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CHINA OILFIELD SERVICES LIMITED

{A joint stock limited company incorporated in the People’s Repubic of China with limited liability)
{Stock Code: 2883)

OVERSEAS REGULATORY ANNOUNCEMENT
—THIRD QUARTER RESULTS

This announcement is made pursuant to Rule 13.09(2) of the Rules Governing the
Listing of Securities on the Stock Exchange Of Hong Kong Limited.

All financial information set out in the third quarter report is unaudited and prepared in
accordance with the China Accounting Statndards.

Qctober 30, 2007

As al the date of this announcement, the executive directors of the Company are
Messrs.Yuan Guangyu and Li Yong; the non-executive directors of the Company are
Messrs. Fu Chengyu and Wu Mengfei; and the independent non-executive directors of
the Company are Messrs. Andrew Y. Yan, Gordon C.K. Kwong and Simon X. Jiang.
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§1. Important Notice

1.1  The Company's Board of Directors (the “Board”), Supervisory Committee as well as the directors,

supervisors and senior management collectively and individually warrant that the information set

out in this report does not contain any misrepresentation, misleading stalement or material

omission and jointly and severally accept full responsibility as to the truthfulness, accuracy and

completeness of the content herein.

1.2 All directors of the Company attended the Board meeting.

1.3

The financial statements of the Company for the third quarter were unaudited.

1.4 Chairman Fu Chengyu, Vice Chairman, Chief Executive Officer and President Yuan Guangyu,

Person in charge of accounting function Zhong Hua and Person in charge of accounting

depariment Chen Linting warrant that the Third Quarterly Report is true and complete.

§2. A Summary of Basic Particulars of the Company

2.1 Principal Accounting data and Financial Indicators

Currency: RMB

At the end of reporting

At the end of previous

Change over the

peried year | end of last year (%)

Total assets {million Yuan) 21615 13,133 64.6

shareholders equity {million 16.680 8.619 93.5
uan}

Net assets per share (Yuan) 417 2.16 93.1

From ihe beginning of the year to end of the

reporting period

{January to September)

Change over the
corresponding
period of last year

operating aclivities (Yuan}

(%)
Net_ C_ash ﬁoyv; trom operating 1461 44 2
activities (million Yuan) '
Net cash flows per share from 036 439

During the Reporting

From the beginning of
the year to end of the

Change over the
corresponding

(%)

Pericd reporting period . .
(July to September) {January to period of prevlo‘;s
Septernber) year (%)

Net profit (million Yuan) 604 1,700 73.4
Basic earnings per share 0.15 0.42 722
(Yuan)
Basic earnings per share after
exceptional gains and losses 0.15 0.43 72.2
{(Yuan)
Return on net assets (%) 5.96 17.72 Increased 1.8%
Return on net assets after
exceptional gains and losses 5.94 17.72 Increased 1.8%
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Extraordinary gains and losses items

Extraordinary gains and losses items January- September 2007
Gains/(losses) on external non-current assets -12,460,120
Other non-operating expenses (net) 5,676,75
Total extraordinary gains and losses -6,783,365
less: Income lax effect amount -2,238,510
Extraordinary gains and losses items amount (net) -4,544,855

2.2 Total number of shareholders and top 10 holders of listed shares not subject to trading

moratorium as at the end of the Reporting Period

Unit: Share
Total number of shareholders as at the end A share; 115,731
of the reporting period: H share:225

Particulars of the top 10 holders of listed shares not subject to trading moratorium
Number of listed shares
not subject to trading
moratorium held as at
the end of the period

Name of shareholders (full name) Class of shares

HKSCC NOMINEES LIMITED 1,531,865,899 O"ersea:h';fsd foreign
Wang Jianbo 3,156,334 RMB Ordinary Shares
Zhang Jianbin 2,756,878 RMB Ordinary Shares
CITIC Securities Co., Ltd. 1,700,000 RMB Ordinary Shares

China Construction Bank — ABN AMRQ

TEDA capitalization selection equity fund 1694,000 RMB Ordinary Shares

China Nationality Securities Co., Ltd. 1,600,000 RMB Ordinary Shares
China Galaxy Securities Company Limited 1,583,000 RMB Ordinary Shares
Fang Guohua 1,570,000 RMB Ordinary Shares
Industrial and Commercial Bank of China .

—BOC Sustainable Growth Equity Fund 1,499,974 RMB Ordinary Shares
Wang Luo 1,466,666 RMB Ordinary Shares

2.3 Operating result review

As at 30 September 2007, prices of crude oil remained at high leve! and the offshore oil and natural gas
exploration and development activities in the PRC and around the world have been robust, resulting in
strong demand for global oilfield services. For the first three quarters of the year, operating income of
the Company reached RMB6,659.3 million, representing an increase of 44.7% compared with the
corresponding period (January to September) of last year, net profit was RMB1,699.7 million, an
increase of 66.8% over the corresponding period (January to Seplember) of last year, and basic
earnings per share was RMBO0.42, which was RMB0.17 higher than that of the corresponding period

{(January to September)of last year.

Operating information of the four main segments as at 30 September 2007 is listed in the following table:
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As at As at
Drilling Services 30 September 2007 30 September 2006 Change
Operating Days (Days) A0 _..3.437 16.9%
Jack-up Rigs 3.213 2,779 15.6%
Semi-submersible Rigs 804 658 22.2%
Utilization Rate (AvailableDay) " 1000% _ ~ 1000% _  0.0%
Jack-up Rigs 100.0% 100.0% 0.0%
Semi-submersible Rigs 100.0% 100.0% 0.0%
Utilization Rate (Calendar Day) T 98A% T TTUERI% L 104%
Jack-up Rigs 98.1% 89.6% 8.4%
Semi-submersible Rigs 98.2% 80.3% 17.8%
Well Workover {Team « Day) 11,985 9,516 25.9%

As at As at Change
Well Services 30 September 2007 30 September 2006
Logging {no. of jobs) 703 623 12.8%
Drilling Fluids (no. of wells) 228 239 -4.6%
Directional Drilling {no. of jobs) 462 166 178.3%
Cementing (no. of wells} 379 263 44 1%
Well Completion (no. of jobs) 1,134 995 14.0%
Marine Support and As at As at Change
Transportation Services 30 September 2007 30 September 2006
Operating Days (Days) 18,161 17,633 3.0%
Standby vessels 9,942 9,967 -0.3%
AHTS vessetls 5,370 4,826 11.3%
PSV vessels 1,599 1,588 0.7%
Utility vessels 1,250 1,251 -0.1%
Vessel Utilization Rate
{Available Day) 99.7% 98.9% 0.8%
Standby vessels 100.0% 99.7% 0.3%
AHTS vessels 100.0% 98.5% 1.5%
PSV vessels 100.0% 99.8% 0.3%
Utility vessels 95.4% 93.4% 2.1%
Vessel Utilization Rate
{Calendar Day) 95.2% 95.0% 0.2%
Standby vessels 95.8% 96.1% -0.2%
AHTS vessels 94.1% 93.1% 1.0%
PSV vessels 97 6% 97.0% 0.7%
Utility vessels 91.6% 91.7% -0.1%

As at As at
Geophysical Services 30 September 2007 30 September 2006 Change
2D Seismic Data
Data Collection (km) 36,277 43,754 -17.1%
Data Processing (kim) 11,637 4,497 158.8%
3D Seismic Data e
Data Collection (km’) 8.141 5155 57.9%
Data Processing (km?) 5,026 1,741 188.7%
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§3 Signihicant Events

3.1 Significant changes of the principal accounting statements and financial indicators and
reasons thereof

v Applicable ] Not applicable

Beginning 1 January 2007, the Company adopted the new Accounting Standards for Business
Enterprises (*New Standards™) issued by the Ministry of Finance of China on 15 February 2006, and the
relevant transactions and issues during the comparative period that were affected by the change in
accounting policy were adjusted retrospectively in accordance with the relevant practice and guidance
notes of New Standards and the Expert's Opinions on Implementation of Accounting Standards for
Business Enterprises issued of China Accounting Standards Committee.

The reasons for over 30% fluctuation in the relevant principle accounting entries are as foliows:

1. Operating income

For the nine months ended 30 September 2007, the operating income was RMB6,659.3 million,
representing an increase of RMB2056.7 million or 44.7% over RMB4,6802.6 million for the
corresponding period (January to September} of last year, which was mainly due to the increase in the
investment of petroleum expioration and development stimulated by the demand for energy, which
resulted in the rapid development of the oilfield service business. Of which, income from drilling activilies
has achived a record high, mainly attributed by the introduction of COSL941, an increase in day-rate
and an increase in ultilization rate, while the income from geophysical services increased susbtaintially
in line with the market expansion and the improved efficiency of 3D seismis data collection. At the same
time, income from marine support and transportation services and well services segments increased
stably due to the increase in service fees, the introduction of new equipments and the application of hi-

tech materials.

2. Business taxes and surcharges

For the nine months ended 30 September 2007, business taxes and surcharges were RMB167.4 million,
representing an increase of RMB46.2 million or 38.1% compared with RMB121.2 million for the
corresponding period (January to Seplember) of last year, which was mainly a result of businesses

development and increase in income.,
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3. Finance costs

For the nine months ended 30 September 2007, the finance cost amounted to RMB72.1 mnillion,
representing an incease of RMB26.6 million or 58.5% compared with RMB45.5 million for the same period
(January to September} last year, mainly contributed by an increase of foreign exchange loss due to the

change in exchange rate.

4. Total proft

For the nine months ended 30 September 2007, total profils amounted to RMB2,436.0 million,
representing an incease of RMB1.174.8 million or 93.1% compared to RMB1,261.2 million for the
corresponding period (January to September) of last year, which was mainly attributable to the substantial
incease in income due to high ultilization rate of drilling platforms and the increase of day-rate, the
expansion of geophysical market, the increase in operations and the application of new equipments and

hi- tech materials, as well as implementation of effective cost control.

5. Income tax

For the nine months ended 30 September 2007, income tax was RMB738.3 million, an increase of
RMB494.0 million or 203.9% from RMB242.3 million for the corresponding period (January to September)
of last year, which was mainly attributable to the increase of total profit. On the other hand, during the
corresponding period of last year, the Company received a tax refund allowance for advanced technology
enterpnse for the year 2005 from the tax authority which reduced income tax by RMB176.0 million.
However, as al the end of the reporting period, the Company had not received such tax refund for the year
2006. The Company was awarded the certification of advanced technology enterprise from Tianjin Science
and Technoiogy Commission in May 2007, and has applied to the marine petroleum taxation branch of

Tianjin State Taxation Bureau for 20086 tax refund for advanced technology enterprise.

6. Net cash flow from financing activities

For the nine months ended 30 September 2007, net cash flow from financing activities increased by
393.3% compared with that of the corresponding period (January to September) last year, which was

mainly a result of the RMB6 .6 bitlion received from the issuance of A shares on 25 September this year.

3.2 Analysis and explanation on the progress of significant events and their impact and
resofutions

¥ Applicable EINot applicable




c D S L China Qillie!d Services Limited 2007 Third Quarter Report

The Company issued 500 million shares of RMB ordinary shares (A shares) for listing on the Shanghai
Stock Exchange in September 2007, the total amount raised was RMB6.7 billion and the net amount
received after deducting the issuance costs was RMB6.6 billion.

3.3 Performance of undertakings given by the Company, shareholders and the effective
controlling person

Y Applicable JNot applicable

The controlling shareholders of the Company, China National Offshore Oil Corporation, undertook that
within thirty-six months of the Company’ s A Shares listing, it would not fransfer the shares of the
Company directly or indirectly held by itself or entrust other persons to manage the shares, nor would it
allow the Company to repurchase such shares. Buring the reporting period, none of the above
undertaking had been breached.

3.4 Warning in respect of forecast of possible net loss from the beginning of the year to the
end of the next Reporting Period or warning in respect of any significant changes in net
profit as compared with that of the corresponding period of last year and the reasons
therefor

O Applicable v Not applicable

3.5 Other significant events which need explanation

3.5.1 Holding of shares issued by other listed companies

ClApplicable ¥ Not applicable

352 Holding of shares issued by non-public financial companies and companies proposed to be
listed
O Applicable ¥ Not applicable

By order of the Board
China Oiifield Services Limited
Chen Weidong
Company Secretary
30 October 2007

=)
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§4 Appendix

Balance Sheet

30 September 2007

Prepared by: China Qilfieid Services Limited

Unit. Yuan Currency: RMB (Unaudited)

Consolidated Company
Items Balance atthe | Balance at the | Balance atthe | Balance at the
end of the beginning of end of the beginning of
period the year period the year
Current assets:
Cash and cash equivalents | g 797 045 345 | 2.129708,318 | 8483728270 | 1,798,445,111

Notes receivable

Accounts receivable

1724001580 | 987,008,627 | 2223186720 | 1,350.157,393
Prepayment 26,708,123 34 675,511 21 604,002 32,522,645
Dividends receivable 25,884,830 7,416,590 25,884,830 7.416,590
Other receivables 156,589,045 | 92,141,094 | 529,498,807 |  491.024,515
Inventories 431135669 | 293160428 | 427955230 | 291.058,870
Available-for-sale
investments 301,262,765 | 277208259 { 301.262,765| 277,208,259

Total current assets

11,462,684,366

3,821,408,827

12,013,120,624

4,247 833,383

Non-current assets:

Investment in jointly-
controlled entities

490,417,250

435,108,770

280,366,750

278,673,397

Fixed assets

7,171,224, 952

6,324,189,804

6,976,744,695

6,185,659,042

Construction in progress

2,330,411,713

2,422,661,557

2,328,857,201

2,421,479.807

Intangible assets

20,080,177 22585628 20,079,497 22,583,508
Long-term deferred assets 140,050.951 | 107456844 | 140.050.951 | 100,050,648
Tolal non-current assets 10.152,185,043 | 9.312,002.603 | 9.756,099.094 | 9.008,347,302

Total assets

21.614,869,409

13,133,411,430

21,769,219,718

13,256,180.685

Current liabilities:

Short-term loans

997,416,663

597,416,663

Notes payable

Accounts payable

1.040,046,963

1,559,094,981

1,005,037,060

1,528,813,422

Advances from customers

5422101

26,318,292

5422 101

26,318,292

Payrolls payable

314,764,264

259,100,222

313,991,983

258,926,102

b
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Taxes payable

389,335,377 94049549 | 368829205 87,345,768
Other payables 221,795,386 | 190,729.545 | 196279505 | 158015431
Current portion of of non-
current liabilities 400,000,000 | 200,000,000 | 400,000,000 | 200,000,000
Total current liabilities 2,371,364,001 | 3,326,709,252 | 2,289,559.854 | 3.256,835678
Non-current liabilities:
Long-term payable due to
CNOOC 200,000,000 200,000,000
Long-term loans 744,000,000 | 600,000,000 | 744,000,000 | _ 600,000,000
Long-term bonds 1,500,000,000 - | 1,500,000,000 -
Grants payable 70,148,550 39,334,743 70,148,550 39,334,743
Deferred tax liabilities, net 249235331 | 348756159 | 249235331 | 348.756.159
Total non-current liabilities 2,563,383,881 | 1,188,090,802 | 2,563,383,881 | 1,188,090,002
Total liabilies 4,934,747,972 | 4,514,800,154 | 4,852.943.735 | 4.444.926 580
Equity :
Share capitat

4,495,320,000

3,995,320,000

4,495,320,000

3,995,320,000

Capital reserves

8,074,565,726 | 1,975,810,300 | 8,074,565726 | 1,975,810,300
Statutory reserve funds 442,515,264 | 442515264 | 442515264 | 442515264
Including:
Statutory welfare funds - - - -
Retained earnings 3,664,856,136 | 2.204,898,038 | 3,902,025.972 | 2.397.540.867
Including:
Proposed dividend - 239,719,200 - 239,719,200
Cumulative translation
reserve 2,864,311 67,674 1,849,021 67,674
Equity attributable to equity
holders of the parent 16,680,121,437 | 8,618,611,276
Minority interests - - - -
Tolal equity 16,680,121,437 | 8618,611,276 | 16,916,275983 | 8,811,254,105

Total liabifties and
shareholders’ equity

21,614,869,409

13,133,411,430

21,769,219,718

13,256,180,685

Corporate Representative

Yuan Guangyu

Person in charge of
accounting function

Zhong Hua

Person in charge of
accounting department

Chen Linting
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Consolidated Income Statement

January to September 2007

Prepared by: China Oiifield Services Limited

Unit; Yuan Currency: RMB {(Unaudited)

Amounts of the

Amounts of the

Amounts from
the begining of
the year to end

Amounts from
the begining of
the year to end

g previous . .
Items pgrlod(July to period{July to of the re_portmg of the_reportlng
eptember) September) period period last
P {January to year(January 1o
September) September)
Revenue 2,294,844 714 1,662,640,240 | 5,659,250,581 4.602,616,275
Minus:

Cost of sales

{1,299,817,278)

{1,044,379,794)

(3,899,671,990)

(3,126,342,727)

Sales taxes and others {57,668,572) (44,788,117) | (167,430,423) (121,225,062)
Selling and distribution

cosls {753,793) ({830,980) {2,160,891) (2,331,194)
Administrative expenses {53,001,483) (46,094,781) (171,315,593) (130,788,466)
Finance expenses {39,842,711) (17,496,595) {72,143 753) (45,470,896)
impairment losses

relating to assets 300,000 - {1,945,708) (850,879)
Add:

Investment income/(loss) 50,367,366 20,290,221 98,191,128 76,865,099
Including:

Investment income from

jointly-controlled entities 48,683,733 19,110,247 96,507,485 76,055,496
Operaling profit 894 428,243 529,340,194 | 2,442 773 351 1,252,472 150
Add:

Non-operating income 3,895,514 2,501,690 6,338,937 11,337,857
Minus:

Non-operating expenses {487,811) (622,129) (13,123,302} {2.576,136)
Including:

Disposal 1oss on non-

current assels (361,437) (471,333) (12,460,120} {1,255,554)
Profit before tax 897,835,946 531,219,755 1 2,435,989,986 1,261,233,871

Minus:
Income tax expenses

{293,707,238)

(182,550,540)

(736,312.688)

(242,284,064)

Net profil 604,128,708 348,669,215 1,699,677,298 1,018 949 807
Including:

Net profit attributable to

equity holders of the

parent 604,128,708 348 444 424 1,699,677,298 1,018,725,016
Minority interests - 224,791 - 224,791
Profit for the year

Earnings per share 0.15 0.09 0.42 0.25

Corporate Representative

Yuan Guangyu

Person in charge of
accounting function

Zhong Hua

Person in charge of
accounting department

Chen Linting
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Prepared by: China Qilfield Services Limited

Income Statement of the parent company

January to September 2007

Unit: Yuan Currency: RMB (Unaudited)

Amounts from Amounts from
Amounts of the the begining of the begining of
Amounts of the . the year to end
. previous the year to end of -
Items period{July to g . of the reporting
S period{July to the reporting .
eptember) . period jast year
September) period {(January {(January to
to September) September)
Revenue 2,140,481,509 1,589,565,362 6,165,269,816 { 4,274,040,125
Minus:;
Cost of sales (1,125,319,407) {940,241 424) (3,396,097,769) | {2,781,101,900)
Sales taxes and others (57,593,554) {44,755,357) (167,306,168) | (121,169,030)
Selling and distribution
costs {441,902) (794,323) (1,517,075) (2,124,914)
Administrative expenses (45,457,361) (37,104,047} (146,389,647) (109,700,819)
Finance expenses {39,568,434) (20,926,279) (82,248,351) (53,571,012)
Impairment losses
relating to assets 300,000 - (1.945,708) (850,879)
Add:
Investment
income/(loss) 40,343,989 22,508,362 95,634,107 79,695 287
Including:
Investment income from
jointly-controlled entities 39,392,331 21,328,388 93,850,475 78,885,684
Operaling profit 912,744,840 568,252,294 2,465,399,205 | 1,285216,858
Add:
Non-operating income 3,895,514 2,580,362 6,339,937 11,337,857
Minus:
Non-operating expenses (477,052) (625,355) (13,103,806) (1,905,685)
Including:
Disposal loss on non-
current assets {361,437) (464,278) (12,460,120) (1,239,747)
Profil before tax 916,163,302 570,207,301 2,458,635336 | 1,294 649,030
Minus:
Income lax expenses {(291,171,336) {180,864,403) {714,431,031) {221,154,963)
Net profit 624,991 966 389,342 898 1,744,204,305 | 1.073,494,067

