of offshore heavy oilfields.

In addition, we have intensified the research on deepwater
exploration such as the project “Key Technologies and
Facilities for Deepwater Exploration and Development in
South China Sea”. These research projects progressed
smoothly in 2010.



INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEM

Since commencement, the Company has considered
internal control and risk management as 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 such committee. The Company can not invest
in any projects that have been vetoed by the committee.
Therefore, decision making risks can be minimized by
implementing the appropriate systems.

In addition, IRMC is responsible for setting the objective of
risk management, assessing key risks in major investments,
important events and key business processes, reviewing
and approving solutions to major risks, and submitting the
risk management report 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 imposed
stricter regulatory requirements on corporate governance
and internal control. The Company’s management believes
such regulations not only represent regulatory requirements
imposed by the markets, but also motivate the Company
to improve its management system and create value for
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,
establishing 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.

From the perspective of risk management, in 2007, the
Company officially adopted COSO-ERM framework to
ensure that all key risk factors are closely monitored.
In 2010, the Company paid more attention to the risk
of offshore operation, especially the safety risk and
environmental risk resulting from oil spill. As such, we
amended our emergency response plan in order to keep the
risk impact to the minimum.
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In 2010, the Company reviewed its risk management and
internal control system in accordance with the “Standard
for Enterprise Internal Control” and “ISO 31000: Risk
Management — Principles and Guidelines”. In 2011, the
Company will continue to make improvement with reference
to these regulatory requirements and best practices.

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 a more robust development.

HEALTH, SAFETY AND ENVIRONMENTAL
PROTECTION (HSE)

As an offshore E&P Company, we face huge operational
risk and therefore always emphasize on HSE. The Company
promotes the philosophy and culture of HSE among its
employees. Until now, the Company has established
a comprehensive management system to improve the
employees’ awareness of
HSE during operations, and
strengthen their ability of
risk identification and risk
management skills.

In 2010, the HSE in oil industry
faced critical challenges. The
oil spill incidents at Gulf of
Mexico and other regions have
caused serious environmental
pollution and thus caught
high public attention. On the other
hand, the pressure on production
safety, environmental protection and §
occupational heath conditions has
been intensified due to the Company’s
intensive workloads on development.
As a result, the Company continues
to enhance the risk identification and
control on HSE and try to identify
and prevent the key potential risks in
advance.

In 2010, the Company conducted

inspections on trial production and safety appraisals for
various oil and gas fields and production facilities, and
completed the evaluation on the HSE system for branches
such as Shenzhen to further improve the Company’s
operational system and management effectiveness.

After the oil spill incident at Gulf of Mexico, the Company
organized safety inspections on all oil and gas fields as well
as the production facilities to prevent the risks embedded
in the operation of drilling, development and production.
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The proper measures have been performed to cope with
the potential risks identified. In addition, the Company
has further improved the stipulations on the operational
safety and environmental protection on well drilling and
completion.

The Company was also well prepared for typhoon attacks
and procedures for evacuation. In 2010, more than 10
typhoons passed the Company’s production and operation
areas. As such, the Company has dispatched more than
400 helicopters and 40 ships to evacuate the workers,
during which there were no casualties or losses on
properties. Those typhoons had made no significant impact
to our operation.

The Company has also imposed HSE standards to
our service contractors. To further regulate the safety
management of helicopters, the Company renewed the
engagement of professional assessment companies to

Business Overview

conduct safety checks on helicopter contractors. The
contractors were required to rectify all problems identified.
Likewise, the Company also enhanced the management
of diving safety and carried out annual safety checks on 18
diving service contractors.

In order to improve the emergency response capability,
the headquarters organized numerous professional
trainings in areas such as safety certificates and safety
supervision in 2010. More than 400 employees participated
in those trainings. Further, over 30,000 staff members and
contractors in various branches attended the professional
trainings organized by the Company.

In 2010, there was no accident causing critical casualties,
and neither was there any liability claims for losses of over
RMB1 million. The Company’s Occupational Safety and
Health Administration (“OSHA”) statistics remained at a
good level, and our performance continued to improve.

Number Rate

Number Rate of Days of Lost

Number of Rate of of Lost of Lost Away & | Workdays &
Gross Recordable Recordable Workdays Workdays Working Restricted Death
Scope Man-hours Cases Cases Cases Cases Shifts Days Cases
Company staff 12,757,032 4 0.06 3 0.05 124 1.94 0

Staff of the Company and

direct contractors 64,851,084 50 0.15 27 0.08 793 2.45 1
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CORPORATE CITIZEN

The Company is always committed to the social responsibility.
The Company is not only required to enhance its core
competitiveness, achieve sustainable development, and create
value for the shareholders, but also to pay close attention to
the requirements from the relevant parties, so as to accomplish
harmonious development between the enterprise and the
society, and between humanity and nature.