Person in charge of
accounting department

Person in charge of

Corporate Representative ! J
accounting function

Yuan Guangyu Zhong Hua Chen Linting
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Cash Flow Statment

January to September 2007

Prepared by: China Oilfield Services Limited

Unit: Yuan Currency: RMB (Unaudited}

Consolidated Amounts for the

Ccmpany Amounts for the period

period
Amounts
Amounts from
from the -
Amounts from beaining of Amounts from the begining
Items the begining of gining the begining of | of the year to
the year to
the year to end the year to end end of the
. end of the : :
of the reporting reporting of the reporting reporting
period period last period period last
year
year
1. Cash flow from
operating activities
Cash received from sales of
goods and rendering of
services 5,946,136,121 4,164,487 616 5,310,581,680 3.438,988,623
Refund of taxe and levy 8,003,611 159,067,677 8,003,611 159,067,677
Other cash received
relating to operating
aclivities 66,950,381 100,466,954 56,361,910 69,623,024
Sub-total of cash inflows of
operating activities 6,021,090,113 4,424 022 247 5,374,947 201 3,667,679,324

Cash paid for goods
purchase, sevices acquired

(2.614,219,155)

(1,664,422,087)

(2,170,115,356}

{1,167,177.691)

Cash paid to or on behalf of

employees (825,166,046} |  (725,141,202) (804,984,210} (659,481,358)
Taxes paid (859,773,391) | (565,426,411) (B0B,288,446) {496,501,282)
Other cash paid in relation

to operating activies (260,486,942} | (455,544,081} {237,255,911) (195,929,062)

Sub-total of cash outflows
of operating activities

(4,559,645,534)

(3.410,533.781)

(4,020,643 923)

(2,519,489,393)

Net cash flow from
operating activities

1,461,444,579

1.013,488,466

1,354,303,278

1,148,189,831

2, Cash flow from
investment activities:

Cash received from
investments

75,000,000

75,000,000

Cash from investment
income

58,893,673

46,374,147

58,893,673

46,374,147

Other Cash received from
investing activities

Cash received from interest
of deposit

14,164,388

12,220,352

9,581,123

7,669,018

Cash received from
disposals of fixed assels

10,326,875

14,563

10,326,728

14,563

Sub-total of cash inflow of
investment activities

158,384,936

58,609,062

153,801,524

54,057,728

Cash paid to purchases of
fixed assets.intangible
assets and other long term

{1,773,210,654)

{1.264,291,245)

(1,707,350,819)

(1,262,741,907)
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assets

Cash paid to investments (350,081,179} | {666,286,266) {302,332,900) {502,527,969)
Sub-total of cash outflow of

investment activities {2,123,291,833) } (1,930,577,511) {2,000,683,719) | (1,765,269,876)

Net cash flow from
investment activities

{1,964,906,897)

(1,871,968,449)

(1,855 882,195)

(1.711,212,148)

3. Cash flows from
financing activities

Cash received from the
research and development
projects funding

39,240,000

18,850,000

39,240,000

19,850,000

Proceeds in cash from
investments

6,613,625,000

6,613,625 000

Cash received from
borrowings

1,594,000,000

1,565,000,000

1,994,000,000

1,565,000,000

Sub-total of cash inflow of
financing activities

B 646,865,000

1,584,850,000

8,646,865 000

1,584,850,000

Cash paid for repayment of
indebtedness

{1,350,000,000)

{1,350,000,000)

Cash payments for
distribution of dividends,
profits or interest expenses

(240,001,500}

(164,409,715)

{240,001,500)

{164,409,715)

Cash paid for payments of
interest

(29,549,165)

(29,549,165)

Cash paid for other
financing activities

{20,353,730)

(20,353,730)

Sub-total of cash outflow of
financing activities

(1,639,904,395)

(164,409,715)

(1,639,804,395)

_{164,409,715)

Net cash flow from
financing activities

7,006,960,605

1,420,440,285

7,006,960.605

1,420,440,285

4, Effect of exchange rate
changes on cash

(38,394,260)

(37,972,906)

(22,298,530)

(22,400,682)

5. Net increase/(decrease}
in cash and cash
equivalents

6,465,104,027

523,987,396

6,483,083,158

835,008,386

Add: Balance of cash and
cash equivalent at the
beginning of the period

2,331,908,318

1,014,887,924

2,000,645,111

927,323,418

6. Balance of cash and
cash equivalents at the
end of the period

8,797.012,345

1,538,875,320

8,483,728,269

1,762,331,804

Corporate Representative

Yuvan Guangyu

Person in charge of
accounting function

Zhong Hua

Person in charge of
accounting department

Chen Linting
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makes no representation as to its accuracy or completeness, and expressly disclaims any liability
whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents
of this announcement. This announcement does not constitute an offer or an invitation to induce an offer
by any person to acquire, subscribe for or purchase any securities.

This announcement is for information purposes only and does not constitute an invitation or aoffer to
acquire, purchase or subscribe for securities.

COSL

(Incorporated in the People's Republic of China as a joint stock limited liability company)
(Stock Code: 2883)

COMPLETION OF A SHARE ISSUE

The A Shares of the Company will be listed on the Shanghai Stock Exchange on 28 September 2007.

Reference is made to the announcement of the Company dated 23 March 2007, the circular of the
Company dated 20 April 2007 (the “Circular™), the announcements of the Company dated 6 September
2007, 11 September 2007, 18 September 2007 and 21 September 2007 in relation to the proposed A
Share Issue. Unless otherwise provided, capitalised terms used in this announcement shall have the same
meaning as those defined in the Circular.

The Board is pleased to announce that the A Share Issue has been completed and the A Shares of the
Company will list and commence trading on the Shanghai Stock Exchange on 28 September 2007. The
key information 1n respect of the A Share Issue is as follows:

Place of listing: Shanghai Stock Exchange

Date of listing: 28 September 2007

Stock Name: chygh i (China Oilfield Services Limited)
Stock Code: 601808

Number of A Shares: 500,000,000 A Shares

Total number of issued shares in the Company after the A Share Issue will be 4,495,320,000 shares,
comprising 1,534,852,000 H Shares and 2,960,468,000 A Shares, of which 2,460,468,000 A Shares are
held by China National Offshore Oil Corporation (“CNQOOC™).




Set out below is the change in the shareholding structure of the Cornpany immediately after completion

of the A Share Issue;

H Shares

Domestic Shares

A Shares

— held by CNOOC

— A Shares issued pursuant
to the A Sharc Issue

Total number of Shares

Before the A Share [ssue

A Share Issue
Number of Shares %

1,534,852,000 38.42
2,460,468,000  61.58

3,995,320,000 100.00

Immediately after
completion of the
Number of Shares %

1,534,852,000 34.14

2,460,468,000 54.74

500,000,000 11.12

4,495,320,000 100.00

In accordance with the relevant PRC laws and regulations and the rules and requirements of the CSRC
and the Shanghat Stock Exchange, after approval by the Relevant Authorities, all Domestic Shares of the
Company issued beforc the A Share Issue, i.e. the 2,460,468,000 Domestic Shares held by CNOOC, have
been registered with the China Securities Depository and Clearing Corporation Limited as circulative A
Shares with restrictive trading period of 36 months commencing from the date of listing of the A Shares
on the Shanghai Stock Exchange (the “Listing Date”). During this period, the A Shares held by CNOOC,
may nol be transferred or otherwise disposed by CNOOC or repurchased by the Company.

150,000,000 A shares that have been placed with target places off-line will be subject to a lock-up
period of 3 months from the Listing Date. The other 350,000,000 A Shares are not subject to any lock-up
period.




in the PRC such as the China Securities Journal( Fp[EE843#%R ), Shanghai Securities News{ g%
#0), the Securities Times(ZZ7E:%) and the Securities Daily(Z&# H$) on 27 September 2007. The
announcement, together with the final prospectus for the A Share Issue, can also be viewed at the website
of the Shanghai Stock Exchange (www.sse.com.cn) and the website of The Stock Exchange of Hong
Kong Limited from 27 September 2007.

By order of the Board
China Qilfield Services Limited
Chen Weidong
Company Secretary

26 September 2007
As at the date of this announcement, the executive directors of the Company are Messrs. Yuan Guangyu

and Li Yong; the non-executive directors of the Company are Messrs. Fu Chengyu and Wu Mengfei; and
the independent non-executive directors of the Company are Messrs. Andrew Y. Yan, Gordon C.K. Kwong

and Simon X. Jiang.
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CHIEF EXECUTIVE OFFICER'S REPORT

Dear Shareholders

In the first half of 2007, each businesses of the
Company realized relatively fast growth. Production
operation was excellent, and operating results again
broke new heights for the same period in history.

Operating results again broke historical new
heights. In the first half of the year, turnover of the
Company reached RMB 4,254.6 million, representing
an increase of 48.6% over the same period last year.
Operating profit reached RMB 1,520.7 million,
representing an increase of 120.0%. Net profit of the
Company was RMB 1,095.6 million, representing a
growth of 63.4%. Earnings per share were RMB 27 .42
cents, representing an increase of 10.64 cents. All
indicatars were recorded at historical high level.

Outstanding performances in four major business
segments. In the first half of the year, four major
business segments of the Company achieved
outstanding performances. Turnover for drilling services
business, well services business, marine support and
transportation services business and geophysical
business reached RMB 2,049.2 million, RMB 833.7
million, RMB 612.9 million and RMB 758.8 million
respectively, representing a 50.2%, 37.4%, 25.1%
and 88.5% increase over the same period tast year.
The growth was mainly attributable to the increase
in service pricing and growth in service volume. In
addition, contribution from new equipment was
remarkable. In the first half of 2007, income received
from COSL941 was RMB148.5 million, and income
received from 3-dimensional collection by COSL718
was RMB 184.4 million.

Steady development in overseas markets. In the
first hall of 2007, overseas markets continued 1o

develop steadily. Revenue from overseas operation
was RMB 769.7 million, representing an increase ot
35.1% over the same pericd last year, and accounted
for 18.1% of net sales revenue of the Company. Three
out of our four module ngs built by COSL for Pemex,
an ol and gas company in Mexico, had commenced
operation in offshore Mexico and are receiving day
rate. Currently, the project is in good progress. In
addition, well services achieved relatively extensive
development overseas. In February 2007, we entered
into a Papua New Guinea LIHIR cementing operating
contract with PNOC-EDC {the Philippines National
Petroleum Company) involving a total of 20 wells.
The Company developed steadily in overseas market.

Multi-channel, low cost financing, accelerated
technologicat pragress. In the first half of 2007, the
Company continued multi-channel financing, and
accelerated technological progress. In February 2007,
we borrowed a strategic loan of RMB 344.0 million
from Import and Export Bank of China. In May 2007,
the Company issued bonds with an amount of RMB
1,500.0 million at a nominal interest rate of 4.48%
per annum. These financing were mainly applied in
a 400-feet jack-up rig under construction and
construction of module rigs in Mexico, purchase of
logging and well completion services equipment,
chemical tankers and supporting vessels, as well as
the modification of geophysical vessels with six and
eight cables. In addition, the plan to raise funds by
issuing not more than 820 million A Shares of the
Company was approved in the shareholders' general
meeting. An application was already submitted
officially to China Securities Regulatory Commission.

Technology as driving force becoming stronger. In
the first half of 2007, there were remarkable progresses
in scientific research made by the Company. There
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were six patents first registered. Enhanced Logging
Image System (ELIS) gradually improved from
conventional logging at prescribed distance to include
high end logging equipment such as FET, FCT and
sound wave image formation. FET commenced
offshore operation for the first time at 100%
acceptance rate. Water absorbent gelation workover
fluids operation in the western Bohai area became
mature. The oil companies aiready included this mean
as an essential one to retain oil reseve during the
repair of the well in the area. Driven by high-end
technologies, the competitiveness of the Company
tn well services gradually enhanced.,

QHSE further enhanced. The Company has been
placing a lot of emphasis to safety production. Whilst
the Company continuously enhanced QHSE
administration system, safety culture was established,
safety awareness was strengthened and safety liability
was finalized. We firmly devote to safety production
as a conventional task. In the fust half of 2007, whilst
it was operating at 100% capacity, the OHSA indicator
of the Company was 0.19. It was lower than 0.3 of
the same period last year which fulfilled QHSE target
of the Company for the year. In addition, in the first
half of the yecar, the achievements made by the
Company in lerms of energy saving and consumption
reduction was remarkable, with unit output energy
consumption at 0.3679, which was 26.4% fower
than that in the same period last year. Unit added
value consumption was 0.618, which was 27.8%
lower than that in the same period last year. 3,876
tornes of standard coal were saved, which successfully
completed the energy saving targets. Al the same
time, we conitibuted positively Lo energy saving and
consumption reduction work in the oil services industry
of the country.

Looking forward into the second half of the year,
there wilt continue sustainable growth in global oil
and gas exploration and development. Rapid growth
in market demand provides good opportunities for
the business development of the Company. We will
continue to capitalize from favourable market
environment so as to consolidate our work. We will
actively pursue for and continuously enhance the
value of the Company. Through proactively
implementing economic, environmentat and social
obligations, we will return the shareholders, the
society and the staff with excellent operating results.

3

(A

Yuan Guangyu
Chief Executive Officer

Hong Kong 28 August 2007




MANAGEMENT DISCUSSION & ANALYSIS

BUSINESS REVIEW

In the first half of 2007, as ol prices remain at a high
tevel and global demand for oilfield services is robust,
the otl and gas development activities in offshore
china and worldwide are highly dynamic.

DRILLING BUSINESS SEGMENT:

In the first half of 2007, the turnover of drilling
business was RMB2,049.2 million, an increase of
RMB684.8 milhon or 50.2% compared to RMB1,364.4
million over the same period last year. The increase
was mainly attributable to the increase in average
day rate for drilling rigs and operation,

The coastal oil and natural gas exploration and
production business of China remained robust, which
resulted in excess demand for the drifling rig. As of
30 June 2007, we operated a total of 15 drilling rigs
{including 1 leased rig). Of these rigs, 8 were located
in the Bohai Bay, China, 5 were located in the South
China Sea, 1 was located in offshore Indonesia and
1 in offshore Australia.

In the first half of the year, average day rate for our rigs
was US$82,836/day (calculated according to the
exchange rate of US$1 to RMB7.6155 as at 29 lune
2007), which was a 34.4% increase from US$61,653/
day of the same period last year. Of the increase, the
average day rate for jack-up rigs was US$68,235/day,
which was a 37.4% increase from US349,663/day of
the same period last year. Average day rate for semi-
submersible rigs was LUS$141,746/day, up by 29.2%
from US$109,723/day of the same period last year.

The increase in operation was the other key factor
for the increase in turnover of drilling service. In the

first half of 2007, our drilling rigs operated a total
of 362 and 2,296 days for overseas and China markets
respectively. These added up to a total of 2,658
operating days, up by 434 days compared to 2,224
days over the same period last year. Of which, jack-
up ngs contributed 350 days to the increase. The
increase was mainly due to the commencement of
operation of China's first 400-feet cantilever jack-up
rig (COSL941) on 25 June 2006 which contributed
176 operating days to the increase, and reduced 174
days of maintenance. Semi-submersible rigs had 84
more operating days, which was mainly due to a
decrease of 84 maintenance days compared to the
corresponding pericd last year. In the first half of
2007, the average calendar day utifzation rate reached
97.9%. an increase of 10.3% compared to the same
period last year. Utilization rates for jack-up ngs and
semi-submersible rigs were 98.1% and 97.2%
respectively. The available day utilization rate of both
jack-up rigs and semi-submersible rigs reached 100%,
same as that over the same period last year.

In addition, in the first half of the year, three out
of our four module rigs servicing Pemex, an oif and
gas company in Mexico, had commenced operation
in offshore Mexico. Currently, the project is in good
progress.

Furthermore, we achieved more outstanding
development in well workover in the first half of
2007. We completed well workover operation of
7,610 team days, up by 24.5% from 6,112 team days
of the same period last year. The increase mainly
came from the expansion of business in China.

With respect to our integrated services, in the first
halt of 2007, we provided integrated project

management such as drilhng, and well workover te
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selected customers. A tatal of 3 integrated project
management contracls were executed, realizing
contract income of RMB263.0 million, a decrease
ol RMB117.6 million compared to RMB380.6 million
over the same period last year.

WELL SERVICES BUSINESS SEGMENT:

In the first half of 2007, turnover of well services was
RMB833.7 millien, an increase of RMB227.0 millicn or
37.4% compared to RMBB0DG6.7 million over the same
pertod last year. The increase was mainly due to the
increase of exploration conducted by oil companies,
which increased the demand for well senvices,

In the first half of 2007, in addition to providing
fogging, dritfing fluids, directional drilling, cementing
and well completion, we actively explored overseas
market and made new breakthrough in overseas
markets for its well services business segment. In
February 2007, we entered into a Papua New Guinea
LIHIR cementing operating contract with PNOC-EDC
(the Philippines Nationai Petroleum Company}, which
has a term of 2 years, involving a total of 20 wells.

LOGGING

In the first hatf of 2007, 462 logging trips were
completed, an increase of 112 trips, or 32.0%, from
350 trips over the same period last year. Turnover
from logging services amounted to RMB177.1 million,
an increase of RMB42 .6 million, or 31.7% from
AMB134.5 mihon over the same periad last year. The
increase in turnover from logging business was mainly
attributable 1o the increase of logging operation.

DRILLING FLUIDS
In the first half of 2007, drilling fluids services for
a total of 139 wells was offered, down by 30 wells

from the 169 wells over the same period last year.
Turnover from drilling fluids services amounted to
RMB177.1 million, an increase of RMB57.1 million,
or 47.6% from RMB120.0 millior: over the same
period last year. The increase was mainly derived
trom the application of high technology material
and increase of service cost.

DIRECTIONAL DRILUNG

In the first half of 2007, directional drifling services
were performed on 248 wells, an increase of 147
wells from 101 wells over the same period last year.
Turnover from directional dnlling services was
RMB161.6 million, an increase of RMB27.1 milhon,
or 20.1% from RME134.5 million over the same period
last year. The increase was mainly due te the return
of NH2 operating in the PRC and commencement of
COSL941.

CEMENTING

In the first half of 2007, cementing services on a total
of 238 wells were completed, 103 wells more than
the 135 wells were completed over the same period
last year. Turnover from cementing totaled RMB167.8
million, an increase of RMB26.6 million, or 18.8%
from RMB141.2 million in the same period last year.
The increase in turnover {from cementing business
was mainly attributable to the increase of operation
in China and cornmencement of operation in overseas
Papua New Gunea.

WELL COMPLETION AND OTHER WELL SERVICES

In the first half of 2007, turnover from well completion
and ather well services was RMB150.1 million, an
increase of RAMB73.6 million or 96.2% compared to
RMB76.5 million over the same period last year. The
increase was mainly due to the development of well

completion business.
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MARINE SUPPORT AND TRANSPORTATION
SERVICES BUSINESS SEGMENT:

in the first half of 2007, turnover of marine support
and transportation was RMB612.9 million, an increase
of RMB123.0 million or 25.1% from RMB489.9 million
over the same period last year. The increase in turnover
was mainly due to the increase of service cost of
marine support and transportation services and the
commencement of operation of new supporting
vessels COSLB71 and COSLEY2.

As of the first half of 2007, the Company owned 70
supporting vessel of which 2 were new, 5 oil tankers,
4 chemical tankers of which 3 were new. Average day
rate tor our rigs was US$1.24/kw day, which was a
34.8% increase over the same period last year.

In the first half of 2007, we had operated for 11,925
days, an increase of 2.5% compared to 11,632 days
over the same peniod last year. The available day
utilization rate was 99.5%, an increase of 1.1% over
the same period last year. The average calendar day
utilization rate was 94.3%, same as that over the
same period last year.

in the first half of 2007, gross transportation volume
of oil tankers was 495,391 tons, a 33.1% decrease
from 740,910 tons over the same period last year,
which was mainly due to decrease of market demand.

In the first half of 2007, gross transportation volume
of chemical tankers was 381,270 tons, an increase
of 161,920 tons or 73.8% compared to 219,350 tons
aver the same period last year, which was mainly due
te the enormous demand of chemicals transportation
market,

GEOPHYSICAL BUSINESS SEGMENT:

In the first half of 2007, turnover of geophysical
service reached RMB758.8 million,an increase of
RMB356.3 million or 88.5% compared to RMB402.5
million over the same perod last year. The increase
in turnover was mainly due to market expansion and
increase in gperation,

SEISMIC SERVICES

In the first half of 2007, our Company owned a total
of 7 seismic vessels and 4 geotech survey vessels.
Under favourable market atmosphere, our geophysical
business achieved outstanding results,

With COSL718, a 6-streamer seismic vessel, officially
commenced operation and the renovated Binhai 512,
3D seismic data collection operations increased
substantially in the first half of 2007 1o a coverage of
5,691 sq. kilometers, representing an increase of 62.9%
compared to 3,494 sp. kilometers over the sarne period
last year. The collection volurme of 2D seismic data was
22,912 kilometers, down by 24.2% compared to 30,229
kilometers over the same period fast year, which was
mainly because some vessels switched operation to 3D
seismic data collection. 2D seismic data processing
volume was 6,157 kilometers, an increase of 102.9%
compared to 3,035 kilometers over the same period
tast year. 3D seismic data processing volume was 2,637
sq. kilometers, an increase of 103.5% compared to
1,296 kilometers over the same period last year.

SURVEYING SERVICES

In the first half of 2007, turnover from surveying senvices
totaled RMB106.3 million, an increase of RMB35.4
mitlion or 49.9% million compared to RWVB70.9 million
over the same period last year, The increase was mainly

attnbutable (o increase in operation.
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FINANCIAL REVIEW

TURNOVER

The turnover of the Company for the first half of
2007 was RMB4,254.6 million, an increase of
RMB1,391.1 million or 48.6% compared to
RMB2,863.5 million over the same period last year.
The increase was mainly due to effective operation
of new equipment, development of overseas market
and benefited from the increase in services price.

Operating income of each business segmem Unit. RMB midfion

ltem As of 30 June 2007 As of 30 June 2006 Change (%)
Crilling services Z,049.2 1,384.4 50.2
wiell Services 833.7 H06.7 37.4
tarine support and

Transportation sendces 612.9 489.9 251
Geophysic services 758.8 4525 38.5
Total 4,254.6 2.8635 43.6

OPERATING EXPENSES

In the fiest half of 2007, growth in costs was lower
than that of turnover due to the effective cost control
by the Company. We recorded total operating expenses
of RMB2,736.4 million in the first half of 2007,
representing an increase of RMB555.3 million or 25.5%
from RMBZ,181.1 millicn in the same period last year,

Operating expenses of each busingss segment Urut: RMEB milhon

ltem As of 30 June 2067 A: 0f 20 June 2006 Change {%)
Dolling services 1,180.2 930.4 279
Well Sorviees 720.4 538.1 339
Marew cupport and

LANSPONHon srices 4403 3796 16.0
Geophysical services 385.5 3330 15.8
Total 2.736.4 21881 255

The increase in operating expenses was mainly
attributable to higher depreciation expenses, staff
cost, consumplion of materials and other services,
sub-contracting expenses, leasing expenses and
other aperating expenses as a result of using new
equipment and the increase in business volume. Of
the increase, depreciation charges were BMBS04.6
million, representing an increase of 17.1% aver the
same period last year. The increase mainly came from
the new module rigs in Mexico, COSL941, the

renovation of Binhai 512, COSL 718 and the purchase
of new equipments. Labour costs amounted to
RMB566.9 million, representing an increase of 16.5%.
The increase was resulted from additional staff in
facilitating the functioning of new facilities and
expansion into overseas markets. Consumption of
materials and other services amounted to RMB1,036.7
million, representing an increase of 35.2%, mainly
due to the increase in the workload resulting in the
corresponding increase in the consumption of
materials and other services, as well as the rise of
material prices. Sub-contracting expenses reached
RMB133.2 mullion, representing an increase of 45.1%,
mainly due to the inability of existing high-end
equipments to meet the operational needs amid the
increase in business volume, Leasing expenses were
RMB179.7 millian, representing an increase of 36 3%,
mainly due to the increase in the leasing days of
dnlling rigs and seismic data collection standby vessels
to meet operational needs, as well as the sise of the
leasing prices. Other operating expenses were
RMB184.9 million, representing a rise of 61.9%,
mainly due to the increases in travel expenses and
related expenses of overseas markets amid the business
development of the Company.

OPERATING EXPENSES FROM

THE DRILLING SEGMENT

In the first half of 2007, the operating expenses from
the drilling services were RMB1,190.2 million,
representing an increase of RMB259.8 milion or 27.9%
from RMB930.4 millicn over the same period last
year. The increase was mainly attributable to ugher
depreciation expenses, staff cost, consumption of
matenals and other services, leasing expenses and
other operating expenses. Of the increase, depreciation
charges were RMB238.3 million, representing a rise
of 26.1%. The increase mainly came from the new
drilling vessel COSL241 and the module rigs in
Mexico. Labour costs amounted to RMB256.9 mullion,
representing an increase of 16.1%. The increase arese
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from additional staff to facilitate the functioning of
new facilities. Consumption of materials and other
services amounted 10 RMB455.3 million, representing
an increase of 50.4%, mainly due to the increase in
the workload and the rise of matenal pnces. Leasing
expenses were RMB77.7 million, representing an
increase of 30.8%, mainly due to a rise in lease
expense for the leased drilling vessels. Other operating
expenses were RMB101.0 million, representing an
increase of RMB48.5 million or 92.3%, mainly due
to the increases in travel expenses and related expenses
of overseas markets amid the business development.

OPERATING EXPENSES FROM

THE WELL SERVICES SEGMENT

In the first half of 2007, the operating expenses from
the well services were RMB720.4 million, representing
an increase of RMB182.3 million or 33.9% from
RMB538.1 million in the first half of 2006. The increase
was mainly attributable to higher depreciation
expenses, staff cost, repairing costs, consumption
of materials and other services, leasing expenses and
other operating expenses. Of the increase, depreciation
charges were RMB101.5 million, representing a rise
ot 34.3%, mainly due to the increase in depreciation
charges resufting from the purchase of logging, well
completion and cementing equipments. Labor costs
amounted to RMB108.4 million, representing an increase
of 24.0%. The increase arose from additional staff amid
the increase in workload. Repairing costs amounted
to RMB7.8 million, representing an increase of 137.6%,
mainly due to the decrease in repairs for the same
period last year according to the repairing schedule.
Consurnption of matenals and other services amounted
to RMB315.3 million, representing an increase of 27.0%,
mainly due 1o the increase in the workload resulting
in the rise of matenal prices. Sub-contracting expenses
reached RMB108.0 mullion, representing an increase
of 61.7%, mainly due to the inability of existing high-
end equipments to meet the operalional needs and the
increase in workload. Other operating expenses were

RMB48.0 million, representing an increase of 83.0%,
mainly due to the disposals of certain idle assets and
the increases in travel expenses and related expenses
of overseas markets resulted from the need of business
development.

OPERATING EXPENSES FROM THE MARINE
SUPPORT AND TRANSPORTATION SEGMENT
In the first half of 2007, the operating expenses from
the marine support and transportation services were
RMB440.3 million, representing an increase of RMB60.7
million or 16.0% from RMB375.6 milhon over the
same pericd last year. The increase was mainly attributable
to higher repairing costs, consumption of materials and
other services and leasing expenses compared with the
same period last year. Of the increase, repairing costs
amounted to RMB30.4million, representing an increase
of 36.5%, mainly due to the increase in the repairing
days in the fist half of this year compared with the
same period last year according to the repainng schedule.
Consumption of materials and other senvices ameunted
to RMB118.9 million, representing an increase of 47.5%,
mainly due to the rise of material prices and the increase
in the repairing days. Lease expenses were RMB50.8
million, representing an increase of 65.4%, mainly
due to the increase in the number of leased chemical
tankers to meet the demand in the chemical
transportation market.

OPERATING EXPENSES FROM

THE GEOPHYSICAL SEGMENT

In the first half of 2007, the operating expenses from
the geophysical service were RMB385.5 million,
representing an increase of RMB52.5 million or
15.8% from RMB333.0 million in the same period
last year. The increase was mainly attrnibutable to
higher depreciation expenses, staff cost, consumption
of materials and other services and leasing expenses
compared with the same period last year. Of the
increase, depreciation charges were RMB68.7 million,
representing a nse of 23.2% compared with the same
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period last year. The increase mainly came from the
maodification of the seismic vesset COSL7 18 and Binhai
512. Labor costs amounted to RMB82.8 million,
representing an increase of 24.8% compared with
the same period last year. The increase arose from
additional staft to cater for the increase in workload.
Consumption of materials and other services
amounted to RMB147.1 miltion, representing an
increase of 9.1% compared with the same period
last year, mainly due to the increase in the operation
volumes rasulting in the increase in the consumption
of materials. Leasing expenses were RMBZ28.9 million,
representing an increase of 46.2% compared with
the same period last year, mainly due 1o the increase
in workload resulting in a rise in the lease expense
for standby vessels and positioning vessels.

OPERATING PROFIT

In the first half of 2007, we achieved an operating
profit of RMB1,520.7 million, representing an increase
of RMB829.4 miflion or 120.0% compared to
RMB691.3 million the same period last year. The
increase in operating profit was primarily attributable
to the functioning of new equipments for drilling
segment, marine support and transportation segment
and the rise of prices, the enhancement of equipment
efficiencies for geophysical segment, the increase
i the domestic operation volumes of the well services
segment and the utilization of high quality materials.
Of the increase, drilling segment recorded an operating
profit of RMB859.3 millicn, representing an increase
of RMBA25.2 millior: or 97.9% compared to RMBA34.1
million over the same period last year. Marine support
and transportation segment recorded an operating
profit of RMB173.2 million, representing an increase
of RMB62.8 million or 56.9% compared to RMB110.4
million the same pertod last year. Opcrating profit
from well services segment amounted to RMB113.6
millian, representing an increase of RMB36.6 million
or 47 6% compared to RMB77.0 milhon for the same
perdod last year. Operating orofit from geophysical

segment amounted to RMB374.6 million, representing
an increase of RMB304.8 milhon or 436.6% compared
to RMB69.8 million over the same period last year.

FINANCIAL EXPENSES

In the first half of 2007, ret financal expenses
amounted to RMB30.3 million, representing an increase
of RMB12.5 million or 70.2% compared to RMB17.8
milion over the same period last year. Major reasons
for the increase include an increase in the net loss of
foreign exchange by RMB19.2 million. However, interest
expenses on loans decreased by RMBS.2 million as
RMBZ2.0 million borrowing costs have been capitalized
in the addition of property, plant and equipmemt, and
interest income increased by RMB1.5 million,

SHARE OF PROFIT FROM JOINT VENTURES

In the first half of 2007, our share of profit from
joint ventures amounted to RMB47.8 million,
representing a decrease of RMBS.8 million or 15.5%
compared to RMB56.6 million for the same pernod
last year. It was mainly due to the decrease in profit
recorded by CNOOC-Otis Well Completion Services
Limited and China Nanhai-Magcobar Mud Corporation
Limited in the pericd.

INCOME TAX

I the first haif of 2007, tax expenses ot the Company
amounted to RMB442.6 million, representing an
increase of RMB382.9 million or 641.4% compared
to RMB58.7 mithon for 1the same period last year. The
main reason was that the Company recorded a tax
credit for advanced technology enterprise under the
preferential tax treatment authonized by tax authority
for the year 2005 which reduced income tax expenses
by RMB176.0 milion in the first half of the 2006,
and the Company had applied advanced technology
emterprise tax benefit in respect of the financial year
endec 3% December 2006, the autcome has not been
ascertained.
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PROFIT AFTER TAX

In the first half of 2007, our profit after tax was
RMB1,095.6 million, representing an increase of
RMB425.3 million or 63.4% compared to RMB670.3
million for the same period last year.

CASH FLOW

Our cash and cash eguivalent were RMB2,192.3
million at the beginning of 2007. Net cash inflow
from operations for the penod was RMB895.9 million.
Net cash outflow regarding investment activities was
RMB1,943.1 million and net cash inflow from
financing activities was RMB382.5 million. Cash
outflow from exchange rate movement was RMB19.0
million. As at 30 June 2007, our cash and cash
equivalent were RMEB1,508.5 million.

CAPITAL EXPENDITURE

Capital expenditure in the first half of 2007 was
RMBS95.3 million. Among this, RMB516.3 million
was spent on drilling sector mainly for a 400-feet jack-
up nig currently under construction and the construction
of the module rigs in Mexico. RMB187.2 millicn was
spent on well services segment, mainly for the purchase
of well facilities including well testing systems and well
cementing facilities. RMBS8.6 million was spent on
marine support and transportation segment, mainly
used to purchase chemical tankers and utiity vessels.
RMB193.2 million was spent on geophysical segment,
mairdy for modifying 8-streamer geophysical vessels.

CASH INFLOW FROM FINANCING ACTIVITIES
tn the first half of 2007, net cash inflow from financing
activities amounted to RMB382.5 million. Sources of
financing including the issue on 18 May 2007 of a
debenture with a nominal interest rate of 4.48%
and a total amount of RMB1,500.0 million and the
barrowing on February 2007 of a strategic loan with
a lotal amount of RMB344.0 million from the Export-
import Bank of China for purchasing and construction
the madute rigs in Mexico. Cash outflows were mainly

made up of repayment of amount due to CNQOC,
repayment of short-lterm foans and payment of
dividends of RMB200.0 million, RMB1,150.0 million
and RMB239.7 million respectively.

BUSINESS OUTLOOK

Looking forward, the global economy will probably
continue its steady growth in the second half of this
year, while fast expanding econornies such as China
and India will maintain a faster growth rate. At the
same time, as the consumption of crude oil keeps
on rising in regions like Asia Pacific and North America,
it is expected that international crude oil price will
remain at a high level. Exploration and development
activities in respect of oil and natural gas fields are
also expected to rmaintain its booming trend.

With a promising environment, the utilization rate
of our heavy facilities such as drilling vessels, well utility
vessels, transportation vessels and geophysical vessels
is expected to remain at a high level. The Company
will continue to adopt flexible operational strategy,
deepen reforms, enhance management, optimize the
deployment of resources, improve its organisation
structure and have its production and operation
activities well arranged. The Company also enhance
the construction of its QHSE management system,
focus on energy saving, envitonmental protection, so
as to establish a resource-saving and environmentally-
friendly enterprise. While maintaimng our leading
position in offshore China, we will actively develop our
overseas operation. At the same time, we will continue
to expand equipment and input of technological
research and development, accelerate the construction
of new equipment with emphasis on aspects like
technologrcal innovation to further improve our
operational efficiency.

In the second half of 2007, the Company will continue
to work hard, actively develop and even better returns
for our sharehgldess.
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AUDIT COMMITTEE

The audit committee comprises of three independent
non-executive directors of the Company. The audit
committee has reviewed the accounting principles
and practices adopted by the Group as well as the
internal control and financial reporting matters. The
interim results for the six months ended 30 June
2007 have not been audited but have been reviewed
by Ernst & Young in accordance with Hong Kong
Standard on Review Engagements 2410 "Review of
tnterim Financial tnformation Performed by the
Independent Auditor of the Entity", issued by the
Hong Kong Institute of Certified Public Accountants.
The unaudited interim finanaal report for the period
ended 30 June 2007 has been reviewed by the audit
committee.

CORPORATE GOVERNANCE PRACTICES
For the six months ended 30 June 2007, the Company
has complied with the Code on Corporate Governance
Practices as stated in Appendix 14 of the Listing Rules,
save for provision E.1.2.

Pursuant to provision E.1.2 of the Code on Corporate
Governance Practices, the chairman of the board
should attend the annual general meeting of the
Company. Mr. Fu Chengyu, the Chairman of the
Company, failed to attend the annual general meeting
of the Company held on 6 June 2007 due to an
unexpected matter that required his immediate
altention. According to the Articles of Association
of the Company, the Deputy Chairman of the Company
shall preside the general meeting and act as the
Chairman of the meeting in the absence of Chairman.,
Therefore, Mr. Yuan Guangyu, the Deputy Chairman
of the Company, was clected the chairman of the
above annual general meeting and presided the
meeting.

COMPUANCE WITH THE MODEL CODE FOR
SECURITIES TRANSACTIONS BY DIRECTORS
OF LISTED COMPANIES

Upon specific enquiry 1o each and every director by
the Company, the directors have confirmed that they
have, for the six months ended 30 June 2007,
comphed with the Model Code for Securities
Transactions by Directors of Listed Companies as sel
outin Appendix 10 of the Listing Rules.

INTERESTS OF SUBSTAINTIAL SHAREHOLDER
AND OTHER PERSONS OF THE COMPANY
IN SHARES

As al 30 June 2007, so far as is known 1o any directors
and the chief executive of the Company, the following
interest or a short position in the share and underlying
shares of 5% or more in the issued capital or H share
capital of the Company were recorded in the register
required to be kept by the Company pursuant to
Section 336 of the Secunty and Future Ordinance
{(see table 1, page 11}.

Save as disclosed above, the directors are not aware of
any other persan or corporation that has an interest
that was required to be recorded pursuant 1o Section
336 of the Securities and Futures Ordinance.

PURCHASE, DISPOSAL AND REDEMPTION
OF OUR LISTED SECURITIES

Neither the Company nor its subsidiaries have
purchased, disposed of or redeemed any of the
Company's histed securities during the six months
ended 30 june 2007.
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Table 1
Capacity and nature Number and class  Approximate percentage  Approximate percentage
MName of interest of shares {Note a) in the same class of shares of issued share capital
China Nationa) Offshore Oil Corp. Direct beneficial owner 2.,460,468,000(L) 100.00% 61.58%
Domestic shares
Fidelity International Limited Direct beneficial owner 135 ,664,000{1) H shares 8. 31% 3.4%
Commonwealth Bank of Australia  Interest in a controlled  121,900,000(L) H shares 71.94% 30%%
corporation (note b)
SKAGEN Kon-Tiki Verdipapirtond Irterest in a controlled  78,236,000(L) H shares 5.10% 1.96%

corporation (note ¢)

Nates: (a} ‘L" denctes long position.

{b) The direct beneficial owners were First S1ate Investments (Hong Kong) Limited, First State Investment Management {UK) Limited and
First State Investments Internaticnal Lad as well as First State Investments {Singapore), First State invesiments {Hena Xong) Limited, First
State Investment banagement (UK} Limited and First State Invesiments International Ltd as well as First State Invesiments (Singapore)

are wholly owned by Commanwealth Bank of Australia.

tc} The direct beneficial owner was Stavanger Fordsforvalining AS, which is a subsidiary of SKAGEN Kon-Titi Verdipapiriond.

DIRECTORS' AND SUPERVISORS' INTERESTS
IN CONTRACTS

During the six months ended 30 June 2007, none
of the directors and supervisor had any material
interest, whether direct or indirect, in any contract
that was significant to the Group's business and to
which the Company, its controlling shareholder or
any of its subsidiaries or subsidiaries of the Group
was a party.

DIRECTORS' AND SUPERVISORS' INTERESTS

IN SHARE

As at 30 June 2007, none of the directors and
supenvisors of the Company or any of their associates
had any interest or short positions in any shares,
underlying shares and debentures of the Company
or any of its associated corporation (within the
meaning of Part XV of the Securities and Futures
Osdinance} as recorded in the register required to be
kept by the Company under Section 352 of the
Securities and Futures Ordinance or as otherwise
notified to the Company and the Stock Exchange

pursuant to the Model Code for Securities Transactions
by Directors of Listed Issuers.

DIRECTORS' AND SUPERVISORS' RIGHTS
TO ACQUIRE SHARES OR DEBEUTURES

At no time during the first six months ended 30 June
2007 were any rights granted to any of the directors
and supervisors of the Company and their respective
associates, to acquire benefit by means of the
acquisition of shares in or debentures of the Company,
or were any such rights exercised by any such persan;
nor was the Company, its controlling shareholder or
any of its subsidiaries or any of the Group's subsidiaries
a party to any arrangement which would enable any
of the directors or supervisors of the Company to
acauire such rights in any other body corporate.