The Company has established a social responsibility theory
to make itself a driving force for supply of sustainable
energy, a leading force for clean and green energy
development and a motivating force for joint progress of the
relevant parties and the society.

The Company’s social responsibilities in 2010 primarily
included:

1. Adriving force for supply of sustainable energy

As stated in the “Business Overview” of this annual
report, the Company accomplished inspiring
outcomes in 2010 in the areas such as exploration,
production and overseas development. The net oil
and gas production, in particular, greatly increased
by 44.4% as compared to the same period last year,
resulting in a steady increase in the energy supply to
the society.

We believe that exploration success, production
increase or overseas development all contributed to
the additional supply of sustainable energy, which
has become the most important part of our social
responsibilities.

2. Aleading force for clean and green energy development
model

In 2010, the Company actively imposed several
measures to reduce energy consumption and carbon
emission. The ailfields in west Bohai Bay has used
diesel oil for power generation in the past. In 2010, the
Company constructed three pipelines to bring natural
gas from south Bohai Bay to the oilfields in west Bohai
Bay so that the oailfields in west Bohai Bay could use
natural gas for power generation and thus reduced
carbon emission in the area. At the same time, the
natural gas produced in south Bohai Bay could be
transported into a broader sales market through the
pipelines to improve the economic benefit.

In Weizhou 12-1 oilfield in Western South China Sea,
the Company has recycled flaring gas and transported
to terminals for sales so as to increase the supply of
the natural gas locally. The Company also completed
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the comprehensive energy savings projects in a
number of oil and gas fields and achieved positive
results.

A motivating force for joint progress of the
stakeholders and the society

The Company actively participated in various
charitable activities such as helping the poor

y L

and students in need, and donating to disaster
victims. In 2010, the Company continued to fulfil its
donation commitment to the Sichuan earthquake-
hit areas. On top of the assistance fund of
RMB60 million provided to the disaster areas each
year in 2008 and 2009, the Company, by means of the
cost reduction and efficiency enhancement, donated
another RMB50 million for the reconstruction of the
disaster areas.

In 2010, the Company continued to support
charitable activities in developing infrastructure of
Tibet and donating to the “Mother’s Water Cellar”
project. The Company actively assisted to improve
the learning conditions of children in Hainan, Guizhou,
Liaoning and other regions through financing the
construction of schools, sponsoring stationery and
books, and making monetary donation.




In Hong Kong, the Company continued its
cooperation projects with Chinese University of Hong
Kong by contributing HK$3 million to its scholarship
programs which were intended to assist the elite
students from mainland China to receive education at
such university.

The Company was also actively involved in community
construction by encouraging a harmonious
environment between the enterprise and the
community in order to achieve mutual benefit and
promotion. In 2010, the Company’s operating vessels
actively participated in a number of marine rescues.
We rescued drowning fishermen and cargo ship crew
members on several occasions.

The Company also proactively performed its social
responsibilities overseas. In overseas operations, the
Company greatly valued environmental protection
in the operational areas and strived to become a
welcomed operator, a qualified employer of the local
petroleum workers, and a good neighbour of the local
communities. In Kenya, the Company sponsored the
local water wells drilling work in 2010.

In 2010, the Company published “Corporate Social
Responsibility Report” to give a systematic review of its
social responsibility performance. Such report has been
posted on the Company’s website.

Human Resources

Human resources are our valuable assets. Throughout the
years, the Company has built a professional and highly
efficient work force, the guarantee to the Company’s
success, that is capable of tackling the challenges. In
order to meet the growing demand on human resources
as a result of the rapid growth of the Company, in 2010,
we carried on the work in the areas of the performance
evaluation, the occupational qualification, cultivation on the
international talent, and the establishment of talent force.

Optimizing the performance evaluation system

In order to achieve the 2010 production target, the
Company further improved its performance evaluation
system in correspondence with the intensified development
and production schedule and the rapid production growth,
as well as benchmarking with other major international
energy companies.

Business Overview

Establishing an occupational qualification system
In 2010, the Company continued to promote the
“occupational qualification” program and clearly defined
the professional requirements for each individual position.
During the year, the Company has completed certifications
on well-drilling completion supervisor, downhole operation
supervisor, exploration operation supervisor and project
manager, and more than 400 employees received the
associated professional certificates.

Promoting the cultivation on international talent force
With the rapid development in overseas, the Company has
laid out the framework on cultivating the international work
force and make them suitable for the Company’s growth.

In 2010, the Company successfully organized two sessions
of “international talent training”. To further broaden the
horizon of our international talent and have them learn
advanced management skills, we carefully selected and
sent away a number of employees to Canada, United
Kingdom, and Norway to participate in trainings for
international business management and deepwater
technology, and the favourable results have been achieved.