MATERIAL LITIGATION AND ARBITRATION
The Group was not involved in any materal litigation
and arhitration during the six months ended 30 June
2007.
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EMPLOYEES AND REMUNERATION

POLICIES

As at 30 June 2007, the Group had 3 total of 6,147
employees, and to enhance the quality and capability
of the employees, the Group has organized many
professional and comprehensive training programs
for our employees, thereby enhancing their personal
value and further the performance of the Group.

Peoptle is an important asset to a company and the
Group has put strong emphasis on the value of each
employee. The employees' remuneration is reqularly
reviewed by the Group according to the job nature,
perfarmance, results of the Group as well as market
trend, and s evaluated on a reqular basis.

GEARING RATIOS

The net current assets of the Group as at 30 June
2007 increased by 385.0% when compared with the
net current assels of the Group as at 31 December
2006 to RMB2,216.1 milion and the current ratio
increased from 1.1 times to 2.1 times when compared
with 31 December 2006. The gearing ratio of the
Group as at 30 June 2007, which is derived by dividing
total interest-bearing bank and other borrowings by
total assets, was 17.4%.

DISCLOSURE OF INFORMATION ON THE

HKSE'S WEBSITE

Allinformation required by paragraphs 46(1) ta 46(6)
of Appendix16 of the Listing Rukes will be published
on the HKSE's website (hitp:/Anvwvw.hkex.com hk) and
our website (http/Asavw cosl.com.cn) in due course.

As at the date of this report, the executive directors
of the Company are Messrs. Yuan Guangyu and Li
Yong; lhe non-executive directors of the Company

are Messrs. Fu Chengyu and Wu Mengfei; and the
independent non-executive directors of the Company
are Messrs. Andrew Y. Yan, Gordon C.K. Kwong and
Simen X. liang.

By order of the Board

frosz

Fu Chengyu

Chairman

Hong Kong
28 August 2007




REPORT ON REVIEW OF INTERIM FINANGIAL INFORMATION I

Sl ERNST & YOUNG
EARAHFTHH

TO THE BOARD OF DIRECTORS OF CHINA OILFIELD SERVICES LIMITED (THE "COMPANY")
(Established in the People's Republic of China with limited liability)

INTRODUCTION

We have reviewed the interim financial information set out on pages 14 to 31, which comprises of the condensed
consolidated balance sheet of the Company and its subsidiaries {collectively as the "Group’} as of 30 June 2007
and the related condensed consolidated statements of income, changes in equity and cash flows for the six-
month period then ended, and explanatory notes. The Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited require the preparation of a report on interim financial information to be n
compliance with the relevant provisions thereof and Hong Kong Accounting Standard 34 "Interim Financial
Reporting” ("HKAS 34") issued by the Hong Kong Institute of Certified Public Accountants.

The directors are responsible for the preparation and presentation of this interim financial information in
accordance with HKAS 34, Qur responsibility is to express a conclusion on this interim financial information
based on our review. Our report is made solely to you, as a body, in accordance with our agreed terms of
engagement, and for no other purpose. We do not assume responsibility towards or accept fiability to any
other person for the contents of this report.

SCOPE OF REVIEW

We conducted our review in accordance with Hong Kong Standard on Review Engagements 2410, "Review
of Interim Finandial Information Performed by the Independent Auditor of the Entity* issued by the Hong Kong
Institute of Certified Public Accountants. A review of interim financial information consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and ather review
procedures. A review is substantially less in scope than an audit conducted in accordance with Hong Kong
Standards on Auditing and consequently does not enable us to obtain assurance that we would become aware
of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion.

CONCLUSION

Based on our review, nothing has come to our attention that causes us to believe that the interim tinancial
information is not prepared, in all material respects, in accordance with HKAS 34.

Ernst & Young

Certified Public Accountants

18th Floor, Two International Finance Center
8 Finance Street, Central

Hong Kong
28 August 2007




For the six months ended 30 June 2007

INTERIM CONDENSED CONSOLIDATED INCOME STATEMENT

REVENUE
Other revenues

Operating Expenses
Depreciation
Employee compensation costs
Repair and mamntenance costs
Consumption of supplies, matenals, fuel,
services and others
Subcontracting expenses
Operating lease expenses

Other selling, general and adminisirative expenses

Other operating expenses

Total operating expenses

PROHT FROM OPERATING ACTIVITIES

Exchange losses, net

Finance costs

Interest income

Share of profits of jointly-controlied entities

PROFIT BEFORE TAX

Tax

NET PROFIT

Attributable to:
Equity heolders of the Company

EARNINGS PER SHARE-BASIC

Six months ended 30 June Unit: RMB'000
2007 2006
(unaudited) {unaudited)
. 4,254,644 2,863,539
2,445 8,837
(504,611) (430,924)
{566,864) {486,515)
(85,929) (127,062)
(1.036,697) (766,547)
(133,235) (91,794)
{179,730) (131.865)
(44,435) (32,173)
_(184,921) (14215
_(2,736,422) _(2,181,095)
1,520,667 691,281
(32,000) {(12.800)
(8,394) {13,623)
10,058 8,580
47,824 56,575
1,538,155 730,013
(442,605) - (59,734)
1,095,550 670,279
1,095,550 670,205
1,095,550 670,279
27.42 cents 16.78 cents




INTERIM CONDENSED CONSOLIDATED BALANCE SHEET

30 June 2007

Notes

Unit: RMB'000

30 June 2007
{unaudited)

NON-CURRENT ASSETS

{ DA N

Property, plant and equipment 6 9,325,277
Interests in jointly-controlled entities 454,292
Total non-current assets 9,779,569
CURRENT ASSETS
Inventories 355,911
Prepayments, deposits and other receivables 175,767
Accounts receivable 7 1,547,903
Bue from the ultimate holding company 52,999
Due from other CNOQC group companies 9 6,357
Avatilable-for-sale financial assets 10 300,000
Pledged time deposits 11,815
Cash and cash equivalents 1,823,342
Total current assets 4,274,094
CURRENT LIABILITIES
Trade payables and other payables " 1,018,989
Short term debentures 12 -
Salary and bonus payables 13 262,140
Tax payable 341,276
Current portion of long term bank loans 15 200,000
Due 1o the ultimate holding company 8.16 206,248
Due to other CNOOC group companies 9 29,359
Total current liabilities 2,058,012
 NET CURRENT ASSETS 2,216,082
TOTAL ASSETS LESS CURRENT LIABILITIES 11,995,651
NON-CURRENT LIABILITIES
Long-term bonds 14 1,500,000
Deferred tax liabilities 274,731
Interest-bearing bank borrowings 15 744,000
Long term payable to the ultimate holding company 16 -
Total non-current liabilities 2,518,731
NET ASSETS 9,476,920
EQUITY
Equity attributable 1o equity helders of the Company
issued capital 17 3,995,320
Reserves 18 5,481,600
Proposed final dividends -
TOTAL EQUITY 9,476,920

9,310,390

2,309,443
3,819,780

3.362,870
456,910

200,000
1,148,756
8,618,544

239,719

8,618,544

31 December 2006

(audited)

8,876,894
433,496

293,160
81,730
987,099
33,419
17,455
75,008
22,466

1,830,808
997,417
237,636

54,150

217,090
25,769

9,767,300

348,756
600,000

3,995,320
4,383,505

©




INTERIM CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the six months ended 30 June 2007

Unit: RMB,00¢

Attributable to equity holders of the Company

Issued Statutory Proposed Cumulative
share  Capital  reserve  Retained final translation Minority Total
(unaudited) capital  reseve  funds  earnings dividend  reserve Total  interests  equity
i = T B S
Balance at 1 January 2007 3,985,320 1,975,810 442515 1,965,180 239,719 . - 8618544 . 8;168,'534?_ ’
Net profit for the period S - - 1,095,550 - - 1,095,550 - 1,095,550
Exchange realignment . - - 255 25488 - L5
Final 2006 dimvidend paid - - [239,719) - 3sng - a3Ng
As at 30 June 2007 39095320 1,975,810 442515 3,060,730 - 2,545 9474920 - 9476,920
(unaudited)
8alance at 1 January 2006 3995320 1975810 329714 1189650 164,208 - 7,654,742 - 7654742
Net profit for the period - . - 670,205 - - 670,205 T4 870,279
Additional capital injection
in a subsidiary - - - - - : - 1.89% 1,84
Exchange realignment : : - - -
Final 2005 dwvidend paid . . - - (164,208 (IB&.EI%EE!_ - H_54_20_8.'F
As at 30 June 2006 3995320 1975810 329714 1859895 - - 8,760,739 1,970 8,162,709




INTERIM CONDENSED CONSOLIDATED CASH FLOW STATEMENT

For the six months ended 30 June 2007

Six months ended 30 June Unit: RMB, 000
2007 2006
(unaudited) (unaudited)
RS I A —
Net cash inflow from operating activities 895,866 667,535
Net cash outflow from investing activities (1.943,130) {663,886)
Net cash {outflow)/inflow before financing activities '(1',047,264) 3,649
Net cash inflow from financing activities - .. 382,502 1,403,724
Nel (decrease)/increase in cash and cash equivalents (664,762) 1,407,373
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 2,192,312 731,126
Effect of foreign exchange rate changes, net (19,031) -
CASH AND CASH EQUIVALENTS AT END OF PERIOD 1,508,519 2.138,499
ANALYSIS OF BALANCES OF CASH AND CASH EQUIVALENTS
Cash and balances with banks and financial institutions 1,835,157 2.266,301
Less: Pledged time deposits for letter of credit facilities {(11,815) {7,867)
Cash and cash equivalents for the interim condensed
consolidated balance sheet 1,823,342 2,258,434
Less: Non-pledged time deposits with original maturity of
more than three months when acquired {(314,823) (119,935)
Cash and cash equivalents for the interim condensed
consolidated cash flow staternent 1,508,519 2,138,499




NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

30 June 7007
{Alf amounts expressed in Renminbi, except for number of shares and unless othenwise stated)

1. CORPORATE INFORMATION AND PRINCIPAL ACTIVITIES

The registered office of China Oil field Services Limited (the "Company®) is located at 3-1516 Hebei Road, Haivang
New and Hi-Tech Development Zone, Tanggu, Tianjin 300451, the People's Republic of China (the *PRCY).

The Company and 1ts subsidiaries (hereinafter collectively refered to as the "Group”) principally engages in the
provision of ailfield services including drilling services, well services, marine support and transportation services,
and geophysical services.

In the opmion of the directors, the ultimate holding company of the Company is China National Offshore Oil
Corporation {"CNOOCY, a company established in the PRC.

As at 30 June 2007, particulars of the principal subsidiaries are as follows:

Place and date of Percentage of equity
incorperation/  directly/ indirecily  Nominal value of

establishment and attributable issued and paid up

Name of entity operations to the Group capital  Principal aclivities

COSL America Inc. United States of America 100% US$100,000 Sale of fogging

2 Novernber 1994 equipment

China Oilfield Services British Virgin Islands 100% Us$t  dnvestment holding
(BVI) Limited 19 March 2003

COSL Chemicals {Tianjin), Ltd. Tianjin, PRC 100% RMB4,639,326  Provision of drilling

{formerly known as Tianjin linlong 7 September 1993 {b) fluids services

Petro-Chemical Company Lid.)

COSL {Labuan} Company Limited Malaysia 100% US$1  Prowsion of drilling

11 April 2003 services in Indonesta

COSL Services Southeast British Virgin Islands 100% US$1  Investment holding
Asia {BVI) Limited 29 May 2003

COSL (Australia) Pty Lid. Australia 100% A%$10,000  Provision of drilling

11 January 2006 services in Austraha

(al The abave table fisis the principal subsidiaries of the Company, which, in the opisan of the diectors, principally dffecied the results o the
perod or formed a substaniial porticn of the net assels of the Group.

(I The Greup made an zdditiensl capital injection of RMB 2,527,968 into Tianyin tinlorg Petro-Chemical Company Lidg, {Tanjin linlong'), the
jointly-contiglled ennity of the Gioup, on 16 March 2006, After the additiona! capital ingectron 10 Tianjin Jinlong, the petcentage of the equity
interest directly atiibutabde i the Group increased from 50% 10 70%. On § December 2006, the Group acquired the other 3G% equity
imerest ir: Tianjin hnlong a1 RRB 2,332,906 i cash, and the company became a whelly-owned subsidiary. Gn 11 May 2007, the company
was re-named to COSL Chemugals (Tanpng, Ltd
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(Al amaounts axpressed in Renminbi, except for number of shares and unless athemase stated)

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS ]
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1. CORPORATE INFORMATION AND PRINCIPAL ACTIVITIES continued

As at 30 June 2007, particulars of the jointly-controlled entities are as follows:

Place and date of Percentage of equity

incorporation/  directhy/ indirectly  Nominal value of

establishment and attributable issued and
Name of entity operations to the Group paid up capital Principal activities
China-France Bohai Geoservices Tianjin, PRC 50% US$6.650,000 Provision of mud
Co., bid. ("China-France') 30 Novemnber 1983 {a) logging services
China Nanhai-Magcobar Mud Shenzhen, PRC 60% US$1,250,000 Provision of drilling
Corporation Ltd. (‘Magcobar’) 25 October 1984 (b) fluids services
CNQOC-0TIS Well Completion Tianjin, PRC 50% U5%2,000,000 Provision of welt
Services Ltd. {'CNOOC -0TH") 14 April 1993 completion services
China Petraleum Logaing-Atfas Shenzhen, PRC 50% US$2,000,000 Provision of logging
Cooperation Service Company 10 May 1984 services

("logging -Atlas")

China Offshore Fugro Geo Solutions  Shenzhen, PRC US$1,720,000  Provision of geophysical
(Tianjin) Company Ltd. {"Fugro’) 24 August 1983 SETVICES

PT Tritunggal Sinergi Company Ltd. Indonesia UsS$700,000 Provision of oilfields
(*PTTS") 3t December 2004 maintenance services

Eastern Marine Services Ltd. Hong Kong HK$ 1,000,000 Provision of marine
{"Eastern Marine") 10 March 2006 supports and
transportaion services

COSL-Expro Testing Services {Tianjin) Tianjin, PRC 15$5,000,000 Provision of well
Company Ltd. {"COSL-Expre™) 28 February 2007 ( testing services

Atlantis Deepwater Orient Etd. Hong Kong HK$1,000  Provision of artificial
("Atlantis Deepwater’) 28 August 2006 buoyant seabed unit
services

COSL-Exnro was spnned off from China-France on & Febreary 2007,

tn the opinich of the directors, the Company does not have control over Maccobiar's, PTTS's and Eastern Marine's finanaizl and operating decisions,
and accordingly, the financial statements of Magcobar, FTTS and Eastern Marine have not been incorporated into the Group's consolidated financial
statements s subsidiaties. The financial staterents of Maggobar, PTTS and Eastern Manine have been dealt with in the Group's. consolidated finzndal
statements under the equity accounting method.

Eastern Marine was established by the Greup and Trice Marine Service, In<. £Tnco™ in June 2006 to develop international marine support and
transportalion services. The Group made a capital contribution of US£20.2 million in cash to Eastern Marine in exchange for 1t 51% interes:
in Eastern Marine.

Atlantis Deepwaler was established by Atlantis Deepwater Technology Holding AS 1o provide artificial buoyant seabed ("4BS') units and other
associzted services. On 8 June 2007, Atlantis Deepwater became 2 iointly-controlled entity of 1he Group when the Group contributed US$6.27
million in return for a 50% equity interest in Atlantis Deepwater.
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BASIS OF PREPARATION AND ACCOUNTING POLICIES

Basts of preparation
The interim condensed consolidated financial statements for the six months ended 30 June 2007 have heen prepared
in accordance with Hong Kong Accounting Standard 34 ("HKAS") "Interim Financial Reporting”.

The interim condensed consolidated financial statements do not include alt the information and disclosures required
in the annual financial statements, and should be read in conjunction with the Group's annual financial statements
as al 31 December 2006.

Significant accounting policies

The accounting policies adopted in the preparalion of the interim condensed consolidated finandial statements
are consistent with those followed in the preparation of the Group's annual financial statements for the year ended
31 December 2006, except for the adoption of the following new changes and amendrnents mandatory for annual
periods beginning on or after 1 January 2007, as fellows:

HKAS 1 Amendment Capital Disclosures

HKFRS 7 Financial Instruments: Disclosures
HK(IFRIC)-Int 8 Scope of HKFRS 2

HK(IFRIC)-Int 9 Reassessment of Embedded Derivatives
HK{FRIC-Int 10 interim Financial Reporting and tmpairment

The adoption of these new changes and amendments did not atfect the Group results of operation or finandal posttion.

During the period, the Company has adopted a Share Appreciation Rights Plan ("SAR Plan"} for the purpose of
providing incentives and rewards to qualifying senior officers, whereby the senior officers will hecome entitled 1o
a future cash payment, based on the increase in the Company's share price from a specified level over a spedified
period of time. The Company recognises the SAR Plan as a cash-settled share-based payment transaction.

The cost of cash-settled share-based payment is measured by reference to the fair vatue by using a Black-Scholes
model, The share appreciation rights, together with a corresponding hability are recognised when the services are
received during the period. Until the liability settled or the unexercised rights have lapsed, the fair value of the
lability 1s remeasured using the Black-Scholes model at each reporting date and at the date of settlement, with
any changes in fair value recogrised in profit or loss for the peniod.

bmpact of issued but not yet effective Hong Kong Financial Reporting Standards ("HKFRSs")

The Hong Kong Institute of Certified Public Accountants has issued a number of new and revised HKFRSs that are not
mandatory for these financial statements, The Group has not early applied these HKFRSs in these financial statements.
The following HKFRSs are etfective for the Group's accounting periods beginning on or after 1 January 2008:

HKAS 23 {Revised) Borrowing Costs
HKFRS 8 Operating Segments
HK(IFRIC)-Int 11 Group and Treasury Share Transactions
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2. BASIS OF PREPARATION AND ACCOUNTING POLICIES continued

HKAS 23 {Revised) requires accounting for borrowing costs that are directly attributable to the acquisition, construction
or production of a qualifying asset to form part of the cost of that asset, while other borrowing costs are recognised
as an expense.

HKFRS 8 requires disclosure of information about the Group's operating segments to enable users of its financial
statements to evaluate the nature and financial effects of the business activities in which it engages and the
ecanomic environments in which it operates. It requires identification of operating segments on the basis of internal
reports that are regularly reviewed by the entity’s chief operating decision maker in order to allocate resources to
the segment and assess its performance.

HK{FRIC}-Int 11 requires arrangements whereby an employee is granted rights to an entity's equity instruments
to be accounted for as an equity-settled scheme, even if the entity buys the equity instruments from another party,
or the shareholders provide the equity insiruments needed.

The Group is in the process of making an assessment of the impact of these new HKFRSs upon initial application. So
far, it has concluded 1hat while the adoption of the HKFRS 8 may result in new or amended disclosures, these new
and revised HKFRSs are unlikely to have a material impact on the Group' results of operations and financial position.

3. SEGMENT INFORMATION
The Group engages in a broad range of petroleum-related activities through its four major business segments:
drilhing services, well services, marine support and transportation services, and geophysical services. Revenue, which
is also the Group's turnaver, represents the net invoiced value of offshore oilfield services rendered, net of sales
surtaxes. All significant intragroup transactions have been eliminated on consolidation.

The Group's operating businesses are structured and managed separately, according to the nature of their
operations and the services they provide. Each of the Group's business segments represents a strategic business
unit that provides services which are subject 1o risks and returns that are different from those of other business
segments. Summary details of the business segmendts are as follows:

{a) the drilling services segment engages in the provision of oilfield drilling services and well workovers;

{b) the well services segment engages in the provision of logging and downhole services, such as drilling
fluids,directional drilling, cementing and well completion;

{c) the marine support and transportation services segment engages in the transportation of materials, supplies
and personnel to offshore facilities, the moving and positioning of drilling structures and the transportation of
crude cil and refined products; and

{d) the geophysical segment engages in the provision of offshore seismic data collection, marine surveying and
data processing services.

Business Segments
The following tables present the revenue and profit information for the Group's business segments for the six
months ended 30 June 2007 and 2006:
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3. SEGMENT INFORMATION continued

Six rnonths ended 30 June 2007 Unit: RMB'000
Drilling Well  Marine support Geophysical
{unaudited) services  services and transportation services Total
Revenue i"é%-.' } jw Y A\h B S T
Sales (including intersegment) 2,193,578 /863349 - 641,325 © 772,572 4,470,824
Less: Intersegment sales . 144;338 29,693 28,407 13,741 216,180
Total sales to external customers 2,049,239 833,656 612,918 758,831 4,254,644
Results
Segment resulls 859,287 - 113,571 173,228 374,581 1,520,667
(unaudited) Six months ended 30 June 2006
Revenue
Sales {inclhuding intersegment) 1,443,092 622,123 504,616 412,527 2,982,358
Less: Intersegment sales 78,659 15,434 14,737 9,989 118,819
Total sales to external customers 1,364,433 606,689 489,879 402,538 2,863,539
Results
Segment results 434,141 76,965 110,370 69,805 691,281
4. TAX

The Group is subject to income tax on an endity basis on the profit arising in or derived from the tax jurisdictions
i which members of the Group are domiciled and operate. The Group is not fiable for income tax in Hong Kang
as it does not have assessable income currently sourced from Hong Kong.

In accordance with the retevant tax faws in the PRC, the Company and its subsidiary incorporated in PRC is subject
to enterprise income 1ax at the rate of 33%.

During the 5th Session of the 10th National People's Congress, which was concluded on 16 Maich 2007, the PRC
Corparate [ncome Tax Ltaw ("the New Corparate Income Tax Law®) was approved and will become effective on 1
January 2008, The New Corporate Income Tax Law introduces a wide range of changes which include, but are not
hmited 1o, the unufication of the income tax rate for domestic-invested and foreign-invested enterprises al 25%. As a
result of the tax rate change, the Company estitmates that the change in the corporate mcome tax rate had the
following impact on the results and financial position of the Group for the six months ended 30 June 2007

{unaudited) . Umit: RMB'O00
Decrease in incorme tax expense 85,631 ‘—-'
Decrease in deferred tax assets 13,122

Decrease in deferred 1ax hiabihity 98,753
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4. TAX continued

At the date of approval of the interim condensed consolidated financial statements, detailed implementation and
administrative requirements relating to the New Corporate Income Tax Law have yet to be announced. These
detailed requirements include regulations concerning the computation of taxable income, as well as special
preferential tax treatments and their related transitional provisions. The Group will further evaluate the impact on
its operaling results and financial positions of future periods as more detailed requirements are issued.

As at 30 June 2007, the Company had applied for advanced technology enterprise tax benefit in respect of the
financial year ended 31 December 2006 and the outcome has not been ascertained. The eligibility for such tax rate
reduction in future is conditional upon the fulfilment of certain conditions on an annual basis as stipulated in the
relevant tax rules, which include a minimum proportion of sales of advanced technology services to total sales and
a minimum proportion of research and development expenses to each of total expenses and total revenues under
the PRC accounting principles, respectively.

As a reduction in the enterprise income tax rate from 33% to 15% for the period under review cannot be
ascertained at the dale of this report, management considers that it is appropriate to use 33% to accrue for the
income tax liabilitics of the Company for the six months ended 30 June 2007.

The Company's principal subsidiary incorporated in Malaysia, COSL {tabuan) Company Limited, is subject to a deemed
profit withholding tax of 6% based on its gross service income generated fromi drilfing activities in Indonesia.

The Company's subsidiary incorporated in Australia, COSL. {Australia} Pty ttd, is subject to tax of 33% based on its
taxable profit generated from drilling activities in Australia.

The Group's drilling and well service operations in Myanmar are subject to withholding tax of 3% based on its gross
service income generated from its drilling activities in Myanmar.

An analysis of the Group's provision for tax is as follows:
Six months ended 30 June  Unit: RMB'000

2007 2006
{unaudited) (unaudited)
o]

Hong Kong profits tax - -
Overseas incame tax;
Current income tax 33,957 19,322
Deferred income tax - -
PRC corporate income tax:

Current income tax 493,019 256,859
Tax refund received as an advancedtechnology enterprise - (175,991)
Tax bencefit for qualifying research and development expense (10,346) (8,851)
Deferred income tax
- change in PRC statutory tax rate (85,631) -
- mavement during the period 11,606 . (31.645)

442,605 59,734
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4. TAX continued

A reconciliation of the tax expense applicable to proiit before tax using the statutory rate for Mainland China
where the Company and its jointly-controlled entities are domiciled 1o the tax expense at the effective tax rate
and a recondiliation of the applicable rate {i.e. the statutory tax rate) to the effective tax rate are as follows:

Six months ended 30 June Unit: RMB'00Q
2007 2006
{unaudited) {unaudited)
r -]
Profit before tax 1,538,155 . 730,013
Tax at the statulory tax rate of 33% (2006 33%) 507,591 33.0% 240,904  33.0%
Profits and losses attributable 10 jointly-controfled entities (15,782) {1.0)% (18,670} (2.6)%
Effect of different tax rate for overseas subsidiaries 33,417 2.2% 22,233 3.0%
tax refund as an advanced technology enterprise - - {175,991) (24.1)%
Tax benefit for quakifying research and development expense (10,346)  {0.7)% (8,851) (1.2Y%
Change in PRC statutory tax rate (85,631) {5.6)% - .
Expenses not deduciible for 1ax and others 13,356 0.9% 109 -
Total tax charge at the Group's effective rate 442,605 28.8% 59,734 8.2%

5. EARNINGS PER SHARE
The calculation of basic earnings per share is based on the profit attributable to equity hotders of the Company ior
the six months ended 30 June 2007 of approximately RMB1,095,550,000 {six months ended 30 June 2006:
RMB670,279,000) and the 3,995,320,000 (six months ended 30 June 2006: 3,995,320,000) shares in issue
during the period.

Diluted earnings per share for the six months ended 30 lune 2007 and 2006 have not been cafculated because
no dituting events existed during these periods.

6. PROPERTY, PLANT AND EQUIPMENT

During the pertod, the Group acquired chemicat carriers and vessels, drilling equipment, machines and
equipment, motor vehicles and construction in progress with an aggregate cost amounting to approximately
RMBI9S5 mitlion {six months ended 30 fune 2006: RMB719 million). Vessels, machines and equipment with net
carrying amount amounting to RMB29 million {six months ended 30 June 2006: RMB32 million) were disposed
of in 2007, resulting in loss on dispo.sal of RMB12 million {six months ended 30 June 2006: RMB784,000)
recorded in the Group's interim condensed consolidated financiol statements for the six months ended 30 June
2007 as other operating expenses.
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6. PROPERTY, PLANT AND EQUIPMENT continued

7.

As at the approval date of this interim report, a drilling rig with an aggregate amount and net carrying amount of
RMB439 million and RMB120 million, respectively, has yet to complete the title re-registration procedures after the
group reorganisation in 2002, The drilling rig has been operating in Indonesia since 2003 and the re-registration
process can only be completed when the rig is physically located in the Mainland China.

Out of the total finance costs for the current period of RMB30,388,000, an amount of approximately RMB21,994,000
{2006: Nil) was incfuded in the current period additions in respect of interest capitalised in property, plant and equipment.

ACCOUNTS RECEIVABLE

An aging analysis of accounts receivable, net of provision for doubtful debts, of the Group as at the balance sheet
date is as follows:

Unit: RMB'000
30 June 2007 31 December 2006
{unaudited) {audited)

n— pull |

QOutstanding balances aged:

Within one year 1,537,468 976,219
Within one to two years 9,293 11:246
Within two to three years 2,326 826
Over three years 1,234 1,453
1,550,321 989,744
Less: Provision for deubtful debts (2,418) (2,645)
1,547,903 987,099

The general credit tetms of the Group range {rom 30 to 45 days upen the issuance of invoices.

Included in accounts receivable are the following amounts due from CNOOC Limited and its subsidiaries (collectively
known as the "CNOOQC Limited Group"), and from CNOOC, its subsidiaries and associates other than the CNOOC
Limited Group (collectively known as the "CNOOC Group”), which are repayable on similar ¢redit terms 1o those
offered, to independent third party customers.

Unit: RMB'O00
30 June 2007 31 December 2006
{unaudited} {audited)
Due from the CNOOC Limited Group 726,184 ; 458,923
-Due frem the CNOOC Group 78,080 27,646

804260 486,569
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10.

11.

12.

DUE TO THE ULTIMATE HOLDING COMPANY

The amount due to the ultimate holding company is unsecured, interest-free and has no fixed terms of repayment
except for the long term payable to the ultimate holding company detailed in note 16 to the interim condensed
consolidated financial statements.,

BALANCES WITH OTHER CNOOC GROUP COMPANIES

The balances with other CNOOC group companies are unsecured, interest-free and have no fixed terms of repayment.

AVAILABLE-FOR-SALE FINANCIAL ASSETS
Unit: RMB'000

30 June 2007 31 December 2006
(unaudited) {audited)

Unlisted investments, at cost: Mainland China - 300,000 75,008 |

TRADE PAYABLES AND OTHER PAYABLES

An aging analysis of trade and other payables as at the balance sheet date is as follows:

Unit: RMB'000
30 June 2007 31 Decemnber 2006
{unaudited) (audited)

Outstanding balances aged: '

Within one year 996,172 1,817,032
Within one to two years 16,013 7,219
Within two to three years 1,144 771
Over three years 5,660 B 75,786
1,018,989 1,830,808

SHORT TERM DEBENTURES
This amount represented the short term debentures issued by the Group in February 2006, with total face value of
RMEB1billion at maturity, resulting in net proceeds of RMBI65 million for working capital purposes.

The debentures were unsecured and had a term of one year. The coupon interest rate for the short term debentures
was 3.1% per annum, and the interest was paid upfront, The balance as at 31 December 2006 was RMBS97.417.000,
including inlerest accrued from the issue date to 31 December 2006.

The principal and interest weere repaid in full in February 2007.
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SHARE APPRECIATION RIGHTS PLAN

On 22 November 2006, the share appreciation rights plan for senior officers ("SAR Plan'} was approved by the
shareholders in an Extraordinary General Meeting. A total of 5 million share appreaation rights with an exercise
price of HK$4.09 per share were awarded under the SAR Plan 10 seven senior officers, including the chief executives
officer (president), three executive vice presidents and three vice presidents. The share appreciation rights will
become vested upon completion of two years service period, and the senior officers can exercise their rights in four
equal batches in year 3, 4, 5 and 6 from the approval of the SAR Plan.

The SAR Plan further provides that if the gain from exercising the share appreciation rights exceeds HK$0.99 per
share in any one year, the excess gain should be calculated using the following percentages:

1}  between HK50.99 to HK$1.50, at 50%; 2}  between HK$1.51 10 HK$2.00, at 30%;
3) between HK%2.01 to HK$3.00, at 20%; and 4}  HK$3.01 or above, at 15%.

The grant of the share appreciation rights was completed and effective on 6 June 2007 when all the entitled senior
officers have agreed and signed individual performance contracts with the Company.

As at 30 June 2007, the fair value of the share appreciation rights granted was measured at HK$1.77 per share.
The fair value of the right is calculated using the Black-Scholes model with the following assumptians: expected
dividend yield of 1.11%, expected life of two years, expected volatility of 47.25% and risk-free interest rate of
4.00%. The fair value is expensed over the period until vesting with recognition of a corresponding fiability. The
liability is rmeasured at each balance sheet date up to and including the settlement date with changes in fair value
recognised in profit or loss.

The amortisation of share appreciation rights fiability amounted to approximately RMB 2.1 million for the period
ended 30 June 2007 was recorded In salary and bonus payable and general and administrative expenses.

The assumptions on which the valuation model is based represent the subjective estimation of the directors.

LONG-TERM BONDS

On 18 May 2007, the Group completed the issuance of a 15 years corporate bond amounting to RMB1.5 billion
with a fixed coupon rate of 4.48% per annum, The interest is payable on 14 May every year, and the maturity date
is 14 May 2022.

INTEREST-BEARING BANK BORROWINGS

In June 2006, the Group borrowed a hank foan from the Export-import Bank of China for the purpose of financing
the construction of certain modular drilling rigs. The total facilities amounied to RMB944 million of which RMEB600
million was utilised as at 31 December 2006. In February 2007, the Group fully utilised the total facilities by
drawing down the remaining RMB344 millian.

The borrowings are unsecured, bear interest at 4.05% for the first year and at market interest rate subsequently.
The borrowings should be repaid from 30 June 2008 10 30 June 2013 by instalmerts as follows: RMB200 million
on every 30 June from 2008 10 2011, RMB100 million on 30 June-2012, and RMB44 million on 30 June 2013,
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16.

17.

18.

19.

LONG TERM PAYAEBLE TO THE ULTIMATE HOLDING COMPANY

Unit: RMB'000

30 June 2007
{unaudited)

| e Y

T

Outstanding balance payable: 200000
Within one year T
in the second year 200,000

Portion classified as current labilities (200,000)

Long term portion -

31 Decermnber 2006
{audited)
ESETERECTEN
200,000

200,000

400,000

{200,000)

200,000

the amount due to the ultimate helding company is unsecured, interest-free and repayable over three years on an

annual instalment basis with repayment commencing from 1 May 2005.

Unit: RMB'000

ISSUED CAPITAL
30 June 2007
{unaudited)
H - T
Registered, issued and fully paid: ' 2,460,468
2,460,468,000 State legal person shares of 8MB1.00 each 1,534,852
1,534,852,000 H shares of RMB1.00 each 3,995,320

The Company does not have any share option scheme.

DIVIDENDS

31 December 2006
(audited)

2,460,468

1534852
3,995,320

Pursuant 1o the articles of assodiation of the Company, the net profit atter 1ax of the Company for the purpose of profit
distribution is deemed 1o be the lesser of (i} the net profit determined in accordance with the PRC accounting principles
and financial regulations; and (i) the net profit determined in accordance with Hong Kong Financiat Reporting Standards.

The board of directors of the Company did not recommend the payment of interim dividend for the six manths

ended 30 June 2007 (six months ended 30 June 2006; Nil).

RELATED PARTY TRANSACTIONS

Companies are considered to be related if one company has the ability, directly or indirectly, 1o control the cther
company, or exercise significant influence on the other company in making finandal and operating decisions.

Companies are also considered to be related if they are subject to common control or commen significant influence.

The Group has extensive transactions and selationships with the members of CNOOC. The transactions were made

on terms agreed among the parties.
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19. RELATED PARTY TRANSACTIONS continued

In addition to the transactions and balances detailed elsewhere in these financial statements, the following
significant transactions were carried oul belween the Group and (i} the CNOOC Limited Group; {ii) the CNOOC
Group; and (i} the Group's jointly-controlled entities:

Six months ended 30 fune Unit: RMB'000

2007 2006
(unaudited) (unaudited)
A Included in revenue
Gross revenue earned from the provision of services to
the following related parties:
{a} The CNOOC Limited Group .
Provision of drilling services 1,394,335 782,460
Provision of well services 589,830 489,223
Provision of marine support and transportation services 441,557 315,682
Provision of geophysical services 209,147 250,583
2,634,869 1,837,948
{b} The CNOOC Group - .
Provision of drilling services 1,882 5,561
Provision of well services 2,148 8,251
Provision of marine support and transportation services 99,389 64,784
Provision of geophysical services 72,320 4117
175,739 82,713
(0} Jointly-controlled entities
Provision of drilling services - 100
Provision of well services 5.106 3,653
Provision of marine support and transportation services 753 .
5,859 3,807
oI |
B. Included in operating expenses
Services provided by the CNOOC Group and
the Group's Jointly-controlled entities;
Labour services 5,219 18,165
Materials, utilities and other ancillary services 64,873 35,548
Transportation services 4,980 709
Lease of offices, warehouses and berths 21,306 10,093
Repair and maintenance services 1,727 2,282
Management services 6,315 2,522
104,420 © 89319
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Included in the above is the amount of services provided by the Group's jointly-controlled entities totalling
RMB5,895,000 for the six months ended 30 June 2007 (six months ended 30 June 2006: RMB2,778,000).

Six months ended 30 June Unit: RMB'Q00

2007
(unaudited)

C. Included in interest income/expenses
CNCOC Finance Corporation Limited
Interest income

Inferest expenses

D. Loans drawn down and repaid during the period:
CNOOC Finance Corporation Limited

E. Deposits:
Deposits placed with CNCOC Finance Corporation Limited

=y

—_

780

150,000

104

2006
{unaudited)

SN
1

89

The Group and the above refated parties are within the CNOOC Group and are under commen control by the same

ultimate holding company.

The Group entered into several agreements with the CNOOC Group which govern employee benefits arrangements,

the provision of materials, utilities and ancillary services, the provision of technical services, the lease of properties,

and various other commercial arrangements,

The directors of the Company are of the opinion that the above transactions with related parties were conducted

in the usual course of business.

F. Transactions with other state-owned enterprises in the PRC :

The Group operates in an economic environmentt predominated by enterprises directly or indirectly owned or

controlled by the PRC government through its numerous authorities, affiliates or other organizations (collectively
the "State-owned Enterprises’). Dunng the six months ended 30 June 2007, the Group had transactions with

the State-owned Enterprises including, but not imited to, the rendering of services and purchases of raw

materials. The directors consider that transactions with such cther State-owned Enterprises are activities in the

ordinary course of the Group's business, and that the deahngs of the Group have not been significantly or

unduly affected by the fact that the Group and such other State-owned Enterprises are ultimately controlled or

owned by the PRC government. The Group has also established pricing policies for products and services, and

such pricing policies do not depend on whether or not the customets are State-owned Enterprises, Having due

regard to the substance of the relationships, the directors are of the opinion that none of these transactions are

material related party transactions that require separate discloswie.
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20. OPERATING LEASE ARRANGEMENTS

21,

22.

23,

The Group leases certain of its drilling rigs and office properties under operating lease arrangements. Leases are
negotiated for terms ranging from one to seven years.

At the balance sheet date, the Group had following minimum lease payments under non-cancellable operating leases:

Unit: RMB'000
30 June 2007 31 December 2006
{unaudited} {audited)
TS A
Within one year 98,221
In the second to fifth years, inclusive 248,307

After five years - -

346,528 376,129

CAPITAL COMMITMENTS
At 30 June 2007, the Group had the following capital commitments, principally for the construction or purchases
of property, plant and equipment;

Urnut: RMB'O00
30 June 2007 31 December 2006
{unaudited) (audited)
— -
Contracted, but not provided for 2,277,161 2,083,149
Authorised, but not contracted for 6,324,676 5,285,537
8,601,837 7,368,686

In addition, on 26 March 2007, a whally owned subsidiary of the Group, China Qilfield Services Eurasia {BVH Limited
{"COSL Eurasia’), has entered into a Transfer of Participation Interest Agreement ("Transfer Agreement") with 0.A.0.
Orenburgneft to acquire the 100% equity interest in 0.0.0. Spezyalizirovannoye tamponazhnoye upravienie ("STU), an
oiffield services cormpany incorporated in Russia. Upon completion of all the condilions precedent stated in the Transfer
Agreement, COSL Eurasia should pay the cash consideration of US$11,244,000 {approximately RM886,000,000) to
acquire the 100% eguity interest in STU. At the approval date of this intenim repon, the Transfer is yet to be completed.

CONTINGENT LIABILITIES
As at 30 June 2007, the Group had no significant contingent liabilities.