Optimizing the establishment of talent force

In 2010, the Company focused on the strategy to recruit
the senior professionals that we had shortage of, and
established a mechanism to attract and retain the talents.
We also established a scientific and systematic evaluation
mechanism. To better motivate our talents, the Company
set up and continuously perfected its promoting and
incentive mechanism.

In addition, the Company accelerated the establishment
of a professional talent force and periodically performed
the evaluation on the work results, research findings
and comprehensive ability of its professionals. By clearly
defined a career path for each level of the professionals,
the Company encouraged its professional at all levels to
participate in the associated occupational trainings based
on the qualification requirements so as to hoist their own
professional capacity.

In 2010, the Company organized approximately 6,300
trainings with approximately 75,000 participants.
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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 2010, the Company was awarded
the “Corporate Governance Asia Recognition Awards 2010
— One of the Best Companies in China” 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 2010, the Company executed
its corporate governance policies strictly and sought
to comply with the relevant provisions of the Code on
Corporate Governance Practices (the “CG Code”) as set
out in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”), 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.

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
leadership and control of the issuer and be collectively
responsible for promoting the success of the issuer by
directing and supervising the issuer’s affairs. Directors
should take decisions objectively in the interests of the
issuer.”

° The Board consisted of eleven members,
including three Executive Directors, three Non-
executive Directors and five Independent Non-
executive Directors, as of 31 December 2010.

° The list of Directors, their respective biographies,
and their respective roles in the Board Committees
are set out on pages 37 to 42 and 136 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.

o Board meetings have been held 8 times during
last year. In addition to the Board meetings,
the 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.

° 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,
S0 as to protect the interests of all shareholders.

Attendance at full Board meetings in 2010:

No. of Meetings attended
(8 meetings in total)

Executive Directors

Yang Hua (Vice Chairman) (Note 1) 6/8
Li Fanrong (Note 2) 4/5
Wu Guanggi (Note 3) 7/8
Non-executive Directors

Fu Chengyu (Chairman) (Note 4) 7/8
Zhou Shouwei (Note 5) 7/8
Cao Xinghe (Note 6) 2/3
Wu Zhenfang (Note 7) 7/8

Independent Non-executive Directors

Edgar W. K. Cheng 8/8
Chiu Sung Hong 8/8
Lawrence J. Lau (Note 8) 7/8
Tse Hau Yin, Aloysius 8/8
Wang Tao 8/8

Note 1: Mr. Yang Hua was appointed as Vice Chairman of the
Company on 16 September 2010. Mr. Yang Hua appointed
Mr. Wu Guanggqi as his alternate to attend the Board meeting
held on 20 May and 26 July 2010 and to vote on his behalf.

Note 2: Mr. Li Fanrong was appointed as Non-executive Director of
the Company on 24 May 2010 and re-designated to Executive
Director of the Company on 16 September 2010. Mr. Li Fanrong
appointed Mr. Yang Hua as his altemate to attend the Board
meeting held on 1 November 2010 and to vote on his behalf.

Note 3: Mr. Wu Guangqi appointed Mr. Yang Hua as his alternate to
attend the Board meeting held on 4 February 2010 and to vote
on his behalf.

Note 4: Mr. Fu Chengyu was re-designated from Executive Director to
Non-executive Director on 16 September 2010. Mr. Fu Chengyu
appointed Mr. Yang Hua as his alternate to attend the Board
meeting held on 24 November 2010 and to vote on his behalf.

Note 5: Mr. Zhou Shouwei appointed Mr. Yang Hua as his altemate to
attend the Board meeting held on 20 September 2010 and to
vote on his behalf.

Note 6: Mr. Cao Xinghe retired as a Non-executive Director of the
Company with effect from 24 May 2010. Mr. Cao Xinghe
appointed Mr. Zhou Shouwei as his alternate to attend the
Board meeting held on 20 May 2010 and to vote on his behalf.

CNOOC LIMITED Annual Report 2010

25



20

Corporate Governance Report

Note 7: Mr. Wu Zhenfang appointed Mr. Wu Guangai as his altemate

Note 8:

to attend the Board meeting held on 1 November 2010 and to
vote on his behalf.

Mr. Lawrence J. Lau appointed Dr. Edgar W. K. Cheng as his
alternate to attend the Board meeting held on 20 September
2010 and to vote on his behallf.

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 2 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 notice will
be given.

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.

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 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.

If a substantial shareholder or a Director
has a conflict of interest in a matter to be
considered by the Board and such matter
has been considered to be material by the
Board, the matter shall not be dealt with by
way of circulation or by a committee (except
an appropriate Board committee set up for
that purpose pursuant to a resolution passed
in a Board meeting) but a Board meeting shall
be convened for that matter. Independent
Non-executive Directors who have no material
interest in the transaction shall be present at
such Board meeting.
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A.2 Chairman and Chief Executive Officer

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

° 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 value
with the highest standards of integrity and
ethics. The Board comprises of f