APPROVAL OF INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The interim condensed consclidated financial statements for the six months ended 30 June 2007 were approved
and authorised for issue by the board of directors on 28 August 2006.
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COSL

B HHEESKROERLT
China OQilfield Services Limited

(Established in the People'’s Republic of China with limited liability)
(Stock Code: 2883)

INTERIM RESULTS ANNOUNCEMENT FOR THE SIX MONTHS
ENDED 30 JUNE 2007

FINANCIAL HIGHLIGHTS

1. Turnover increased by 48.6% to RMB4,254.6 million
2. Profit from operations increased by 120.0% to RMB1,520.7 million
3. Profit attributable to shareholders increased significantly by 63.4% to RMB1.095.6 million

4. Basic earnings per share were RMB27.42 cents

INTERIM CONDENSED CONSOLIDATED INCOME STATEMENT
For the six months ended 30 June 2007

Six months ended 30 June

2007 2006
(unaudited) (unaudited)
Notes RMRB’000 RMB’ 000
REVENUE 3 4,254,644 2,863,539
Other revenues 2.445 3,837
Operating Expenses
Depreciation (504.,611) (430,924)
Employec compensation costs (566.864) (486,515)
Repair and maintenance costs (85,929) (127,062)
Consumption of supplies, materials, fuel,
services and others (1,036,697) (766,547)
Subcontracting expenscs {133,235) (91,794)
Operating leasc expenscs (179.730) (131,805)
Other seiling, general and
administrative expenses (44,435) (32,173)
Other operating expenses (184,921) (114.215)

Total operating expenscs (2.736,422) (2,181,095)




PROFIT FROM OPERATING ACTIVITIES

Exchange losses, net

Finance costs

Interest income

Share of profits of jointly-controlled entities

PROFIT BEFORE TAX

Tax

NET PROFIT

Attnibutable to:
Equity holders of the Company
Minority interests

EARNINGS PER SHARE-basic

Six months ended 30 June

2007 2006
{(unaudited) (unaudited)
Notes RMB’000 RMB 000
1,520,667 691,281
(32,000) (12,800)
(8,394) (13,623)
10,058 8,580
47,824 56,575
1,538,155 730,013
4 (442,605) (59,734}
1,095,550 670,279
1,095,550 670,205
- 74
1,095,550 670,279
5 27.42 cents 16.78 cents




INTERIM CONDENSED CONSOLIDATED BALANCE SHEET
30 June 2007

Nores

NON-CURRENT ASSETS
Property, plant and equipment
Intcrests tn jointly-controlled entities

Total non-current assets

CURRENT ASSETS

Inventories

Prepayments, deposits and other receivables
Accounts receivable

Due from the ultimate holding company
Due from other CNOOC group companies
Available-for-sale financial assets

Pledged time deposits

Cash and cash equivalents

Total current assets

CURRENT LIABILITIES

Tradc payables and other payables

Short term debentures 6
Salary and bonus payables 7
Tax payable

Current portion of long term bank loans

Due to the ultimate holding company

Due to other CNOOC group companics

Total current liabilities
NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

NON-CURRENT LIABILITIES

Long-term bonds g
Deferred tax habilities

Interest-bearing bank borrowings

Long term payable to the ultimate holding company

Total non-current liabilities

NET ASSETS

EQUITY

Equity attributable to equity holders of the Company

Issucd capital '

Rescrves

Proposed final dividends 9

TOTAL EQUITY

30 June 200731 December 2006

{(unaudited) (unaudited)
RMB’000 RMB 000
9,325,277 8,876,894

454,292 433 496
9,779,569 9,310,390
355,911 293,160
175,767 81,730
1,547,903 987,099
52,999 33,419
6,357 17,455
300,000 75,008
11,815 22,466
1,823,342 2,309,443
4,274,094 3.819.780
1,018,989 1.830.808
- 997.417
262,140 237.636
341,276 54,150
206,000 -
206,248 217,090
29,359 25,769
2,058,012 3,362,870
2,216,082 456,910
11,995,651 9,767,300
1,500,000 -
274,731 348,756
744,000 600.000

- 200,000
2,518,731 1,148,756
9,476,920 8,618,544
3,995,320 3,995,320
5,481,600 4,383,505
- 239.719
9,476,920 8.618,544




NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

30 June 2007

(Al amounts expressed in Renminbi, except for number of shares and unless otherwise stated)

CORPORATE INFORMATION AND PRINCIPAL ACTIVITIES

The registered office of China Otlfield Services Limited (the “Company™) is located at 3-1516 Hebei Road. Haiyang

New and Hi-Tech Development Zone, Tanggu, Tianjin 300451, the People’s Republic of China (the “PRC™).

The Group principally engages in the provision of oilfield services including drilling services, well services. marine

support and transportation services, and geophysical services.

In the opinion of the directors, the ultimate holding company is China National Offshore Qi Corporation (“CNOOC™, a

company established in the PRC.

As at 30 June 2007, particulars of the principal subsidiaries are as follows:

Name of entity

COSL America Ing.

China Oilfield Services (BV1)
Limited

COSL Chemicals (Tianyin). Lid.

{formerly known as Fianjin Yinlong
Petro-Chemival Company Ltd.)

COSL tLabuan) Company Limited

COSL Services Seutheast Asip
(BVEH Limited

COSL (Australizy Py Lid,

Place and date of

incorperation/

establishment and

operations

United Siates
of America
2 November 1994

British Virgin
[slands
19 March 2003

Tianjin, PRC
7 September 1993

Malaysia
LE April 2003

British Virpin
Islands
29 May 2003

Avstralia
11 January 2000

Percentage of
cquity directly
findirectly
attributable to
the Group

JO0%

160%

106% (b}

100%

1%

100%

Nominal value of
issued and paid
up capital

US$100.000

Uss]

RMB4.639,326

LiS§1

Uss|

AST0.080

Principal
activities

Sale of logging
equipment

investment

holding

Provision of
drilling fluids
Services

Provision of
drilling services
i Indonesia

Investment

holding

Provision of
drilling services
m Australia




(a) The above table lists the principal subsidiaries of the Company, which, in the opinion of the directors, principally

affected the results for the period or formed a substaniial portion of the net assets of the Group.

(b} The Group made an additional capital injection of RMB 2,527 968 into Tianjin Jinlong Petro-Chemical Company
Lid. {“Tianjin Jinlong™), the jointly-controlled entity of the Group, on 16 March 2006. After the additional capital

injection to Tianjin Jinlong, the percentage of the equity interest directly attributable to the Group increased from
50% to 70%. On 8 December 2006, the Group acquired the other 30% equity interest in Tianjin Jinlong at RMB
2,332,900 in cash, and the company became a wholiy-owned subsidiary. On 11 May 2007, the company was re-
named to COSL Chemicals (Tianjin), Ltd.

As at 30 June 2007, particulars of the joinly-controlled entities are as follows:

Name of entity

China-France Bohai
Geoservices Co., Ltd.
{"China-France™}

China Nanhai-Magcobar Mud
Corporation Ltd.
{"Magcabar”)

CNOOC-OTIS Well
Completion Services Ltd.
(“CNOOC -OTIS™)

China Petrofeum Logging-
Atlas Cooperation Service
Company (“Logging -
Atlas™)

China Offshere Fugro Geo
Solutiens (Tianjin)
Company Ltd. (“Fugro™}

PT Tritunggal Sinergi
Company
Lid. ("PTTS™)

[zastern Marme Services Lid.
t*Eastern Marine™)

COSL-Expro Testing
Services (Tianjin) Company
Ltd. ("COSL-Expro™)

Atlantis Deepwater Orient
Lid. ("Atlantis Deepwater™;

Place and date

of incorporation/
establishment and
operations

Tianjin, PRC
30 November 1983

Shenzhen. PRC
25 October 1984

Tianjin, PRC
14 April 1993

Shenzhen, PRC
10 May 1984

Shenzhen, PRC
24 August 1933

Indenesia
31 December 2004

Heng Kong
10 March 2006

Tianjin, PRC
28 February 2047

Hong Keng
28 August 2006
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Percentage
of equity
directly/

indirectly
attributable
to the Group

50%(a)

60%(b)

50%

0%

LN
=
2
p

55%(by

51%

(b} and {c}

S0%ia)

$0%1 )

Nominal value of
issued and
paid up capital

1US3$6,650.000

LiS51.250.000

US32.000.000

US$2.000.000

USSH720.000

US$§700.000

HKS1.000.000

LISS5.000.006)

HKSE.000

Principal activities

Provision of
mud logging services

Provision of
drilling fluids
services

Proviston of
well completion
services

Provision of
lopging services

Provision of
geophysical services

Provision of
oilfields
mainlenance
services

Provision of marine
supports and
transportation
services

Provision of well
testing services

Provision of artificial
buoyant seabed
unit services




(a) COSL-Expro was spinned off from China-France on 6 February 2007,

{b) In the opinion of the directors, the Company docs not have control over Magcobar’s, PTTS’s and Eastern Marine’s
financial and operating decisions, and accordingly. the financial statements of Magcobar, PTTS and Eastern
Marine have not been incorporated into the Group’s consolidated financial statements as subsidiaries. The financial
statements of Magcobar, PTTS and Eastern Marine have been dealt with in the Group’s consolidated financial

statements under the equity accounting method,

(c) Eastern Marine was established by the Group and Trico Marine Service, Inc. (“Trico™) in June 2006 to develop
international marine support and transportation services. The Group made a capital contribution of U$$20.9 million

in cash to Eastern Marine in exchange for its 51% interest in Eastern Marine.

(d} Atlantis Deepwater was established by Atlantis Deepwater Technology Holding AS to provide artificial buoyant
scabed (“"ABS”) units and other associated services. On § June 2007, Atlantis Deepwater became a jointly-
controlled entity of the Group when the Group contributed US$6.27 mitlion in return for a 50% equity interest in
Atlantis Deepwater.

BASIS OF PREPARATION AND ACCOUNTING POLICIES
Basis of preparation

The interim condensed consolidated financial statements for the six months ended 30 June 2007 have been prepared in

accordance with Hong Kong Accounting Standard 34 “Interim Financial Reporting”.

The intenim condensed consolidated financial statements do not include all the information and disclosures required in
the annual financial statemenis, and should be read in conjunction with the Groups annual financial statements as at 31
December 2006,

Significant accounting policies

The accounting policies adopied in the preparation of the interim condensed cunselidated financial statements are
consistent with thosc followed in the preparation of the Group’s annual Tinancial statements for the vear ended 31
December 2006, except for the adoption of the following new changes and amendiments mandatory for annual periods
beginning on or after 1 Janvary 2007:

HKAS I Amendment Capital Disclosures

HKFRS 7 Financial Instruments: Disclosures

HK (JFRIC)-Int § Scope of HKFRS 2

HK (IFRIC)-Int 9 Reassessment of Embedded Derivatives

HK (1FRIC)-Int 10 Interim Financial Reporting and Impairment

The adoption of these new changes and amendments did not affect the Group results of operation er financial position.

During the period, the Company has adopted a Share Appreciation Rights Plan (*SAR Plan™) for the purpose of
providing incentives and rewards to qualifying senior officers, whereby the semior officers will become entitled to a
future cash payment, based on the increase in the Company’s share price from a specified level over a specified period of
time. The Company recognises the SAR Plan as a cash-settled share-based payment transaction.

The cost of cash-settled share-based payment is measured by reference to the fair value by using a Black-Scholes model.
The share appreciation rights. 1ogether with a corresponding hability are recognised when the services are received
during the period. Until the liability settted or the wnexercised rights hanve lapsed, the fair value of the hability is
remeasured using the Black-Scholes model at each reporting date and at the date of settfement. with any changes in fair

value recognised in profit or loss for the penad.
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SEGMENT INFORMATION

The Group engages in a broad range of petroleum-related activities through its four major business segments: drilting
services, well services, marine support and transporiation services, and geophysical services. Revenue, which is also
the Group’s turnover, represents the net invoiced value of offshore oilficld services rendered, net of sales surtaxes. All
significant intragroup transactions have been eliminated on consolidation.

The Group’s operating businesses are structured and managed separately, according to the nature of their operations
and the services they provide. Each of the Group’s business segments represents a strategic business unit that provides
services which are subject to risks and returss that are different from those of other business segments, Summary details
of the business segments are as follows:

{a) the drilling services segment engages in the provision of oilfield drilling services and well workovers;

(b) the well services segment engages in the provision of logging and downhole services, such as drilling fluids,
directional drilling, cementing and well completion:

(¢)  the marine support and transportation segment engages in the transportation of materials, supplies and personne! to
offshore facilities, the moving and positioning of drilling structures and the transportation of crude oil and refined
products: and

(d) the geophysical segment engages in the provision of offshore scismic data collection, marine surveving and data
Processing seevices.,




Business Segments

The following tables present the revenue and profit information for the Group’s business scgments for the six months

ended 30 June 2007 and 2606:

Six months ended
30 June 2007 (vnaudited)

Revenue
Sales (including interscgment)
Less: Interscgment sales

Total sales to external customers

Results

Segment results

Six months ended
30 June 2006 (unaudited)

Revenue
Sales {including intersegment)

Less: Interscgment sales

Total sales to external cusiomers

Results

Segment results

Marine support and

transportation Geophysical
Prilling services Well services services services Total
RMB 000 RMB 000 RMB 000 RMB'000 RMB 000
2,193,578 $63.349 641,325 172512 4,470,824
144,359 29,693 28,407 13,741 216,180
2,049,239 §33,656 612,918 758,831 4,254,644
859,287 357 173,228 374.581 1,320,667

Marine support and

Iransportation Geophysical
Drilling services Well services services services Total
RMB 0 RME 000 RMB 000 RMB 000 RMB N0V
F443,092 612,123 504616 412,527 2.982.358
78.659 15,434 14.737 9,989 118819
1304,433 606,689 489,879 402.538% 1863.539
434,141 70.905 110,370 69,805 691.281




TAX

The Group is subject to income tax on an entity basis on the profit arising in or derived from the tax jurisdictions in
which members of the Group are domiciled and operate. The Group is not liable for income tax in Hong Kong as it does
not have assessable income currently sourced from Hong Kong.

In accordance with the relevant tax laws in the PRC, the Company and its subsidiary incorporated in PRC is subject to
enterprise income tax at the rate of 33%.

During the 5th Session of the 10th National People’s Congress, which was concluded on 16 March 2007, the PRC
Corporate Income Tax Law (“the New Corporate Income Tax Law™) was approved and will become effective on 1
January 2008. The New Corporate Income Tax Law introduces a wide range of changes which include, but are not
limited to, the unification of the income tax rate for domestic-invested and foreign-invested enterprises at 25%. As a
result of the tax rate change, the Company estimates that the change in the corporate income tax rate had the following
impact on the results and financial position of the Group for the six months ended 30 June 2007:

RMB 000
(unaudited)

Decrease in income tax expense 85,631
Decrease i deferred tax assets 13,122
Decrease in deferred 1ax ltability 98,753

At the date of approval of the interim condensed consolidated financial statements, detailed implementation and
administrative requirements relating to the New Corporate Income Tax Law have yet to be announced. These detailed
requirements include regulations concerning the compulation of taxable income, as well as special preferential tax
treatments and their related transitional provisions. The Group will further evaluate the impact on its operating results
and financial positions of future periods as more detailed requirements are issued.

As at 30 June 2007, the Company had applied for advanced technology enterprise tax benefit in respect of the financial
year ¢nded 31 December 2006 and the outcome has not been ascertained. The eligibility for such tax rate reduction in
future 1s conditional upon the fulfilment of certazin conditions on an annual basis as stipulated in the relevant tax rules,
which include a minimum proportion of sales of advanced technology services 1o total sales and a minimum proportion
of research and development expenses to each of total expenses and total revenues under the PRC accounling principles,

respectively.
As a reduction in the enterprise income fax rate from 33% to 15% for the period under review cannot be ascertained at
the date of this report, management considers that it is appropriate to use 33% 1o accrue for the income tax Habilities of

the Company tor the six months ended 30 June 2007,

The Company’s principal subsidiary incorporated in Malaysia, COSL. (Labuan) Company Limited, is subject to a deemed
profit withholding tax of 6% based on ifs gross service income generated from dritiing activities in Indonesia.

The Company’s subsidiary incorporated in Australin, COSL (Australia) Pty Ltd, is subject to tax of 33% based on its
taxable profit generated from drilling activities in Australia.

The Group’s drilling and well service operations in Myanmar are subject to withholding tax of 3% based on its gross
service income penerated from its drilling activities in Myanmar.
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An analysis of the Group's provision for tax is as follows:

Hong Kong profits tax
Overseas income tax:
Current income tax
Deferred income tax
PRC corporate income tax:
Current income tax
Tax refund received as an advanced technology enterprise
Tax benefit for qualifying rescarch and development expense
Deferred income tax
— change in PRC statutory 1ax rate

— movement during the period

Six months ended 30 June

2007 2006
(nnaudited) {unaudited}
RAMB 000 RMRB 000
33,957 19,322
493,019 256,899
- (175.991)
(10,346) (8.8351)
(85,631) -
11,606 {31,645
142,605 59,734

A reconcthation of the tax expense applicable 10 profit before tax using the statutory rate for Mainland China where the

Company and its jointiy-controlled entitics are domiciled to the tax expense at the effective tax rate and a reconciliation

of the applicable rate (i.e. the statutory tax rate) to the effective tax rate is as follows:

Profit before tax

Tax a1 the statutory tax rate ot 33% (20006 33%)

Profits and losses attributable to jointly-controlied entities
Etfcet of different tax rate for overseas subsidiaries

Tax refund as an advanced technology enterprise

Tax benefit for qualifying research and development expense
Change in PRC statutory tax rate

Expenses not deductible for tax and others

Total tax charge at the Group’s effective rate

Six months ended 30 June

2007 2006
{unaudited) (unaudited)

RMB 000 Yo RMB 000 %

1,538,155 730,013
507,591 33.0 240,904 33.0
(15,782) (1.0) (18,670) (2.6)
33,417 2.2 22,233 30
- - (175,991) (24.h
(10,346) (0.7) (8,851 (1.2}
(85,631) (5.6) -~ -
13,356 0.9 109 -
442,605 28.8 59,734 8.2




EARNINGS PER SHARE

The calculation of basic earnings per share is based on the profit attributable to equity holders of the Company
for the six months ended 30 June 2007 of approximately RMB1,095,550,000 (six months ended 30 June 2006:
RMB670,279,000) and the 3,995.320,000 (six months ended 30 June 2006: 3,995,320,000) shares in issue during the
period.

Diluted earnings per share for the six months ended 30 June 2007 and 2006 have not been calculated because no dituting
events existed during these periods.

SHORT TERM DPEBENTURES

This amount represented the short term debentures issued by the Group in February 2006, with total face value of RMBI
billion at maturity, resulting in net proceeds of RMB965 mithion for working capital purposes.

The debentures were unsecured and had a term of one year. The coupon interest rate for the short term debentures
was 3.1% per annum, and the interest was paid upfront. The balance as a1t 31 December 2006 was RMB997,417.000,
including interest accrued from the issue date to 31 December 20086,

The principal and interest were repaid in full in February 2007.
SHARE APPRECIATION RIGHTS PLAN

On 22 November 2006, the share appreciation rights plan for senior officers (“SAR Plan™) was approved by the
shareholders in an Extraordinary General Meeting. A total of 5 million share appreciation rights with an exercise price
of HK$4.09 per share were awarded under the SAR Plan te seven senior officers, including the chief executives officer
(president}, three executive vice presidents and three vice presidents. The share appreciation rights will become vested
upon completion of two years service pertod. and the senior officers can exercise their rights in four equal batches in year
3. 4, 5 and 6 from the approval of the SAR Plan.

The SAR Plan further provides that if the gain from exercising the share appreciation rights exceeds HKS0.99 per share
m any one year, the excess gain should be calculated using the following percentages:

1Y between HK$0.99 to HKS1.50, at 50%:

2)  between HKS1.51 to HKS2.00, at 30%;

3) between HK$2.01 to HKS3.00, at 20%; and
4)  HKS3.01 or above. at 15%.

The grant of the share appreciation rights was completed and effective on 6 June 2007 when all the entitled senior
officers have agreed and signed individual performance contracts with the Company.

As at 30 June 2007, the fair value of the share appreciation rights granted was measured at HKS$1.77 per share. The fair
value of the right is calculated vsing the Black-Scholes model with the following assumptions: expected dividend yield
of 1.11%. expected life of two years, expected volatility of 47.25% and risk-free interest rate of 4.00%. The fair value
ts expensed over the period until vesting with recognition of a carresponding liability. The liability is measured at each

balance sheet date up 10 and ineluding the seitlement date with changes in fair value recognised in profit or loss.

The amortisation of share appreciation rights hability amounted to approximately RMB 2.1 million for the period ended
30 Junc 2007 was recorded in salary and bonus payable and general and administrative expenses.

The assumptions on which the valuation model is based represent the subjective estimation of the directors.
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8. LONG-TERM BONDS

On 18 May 2007, the Group completed the issuance of a 15 years corporate bond amounting to RMBJ.5 billion with a
fixed coupon rate of 4.48% per annum. The interest is payable on 14 May every year, and the maturity date is 14 May
2022.

9. DIVIDENDS

Pursuant to the articles of association of the Company, the net profit after tax of the Company for the purpose of profit
distribution is deemed to be the lesser of (i) the net profit determined in accordance with the PRC accounting principles
and financial regulations; and (i1) the net profit determined in accordance with Hong Kong Financial Reporting

Standards.

The board of directors of the Company did not recommend the payment of interim dividend Tor the six months ended 30
June 2007 (six months ended 30 June 2006: Nil),

BUSINESS REVIEW
DRILLING BUSINESS SEGMENT:

in the first half of 2007, the turnover of drilling business was RMB2,049.2 mllion, an increase of
RMB684.8 million or 50.2% compared to RMBI1,364.4 million over the same period last vear. The
increase was mainly attributable to the increase in average day rate for drilling rigs and operation.

The coastal oil and natural gas exploration and production business of China remained robust, which
resulted in excess demand for the drilling rig. As of 30 June 2007, we operated a total of 15 dnlling rigs
(including 1 leased rig). Of these rigs, 8 were located in the Bohal Bay, China, 5 were located in the
South China Sea, ] was located in offshore Indonesia and 1 in offshore Australia.

in the first halt of the year, average day ratc for our rigs was US$82,836/day (calculated according to the
exchange rate of USS1 to RMB7.6155 as at 29 June 2007), which was a 34.4% increase from US$61,653/
day of the same period last vear. Of the increase, the average day rate for jack-up rigs was US$68.235/
day, which was a 37.4% increase from US$49,663/day of the same period last year. Average day rate for
semi-submersible rigs was US$141,746/day, up by 29.2% from US$109,723/day of the same pertod last
year.

The increase in operation was the other key factor for the increase in turnover of dnlling service. In the
first half of 2007, our drilhing rigs operated a total of 362 and 2,296 days for overseas and China markets
respectively. These added up to a total of 2,658 operating days, up by 434 days compared to 2,224 days
over the same period last year, Of which, jack-up rigs contributed 350 days to the increase. The increasc
was mainly due to the commencement of operation of China’s first 400-feet cantilever jack-up rig
{COSL941) on 25 June 2006 which contributed 176 operating days te the increase, and reduced 174 days
of maintenance. Semi-submersible rigs had 84 more operating days, which was mainly due to a decreasc
of 84 maintenance days compared to the corresponding period last vear. In the first half of 2007, the




average calendar day utilization rate reached 97.9%, an increase of 10.3% compared to the same period
last year. Utilization rates for jack-up rigs and semi-submersible rigs were 98.1% and 97.2% respectively.
The available day utilization rate of both jack-up rigs and sensm-submersible rigs reached 100%, same as
that over the same period last year.

In addition, in the first half of the year, three out of our four module rigs servicing Pemex, an oil and
gas company in Mexico, had commenced operation in offshore Mexico. Currently, the project is in good
progress.

Furthermore, we achieved more outstanding development in well workover in the first half of 2007. We
completed well workover operation of 7,610 team days, up by 24.5% from 6,112 team days of the same
period last year. The increase mainly came from the expansion of business in China.

With respect to our integrated services, in the first half of 2007, we provided integrated project
management such as dnlling, and well workover to selected customers. A total of 3 integrated project
management contracts were executed, realizing contract income of RMB263.0 million, a decrease of
RMB117.6 million compared to RMB380.6 million over the same period last year.

WELL SERVICES BUSINESS SEGMENT:

In the first half of 2007, turnover of well services was RMB833.7 million, an increase of RMB227.0
million or 37.4% compared to RMB606.7 million over the same period last year. The increase was mainly
due to the increase of exploration conducied by oil compantes, which increased the demand for well
SErVICes.

In the first half of 2007, in addition to providing logging, drilling fluids, directional drilling. cementing
and well completion, we actively explored overseas market and made new breakthrough in overseas
markets for its oilficld technology business scgment. In February 2007, we entered into a Papua New
Guinea LIHIR cementing operating contract with PNOC-EDC (the Philippines National Petroleum
Company), which has a term of 2 years, involving a total of 20 wells.

LOGGING

In the first half of 2007, 462 logging trips were completed, an increase of 112 trips, or 32.0%. from 350
trips over the same period last year. Turnover from logging services amounted to RMB177.1 million,
an incrcase of RMB42.6 million, or 31.7% from RMB134.5 million over the same period last year. The
increase in turnover from logging business was mainly attributable to the increase of logging operation.

DRILLING FLUIDS

In the first half of 2007, dnilling fluids services for a total of 139 wells was offered, down by 30 wells
from the 169 wells over the same period last ycar. Turnover from drilling fluids services amounted to
RMBI77.]1 million. an increase of RMB57.1 million, or 47.6% from RMB120.0 million over the same
period last year. The increase was mainly derived from the application of high technology material and

increase of service cost.




DIRECTIONAL DRILLING

In the first half of 2007, directional drilling services were performed on 248 wells, an increasc of
147 wells from 101 wells over the same period last year. Turnover from directional drilling services
was RMB161.6 million, an increase of RMB27.1 million, or 20.1% from RMBI134.5 million over the
same period last year. The increase was mainly due to the return of NH2 operating in the PRC and
commencement of COSL941.

CEMENTING

In the first half of 2007, cementing services on a total of 238 wells were completed, 103 wells more than
the 135 wells were completed over the same period last year. Turnover from cementing totaled RMB167.8
million, an increase of RMB26.6 million, or 18.8% from RMB141.2 million in the same period last year.
The increase in turnover from cementing business was mainly attributable to the increase of operation in
China and commencement of operation in overseas Papua New Guinea.

WELL COMPLETION AND OTHER WELL SERVICES

In the first half of 2007, turnover from well completion and other oilfield technology services was
RMBI150.1 million, an increase of RMB73.6 million or 96.2% compared to RMB76.5 million over the
same period last year. The increase was mainly due to the development of well completion business.

MARINE SUPPORT AND TRANSPORTATION SERVICES BUSINESS SEGMENT:

In the first half of 2007, turnover of marine support and transportation was RMB612.9 million. an
increase of 123.0 million or 25.1% from RMB489.9 million over the same period last year. The increase
in turnover was mainly duc to the increase of service cost of marine support and transportation services
and the commencement of operation of new supporting vessels COSL671 and COSLoO72.

As of the first half of 2007, the Company owned 70 supporting vessel of which 2 were new, 5 oil tankers,
4 chemical tankers of which 3 were new. Average day rate for our rigs was US$1.24/kw day, which was a
34.8% increase over the same period last year.

In the first half of 2007, we had operated for 11,925 days, an increase of 2.5% compared to 11,632 days
over the same period last year. The available day utilization rate was 99.5%. an increase of 1.1% over the
same period last year. The average calendar day utilization rate was 94.3%, same as that over the same
period last vear.

In the first half of 2007, gross transportation volume of oil tankers was 495391 tons, a 33.1% decrcasc
from 740.910 tons over the same period last year, which was mainly duce to decrcase of market demand.

In the first half of 2007, gross transportation volume of chemical tankers was 381,270 tons, an ncrease
of 161.920 tons or 73.8% comparcd to 219,350 tons over the same period last year, which was mainly duc
to the enormous demand of chemicals transportation market.




GEOPHYSICAL BUSINESS SEGMENT:

In the first half of 2007, turnover of geophysical service reached RMB758.8 million, an increase of
RMB356.3 million or 88.5% compared to RMB402.5 million over the same period last year. The increase
in turnover was mainly due to market expansion and increase in operation.

SEISMIC SERVICES

In the first half of 2007, the Company owned a total of 7 seismic vessels and 4 geotech survey vessels.
Under favourable market atmosphere, our geophysical business achieved outstanding results.

With COSL718, a 6-streamer seismic vessel, officially commenced operation and the renovated Binhai
512, 3D seismic data collection operations increased substantially in the first half of 2007 to a coverage
of 5,691 sq. kilometers, representing an increase of 62.9% compared to 3,494 sp. kilometers over
the same penod last year. The collection volume of 2D seismic data was 22,912 kilometers, down by
24.2% compared to 30,229 kilometers over the same peried last year, which was mainly because some
vessels switched operation 10 3D seismic data collection. 2D seismic data processing volume was 6,157
kilometers, an increase of 102.9% compared to 3,035 kilometers over the same period last year. 3D
seismic data processing volume was 2,637 sq. kilometers, an increase of 103.5% compared to 1,296
kilometers over the same period last year.

SURVEYING SERVICES

In the first half of 2007, turnover from surveying services totaled RMB106.3 million, an increase of
RMB35.4 million or 49.9% million compared to RMB70.9 million over the same period last year. The
increase was matnly attributable to increase in operation.

FINANCIAL REVIEW
TURNOVER

The turnover of the Company for the first half of 2007 was RMB4,254.6 million, an increase of
RMBI1,391.1 million or 48.6% compared to RMB2,863.5 million over the same period last year. The
increase was mainly due to cffective operation of new equipment, development of overseas market and
benefited from the increase in scrvices price.

Operating income of each business segment Unit: RMB million
Item As of As of
30 June 2007 30 June 20006 Change
(%)
Drilling services 2,049.2 1,364 .4 50.2
Well Services 833.7 606.7 374
Marine support and transportation services 612.9 4899 251
Geophysical services 758.8 402.5 88.5
Total 4,254.6 2.863.5 48.6




OPERATING EXPENSES

In the first half of 2007, growth in costs was lower than that of turnover due to the effective cost control
by the Company. We recorded total operating expenses of RMB2,736.4 million in the first half of 2007,
representing an increase of RMB555.3 million or 25.5% from RMB2,181.1 million in the same period
last year,

Operating Expenses of Each Segment Unit: RMB Million
Item As of As of

30 June 2007 30 June 2006 Change

(*)

Drilling Services 1,190.2 930.4 279

Well Services 720.4 538.1 33.9

Marine Support and Transportation 440.3 379.6 16.0

Geophysical Services 385.5 333.0 15.8

Total 2,736.4 2,181.1 25.5

The increase in operating expenses was mainly attributable to higher depreciation expenses, staff cost.
consumption of materials and other services, sub-contracting expenses, leasing cxpenses and other
operating expenses as a result of using new equipment and the increase in business volume. Of the
increase, depreciation charges were RMB504.6 million, representing an increase of 17.1% over the
same period last year. The increase mainly came from the new module rigs in Mexico, COSL941, the
renovation of Binhai 512, COSL 718 and the purchasc of new equipments. Labour costs amounted to
RMB566.9 million, representing an increase of 16.5%. The increase was resulted from additional staff
in facilitating the functioning of new facilitics and cxpansion into overseas markets. Consumption of
matcrials and other services amounted to RMB1,036.7 million, representing an increase of 35.2%,
mainly due to the increase in the workload resulting in the corresponding increase in the consumption
of materials and other services, as well as the rise of material prices. Sub-contracting expenses reached
RMB133.2 million, representing an increase of 45.1%, mainly due to the inability of existing high-end
cquipments to meet the operational needs amid the increase in business volume. Leasing expenses were
RMB179.7 million, representing an increase of 36.3%, mainly due to the increase in the leasing days
of drilling rigs and seismic data collection standby vesscls to meet operational needs, as well as the risc
of the leasing prices. Other operating expenses were RMBI184.9 million, representing a rise of 61.9%,
mainly due to the increases in travel expenses and related expenses of overscas markets amid the business
development of the Company.
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OPERATING EXPENSES FROM THE DRILLING SEGMENT

In the first half of 2007, the operating expenses from the drilling services were RMB1,190.2 million,
representing an increase of RMB259.8 million or 27.9% from RMB930.4 million over the same period
last year. The increase was mainly atirtbutable to higher depreciation expenses, staff cost, consumption of
materials and other services, leasing expenses and other operating expenses. Of the increase, depreciation
charges were RMB238.3 million, representing a rise of 26.1%. The increase mainly came from the new
drilling vessel COSL941 and the module rigs in Mexico. Labour costs amounted to RMB256.9 million,
representing an increase of 16.1%. The increase arose from additional staff to factlitate the functioning of
new facilities. Consumption of materials and other services amounted to RMB455.3 million, representing
an increase of 50.4%, mainly due to the increase in the workload and the rise of material prices. Leasing
expenses were RMB77.7 million, representing an increase of 30.8%, mainly due to a rise in lease
expense for the leased drilling vessels. Other operating expenses were RMBI101.0 million, representing
an increase of RMB48.5 million or 92.3%, mainly due to the increases in travel expenses and related
expenses of overseas markets amid the business development.

OPERATING EXPENSES FROM THE WELL SERVICES SEGMENT

In the first half of 2007, the operating expenses from the oilfield technology services were RMB720.4
million, representing an increase of RMB182.3 million or 33.9% from RMB538.1 million in the first
half of 2006. The increase was mainly attributable to higher depreciation expensces, staff cost, repairing
costs, consumption of materials and other services, leasing expenses and other operating expenses. Of
the increase, depreciation charges were RMBI101.5 million, representing a rise of 34.3%, mainly due
to the increase in depreciation charges resulting from the purchase of logging. well completion and
ccmenting equipments. Labour costs amounted to RMB108.4 million, representing an increase of 24.0%.
The increase arose from additional staff amid the increase in workload. Repairing costs amounted to
RMB7.8 million, representing an increase of 137.6%, mainly due to the decrcase in repairs for the
same period last year according to the repairing schedule. Consumption of materials and other services
amounted to RMB315.3 million, representing an increase of 27.0%, mainly due to the increase in the
workload resulting in the rise of material prices. Sub-contracting expenses reached RMB108.0 million,
representing an increase of 61.7%, mainly due to the inability of existing high-end equipments to meet
the operational needs and the increase in workload. Other operating expenses were RMB48.0 million,
representing an increase of 83.0%, mainly due to the disposals of certain idle assets and the increases in
travel expenses and related expenses of overseas markets resulted from the need of business development.

OPERATING EXPENSES FROM THE MARINE SUPPORT AND TRANSPORTATION
SEGMENT

In the first half of 2007, the operating expenses trom the marine support and transportation services were
RMB440.3 million, representing an increase of RMB60.7 million or 16.0% from RMB379.6 million
in same period last vear. The increasé was mainly attributable to higher repairing costs, consumption
of matenials and other services and leasing expenses compared with the same period last year. Of the
increase, repairing costs amounted to RMB30.4 million, representing an increase of 36.5%,. mainly due
to the increase in the repairing days in the first half of this year compared with the same period last




year according to the repairing schedule. Consumption of materials and other services amounted to
RMBI118.9 million, representing an increase of 47.5%, mainly due 1o the rise of material prices and the
increase m the repairing days. Lease expenses were RMB50.8 million, representing an increase of 65.4%,
mainly due to the increase in the number of leased chemical tankers to meet the demand in the chemical
transportation market.

OPERATING EXPENSES FROM THE GEOPHYSICAL SEGMENT

In the first half of 2007, the operating expenses from the geophysical service were RMB385.5 million,
representing an increase of RMB52.5 million or 15.8% from RMB333.0 million in the same period
last year. The increase was mainly attributable to higher depreciation expenses, staff cost, consumption
of materials and other services and leasing expenses compared with the same period last year. Of the
increase, depreciation charges were RMB68.7 million, representing a rise of 23.2% compared with the
same period last year. The increase mainly came from the modification of the seismic vessel COSL713
and Binhat 512, Labour costs amounted to RMB82.8 million, representing an increase of 24.8%
compared with the same period last year. The increase arose from additional staff to cater for the increase
in workload. Consumption of materials and other services amounted to RMB147.1 million, representing
an increase of 9.1% compared with the same period last year, mainly due to the increase in the operation
volumes resulting in the increase in the consumption of materials. Leasing expenses were RMB28.9
million, representing an increase of 46.2% compared with the same period last year, mainly due to the
increase in workload resulting in a rise in the lease expense for standby vessels and positioning vessels.

OPLRATING PROFIT

In the first half ot 2007, we achieved an operating profit of RMBI1,520.7 million, representing an
increase of RMB829.4 million or 120.0% compared to RMB691.3 million the same period last year. The
increase in operating profit was primarily attributable to the functioning of new cquipments for drilling
segment, marine support and transportation segment and the rise of prices, the enhancement of equipment
cfficiencies for geophysical segment, the increase in the domestic operation volumes of the oilfield
technology segment and the utilization of high quality materials. Of the increase, drilling segment
recorded an operating profit of RMB859.3 million, representing an increase of RMB425.2 million or
97.9% compared to RMB434.1 million the same period last ycar. Marine support and transportation
scgment recorded an operating profit of RMB173.2 million, representing an increase of RMB62.8 million
or 56.9% compared 1o RMB110.4 million the same period last year. Operating profit from oilfield
technology segment amounted to RMB113.6 million, representing an increase of RMB36.6 million or
47.6% compared to RMB77.0 million for the same period last year. Operating profit from geophysical
segment amounted to RMB374.6 million. representing an increase of RMB304.8 million or 436.6%
compared to RMBO69.8 million the samc period last vear.




FINANCIAL EXPENSES

In the first half of 2007, net financial expenses amounted to RMB30.3 million, representing an increase
of RMB12.5 million or 70.2% compared to RMB17.8 million over the same period last year. Major
reasons for the increase include an increase n the net loss of foreign exchange by RMB19.2 million.
However, interest expenses on loans decreased by RMB5.2 million as RMB22.0 million borrowing costs
have been capitalised in the addition of property, plant and equipment, and interest income increased by
RMBI.5 million. '

SHARE OF PROFIT FROM JOINT VENTURES

In the first half of 2007, our share of profit from joint ventures amounted to RMB47.8 million,
representing a decrease of RMB8.8 million or 15.5% compared to RMB56.6 million for the same period
last year. It was mainly due to the decrease in profit recorded by CNOOC-Otis Well Completion Services
Limited and China Nanhai-Magcobar Mud Corporation Limited in the period.

INCOME TAX

In the first half of 2007, tax expenses of the Company amounted to RMB442.6 million, representing an
increase of RMB382.9 million or 641.4% compared to RMBS59.7 million for the same period last year.
The main reason was that the Company recorded a tax credit for advanced technology enterprise under
the preferential tax treatment authorized by tax authority for the year 2005 which reduced income tax
cxpenses by RMB176.0 million in the first half of the 2006, and the Company had applied advanced
technology enterprise tax benefit in respect of the financial vear ended 31 December 2006, the outcome
has not been ascertained.

PROFIT AFTER TAX

In the first half of 2007, our profit after tax was RMB1,095.6 million, representing an increase of
RMB425.3 million or 63.4% compared to RMB670.3 million for the same period last year.

CASH FLOW

Our cash and cash equivalent were RMB2,192.3 million at the beginning of 2007. Net cash inflow from
operations for the period was RMB895.9 million. Net cash outflow regarding investment activities was
RMB1,943.1 million and net cash inflow from financing activities was RMB382.5 million. Cash outflow
from exchange rate movement was RMB19.0 million, As at 30 June 2007, our cash and cash equivalent
were RMB1,508.5 million.




CAPITAL EXPENDITURE

Capital expenditure in-the first half of 2007 was RMB995.3 million. Among this, RMB516.3 million
wias spent on-drilling sector mainly for a 400-feet jack-up rig currently under construction and the
construction of the medule rigs in Mexico. RMBI187.2 million was spent on well services segment,
mainly for the purchasc of well facilities including well testing systems and well cementing facilities.
RMB98.6 million was spent on marine support and transportation segment, mainly used to purchase
chemical tankers and uulity vessels. RMB193.2 million was spent on geophysical segment, mainly for
modifying 8-streamer geophysical vessels.

CASH INFLOW FROM FINANCING ACTIVITIES

In the first half of 2007, nct cash inflow from financing activities amounted to RMB382.5 million.
Sources of financing including the issue on 18 May 2007 of a dcbenture with a nominal interest rate of
4.48% and a total amount of RMB1,500.0 million and the borrowing on February 2007 of a strategic
loan with a total amount of RMB344.0 million from the Export-lmport Bank of China for purchasing and
construction the module rigs in Mexico. Cash outflows were mainly made up of repayment of amount due
to CNOOC, repayment of short-term loans and payment of dividends of RMB200 miilion, RMBI,150.0
million and RMB239.7 million respectively.

BUSINESS OUTLOOK

Looking forward, the global economy will probably continue its steady growth in the second half of
this year, while fast expanding economies such as China and India will maintain a faster growth rate.
At the same time, as the consumption of crude o1l keeps on nising in regions hke Asia Pacific and North
America, it is expected that international crude oil price will remain at a high level. Exploration and
development activitics in respect of oil and natural gas fields arc also expected to maintain its booming
trend.

With a promising environment, the uttlization rate of our heavy facilities such as drilling vessels, well
utility vesscls, transportation vesscls and geophysical vessels is expected to remain at a high level. The
Company will continue 10 adopt flexible operational strategy, deepen reforms, enhance management,
optimize the deployment of resources, improve its organisation structure and have its production
and operation activitics well arranged. The Company will also enhance the construction of its QHSE
management system, focus on energy saving, environmental protection, so as to establish a resource-
saving and environmentally-friendly enterprise. While maintaining our leading position in offshore
China, we will actively develop our overseas operation. At the same time, the Company will continue to
expand our equipment and input of technological research and development, accelerate the construction
of new equipment with emphasis on aspects like technological innovation to further improve our
opcerational effictency.

In the sccond half of 2007, the Company will continue to work hard, actively develop and even better
returns for our sharcholders.
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OTHER INFORMATION
AUDIT COMMITTEE

The audit committee comprises the three independent non-executive directors of the Company. The audit
committee has reviewed the accounting principles and practices adopted by the Group as well as the
internal control and financial reporting matters. The interim results for the six months ended 30 June
2007 have not been audited but have been reviewed by Ernst & Young in accordance with Hong Kong
Standard on Review Engagements 2410 “Review of Interim Financial Information Performed by the
Independent Auditor of the Entity”, issued by the Hong Kong Institute of Certified Public Accountants.
The unaudited interim financial report for the period ended 30 June 2007 has been reviewed by the audit
commiitee.

COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES

For the six months ended 30 June 2007, the Company has complied with the Code on Corporate
Governance Practices as stated in Appendix 14 of the Listing Rules, save for provision E.1.2.

Pursuant to provision E.1.2 of the Code on Corporate Governance Practices, the chairman of the
board should attend the annual general meeting of the Company. Mr. Fu Chengyu, the Chairman of
the Company, failed to attend the annual general meeting of the Company held on 6 June 2007 due to
an unexpected matter that required his immediate attention. According to the Articles of Association
of the Company, the Deputy Chairman of the Company shall preside the general meeting and act as
the Chairman of the meeting in the absence of Chairman. Therefore, Mr. Yuan Guangyu, the Deputy
Chairman of the Company, was elected the chairman of the above annual general meeting and presided
the meeting.

MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS OF LISTED ISSUERS
Upoen specific enquiry to each and every director by the Company, the directors have confirmed that they
have, for the six months ended 30 June 2007, complied with the Model Code for Securities Transactions
by Directors of Listed Issuers as set out in Appendix 10 of the Listing Rules.

PURCHASE, DISPOSAL AND REDEMPTION OF OUR LISTED SECURITIES

Neither the Company nor its subsidiaries have purchased, disposed of or redeemed any of the Company’s
listed securitics during the six months ended 30 June 2007.

MATERIAL LITIGATION AND ARBITRATION

The Group was not involved in any material litigation and arbitration during the six months ended 30
June 2007.




DISCLOSURE OF INFORMATION ON THE HKSE’S WEBSITE

All information required by paragraphs 46(1) to 46(6) of Appendix16 of the Listing Rules will be
published on the HKSE’s website (http://www.hkex.com.bk) and our website (http://www.cosl.com.cn) in
due course.

By order of the Board
China Oilfield Services Limited
Chen Weidong
Company Secretary

28 August 2007

As at the date of this announcement. the executive directors of the Company are Messrs. Yuan Guangyu
and Li Yong, the non-executive directors of the Company are Messrs. Fu Chengyu and Wu Mengfei; and
the independent non-executive direciors of the Company are Messrs. Andrew Y. Yan, Gordon C.K. Kwong
and Simon X. Jiang.




COSL

hAaRERSERGHRLE
China Oilfield Services Limited
(Incorporated in the People’s Republic of China as a joint stock limited liability company)

(Stock Code: 2883)

RESIGNATION OF SUPERVISOR
AND
APPOINTMENT OF SUPERVISOR

The Board announces that Mr. Tang Daizhi will resign as supervisor of the Company with
effect from 26 July 2007 and Mr. Yang Jinghong has been appointed as supervisor of the
Company with effect from 26 July 2007.

RESIGNATION OF SUPERVISOR

The board of directors (the “Board’) of China Oilfield Services Limited (the “Company”)
announces that Mr. Tang Daizhi (B{Ci5264) (“Mr. Tang”) resigned as supervisor of the
Company with effect from 26 July 2007. Mr. Tang stated that he could no longer cope with the
duties of being a supervisor of the Company due to his busy personal work schedule.

Mr. Tang has confirmed that there is no disagreement in any aspects with the Company and
the Board confirmed that there are no matters that need to be brought to the attention of the
shareholders of the Company in relation to the resignation of Mr. Tang.

The Board would like to thank Mr. Tang for his contributions to the Company during his
tenure of services with the Company.

APPOINTMENT OF SUPERVISOR

The Board is pleased to announce that Mr. Yang Jinghong (F3#% 41564 ) (“Mr. Yang”) has
been appointed as supervisor of the Company with effect from 26 July 2007.

Mr. Yang, aged 43, holds a bachelor degree in enginecering from the Jianghan Petroleum
Institute (VL7 MEEEL). Mr. Yang is the General Manager of the Human Resources
Department of the Company. Mr. Yang joined China National Offshore Qil Corporation
in 1984 and was the Human Resources Development Manager of the Human Resources
Department of the Company and the Deputy General Manager of the Qilfield Technical
Services Division of the Company.

Mr. Yang has not held any directorship in any listed company in the last three years.




Mr. Yang does not have any rclationship with any director, senior management or substantial
or controlling shareholders of the Company. As at the date of this announcement, Mr. Yang
does not have any interest (within the meaning of Part XV of the Securities and Future
Ordinances) in the securities of the Company. Mr. Yang has not entered into a supervisor’s
service contract with the Company but is subject to rotation in accordance with the Articles
of Association of the Company. Mr. Yang will not receive any emolument in respect of his
appointment as a supervisor of the Company.

Mr. Yang has not been involved in any of the events under Rule 13.51(2)(h) to (v) of the
Listing Rules and there are no other matters in relation to the appointment of Mr. Yang as a
supervisor that need to be brought to the attention of the shareholders of the Company.

By order of the Board
China Qilfield Services Limited
Chen Weidong
Company Secretary

27 July 2007

As at the date of this announcement, the executive directors of the Company are Messrs. Yuan
Guangyu and Li Yong; the non-executive directors of the Company are Messrs. Fu Chengyu
and Wu Mengfei: and the independent non-executive directors of the Company are Messrs.
Andrew Y. Yan, Gordon C.K. Kwong and Simon X. Jiang.




COSL

FiSHERSKRGERAE
China Qilfield Services Limited

{Incorporated in the People's Republic of China as a joint stock limited liability company)
(Stock Code: 2883)

Announcement of COSL's Unaudited Operational Performance for the First Half of 2007

China Oilfield Services Limited (“COSL” or the “Company”) (stock code: 2883.hk) announced its
unaudited operational statistics for the six months ended on 30 June 2007.

Since the beginning of 2007, the offshore oil and natural gas exploration and development activities
in the PRC have been robust resulting in demand outpacing supply of drilling rigs services, hence the
Company’s drilling service attained favourable growth momentum. As at 30 June 2007, utilization rate
in terms of available days for the drilling rig of COSL reached 100%, maintaining the same level as the
first half of last year; utilization rate in terms of calendar days was 97.9%, an increase of 10.3% over that
of the corresponding period last year. In the first half of the year, the Company’s drilling rigs operated a
total of 2,658 days, an increase of 434 days or 19.5% over last year. Of which the operating days of jack-
up rigs increased by 350 days or 19.7% over the first half of last year. This is primarily attributable to the
commencement of operation of COSL 941(a newly-built 400-feet jack-up rig) in June last year, which
added up a total of 176 operating days for the first half of 2007, while the maintenance days of jack-up
rigs decreased by 174 days in the same period. The number of operating days of semi-submersible rigs
increased by 84 days or 18.9% over last year, mainly because the number of maintenance days decrcased
by 84 days.

During the period, the well workover business of COSL operated for 7,610 team days, an increase of
24.5% over the 6,112 team days in the first six months of 2006, mainly attributed to the establishment of
the new domestic well workover machines building business and a simultaneous increase in horizontal
drilling operation and platform adjustment well services.

In the first half of 2007, three of the four module rigs that COSL invested for Pemex, the Mexican
Oil Company, commenced operation in the waters of Mexico and charged on a day-rate. The project
progressed smoothly and was highly recognised by the client.

In the first half of 2007, COSL made new breakthrough in overseas markets for its well services
business. In February, COSL cntered into a Papua New Guinea LIHIR cementing operating contract with
PNOC-EDC(the Philippines National Petroleum Company). The project officially commenced operation
in June.

In the first half of 2007, operating datum of well services in respect of which COSL provided logging
and directional drilling were 462 and 248, increasing by 32.0% and 145.5% respectively over that of the
corresponding period last year. This is mainly attributable to the increase in directional well operation
due the return of NH2 operating in the PRC and commencement of COSL941. There were 238 cementing
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trips which increased by 76.3% principally as a result of expansion into the overseas market. 790 trips
of well completion were recorded, a growth of 20.4%, while drilling fluids services for 139 wells were
performed, a decrease of 17.8%. Despite the decrease of drilling fluids workload compared with that of
the same period last year, income from this segment increased due to the application of hi-tech materials
and increase in service price.

As at 30 June 2007, COSL operated a total of 70 supporting vessels, of which the new triple-purpose
supporting vessel COSL672 operated 132 days in aggregate in the first six months. With respect to the
marine support and transportation services, offshore utility vessels operated 11,925 days during the
period, an increase of 293 days or 2.5% over that of the same period last year. The average utilization rate
in terms of available days reached 99.5%, an increase of 1.1% over that of the corresponding penod last
year. The utilization rate in terms of calendar days was 94.3%, slightly down by 0.2%.

In respect of COSLs geophysical services, supported by the enormous demand for 3D seismic data
collection from the domestic market and with the formal operation of COSL718, the 6-streamer seismic
vessel and renovation of Binhai 512, 3D seismic data collection operations increased substantially over
the corresponding period of last year to a coverage of 5,691 sq. kilometers, representing an increase of
62.9%.2D seismic data of 22,912 kilometers were processed, down by 24.2% compared with that of the
same 2006 period, mainly becausc some vessels switched operation to 3D seismic data collection. In
terms of data processing services, COSL achieved promising performance for the first half of the year.
2D seismic data processing volume reached 6,157 kilometers, a 102.9% growth over the same period last
year. 3D seismic data processing volume reached 2,637 sq. kilometers, a 103.5% growth over the first
half of last year.

Operating Performance Overvicw:

As at As at
Drilling Activities 30 June 2007 30 June 2006 Change (%)
Operating Days (Days) 2,658 2,224 19.5%
Jack-up Rigs 2,130 1,780 19.7%
Semi-submersible Rigs 528 444 18.9%
ttilization Rate (Available Day) 100.0% 100.0% 0.0%
Jack-up Rigs 100.0% 100.0% 0.0%
Semi-submersible Rigs 100.0% 100.0% 0.0%
Utilization Rate (Calendar Day) 97.9% 87.6% 10.3%
Jack-up Rigs 98.1% 89.2% 8.9%
Semi-submersible Rigs 97.2% 81.8% 15.5%
Well Workover (Team « Day) 7,610 6,112 24.5%




As at As at

Well Services 30 June 2007 30 June 2006 Change (%)
Logging (no. of jobs) 462 350 32.0%
Drilling Fluids (no. of wells) 139 169 -17.8%
Directional Drilling (no. of jobs) 248 101 145.5%
Cementing (no. of wells) 238 135 76.3%
Well Completion (no. of jobs) 790 656 20.4%
Marine Support and As at As at

Transportation Services 30 June 2007 30 June 2006 Change (%)
Operating Days (Days) 11,925 11,632 2.5%
Standby vessels 6,524 6,570 -0.7%
AHTS vessels 3,535 3,199 10.5%
PSV vessels 1,058 1,071 -1.2%
Utility vessels 808 792 2.0%
Vessel Utilization Rate (Available Day) 99.5% 98.4% 1.1%
Standby vessels 100.0% 99.5% 0.5%
AHTS vessels 100.0% 98.0% 2.0%
PSV vessels 100.0% 99.8% 0.2%
Utility vessels 93.1% 89.9% 3.2%
Vessel Utilization Rate (Calendar Day) 94.3% 94.5% -0.2%
Standby vessels 94.9% 95.5% -0.6%
AHTS vessels 93.6% 93.0% 0.6%
PSV vessels 97.5% 98.6% -1.I%
Utility vessels 89.2% 87.5% 1.7%




As at As at

Geophysical Services 30 June 2007 30 June 2006 Change (%)
2D Seismie Data

Data Collection (km) 22,912 30,229 -24.2%
Data Processing (km) 6,157 3,035 102.9%
3D Seismic Data

Data Collection (km2) 5,691 3,494 62.9%
Data Processing (km2) 2,637 1,296 103.5%

23 July 2007
Beijing

By order of the Board
China Oilfield Services Limited
Chen Weidong
Company Secretary

As at the date of this announcement, the executive directors of the Company are Messrs. Yuan Guangyu

and Li Yong, the non-executive directors of the Company are Messrs. Fu Chengyu and Wu Mengfei; and

the independent non-executive directors of the Company are Messrs. Andrew Y. Yan, Gordon C.K. Kwong

and Simon X. Jiang.
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(Incorporated in the People's Republic of Chinu as a joint stock limited liability company)
(Stock Code: 2883)

RESULTS OF CLASS MEETINGS HELD ON 6 JUNE 2007

The Directors are pleased to announce that the special resolutions approving the A Share Issue was duly passed at the Class Meetings held on 6
June 2007. ‘

Reference is made to the circular (the “Circular”) of China Qilfield Services Limited (the “Company™) dated 20 April 2007. Unless the context
otherwise requires, capitalised terms used herein shall have the same meanings as those defined in the Circular.

The Dircctors are pleased to announce that the proposed A Share [ssue was duly passed by the respective holders of Domestic Shares and H Shares by
way of poll as special resolutions at the Class Meetings held on 6 June 2007.

Jun He Law Office was authorized by Computershare Hong Kong [nvestor Services Limited as the scrutineer and was responsible for the voting
counting,.

Results of the class meeting for holders of Domestic Shares

Details of the poll results in respect of the special resolution passed at the class meeting for holders of Domestic Shares are as follows:

. FOR AGAINST | Total number
SPECIAL RESOLUTION Votes {%) Yotes (%) of votes
To approve the allotment and issue of not more than 820,000,000 A Shares by way of placing | 2.460,468,000 0 2,460,468,0060
and/or public offering in the PRC in accordance with the terms and conditions as detailed in the (100%) (0%}

Circular and to authorize the board of directors of the Company (the “Board”) to determine and
deal with at its discretion and with full authority, matters relating to the A Share Issue (including
but not limited to the specific timing of the issue, exact number of A Shares to be issued, offering
mechanism, pricing mechanism, issue price, target subscribers and the number and proportion of
A Shares to be issued 1o each subscriber, the engagement of advisers and underwriters and the
granting of over-allotment option). and to autharize the Board at its discretion and with fuli
authority, to sign or cxecute all necessary documents and take ali other necessary actions to give
effect to the A Share Issue.

As at the date of the Class Mcetings, the Company had 2,460,468,000 Domestic Shares in issue. Sharcholders holding a total of 2,460,468,000 Domestic
Shares were entitled to vote for or against the resolution. There was no holder of Domestic Shares who was only entitled to vote against the resolution at
the class meeting for Domestic Shares.

Results of the class meeting for holders of H Shares

Details of the polt results in respect of the special resolution passed at the class meeting for holders of H Shares are as follows:

. FOR AGAINST | Total number
SPECIAL RESOLUTION Votes (%) Votes (%) of voles
To approve the allotment and issue of not more than 820,000,000 A Sharcs by way of placing 710,850,085 24,000 710,874,085
and/or public offering in the PRC in accordance with the terms and conditions as detziled in the (99.997%) (0.003%)

Circular and to authorize the Board to determine and deal with at its discretion and with full
authority, matters relating to the A Share Issue (including but not limited to the specific timing
of the issue, exact number of A Shares to be issued, offering mechanism, pricing mechanism,
issuc price, target subscribers and the number and proportion of A Shares to be issued to each
subscriber, the engagement of advisers and underwriters and the granting of over-allotment
option}, and to authorize the Board at its discretion and with full authority, to sign ot execute all
necessary documents and take all other necessary actions to give effect to the A Share Issue.

As at the date of the Class Meetings, the Company had 1,534,852,000 H Shares in issue. Shareholders holding a total of 1,534,852,000 H Shares were
entitled to vote for or against the resolution. There was no holder of H Shares who was only entitled to vote against the resolution at the class meeting for
[t Shares.
By order of the Board
China Qilfield Services Limited
Chen Weidong
Company Secretary

6 June 2007
As at the date of this announcement, the executive directors of the Company are Messrs. Yuan Guangyvu and Li Yong; the non-executive directors of the

Company are Messrs. Fu Chengyu and Wu Mengfei; and the independent non-executive directors of the Company are Messrs. Andrew Y. Yan, Gordon
C.K. Kwong and Simon X. Jiang.

Please also refer to the published version of this announcement in The Standard.
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China Oilfield Services Limited

{Incorporazed in the People's Republic of China as a joint steck limited fiability company)
(Stock Code: 288))

RESULTS OF ANNUAL GENERAL MEETING HELD ON 6 JUNE 2007

Chiua Gilficld Scrvices Limited {"COSL” or the “"Company ™'} held its anuual general mecting for the fiscal year of 2006 ("AGM™) on Wednesday. 6 June 2007 at [0:00 a.m. (Beijing Time) at
Confereace Roem 6108, CNQOC Plaza, No, 25 Chaoyangmen North Avenue, Dongcheng District, Beijing, China, The shareholders in atiendance cither in person or by proxy at the AGM represent
3, E85,600,085 shares, or 79 745 of the wtal issued share capital of the Conwpany. Sharcholders of H Shares representing 723,132,085 H Sharcs have atended the ineeting, None of the sharcholders of
the Company was required to abstain from voting for the resolutions praposed at the AGM, and ne shares entitling the holder to attend and vote only against the tesulutions proposed at the AGM, The
AGM was chaired by Mr. Yuan Guangyu, Executive Dircetor of the Company. Jun He Law Office was authorized by Computershare Hong Keng Investor Scrvices Limited as the scrutineer and was
cesponsible for voting counting. The poll result for the resolutions propoesed at the AGM is as follow:

For Against Tuta! number
ORDINARY RESQLUTIONS {Approximate (Apprmximate af votes
percentage) percentage)
I | To corsider and approve the sudited finzncial statements and the report of the auditor for the vear ended 31 December 2006; 1,185,600,085 ] 3,185,600.08%
100% 0%
2 | To consider and approve the proposed annual dividend for the year ¢nded 31 Decenber 20060 1,185,600,085 3,185,600,085
100% 0%
3 | To constder and approve the budget for fiscal year 2007; 3,185,600,085 [H] 3,185,600,0835
100% 0%
4 | To consider and approve the repon of the directors of the Company for the year ended 31 December 2006; 3,185,600,083 1] 3,185,600,085
100% L1
5 To consider and approve the report of the supervisory committee of the Company for the year ended 31 December 20606; 3,185,6(0,085 1] 3,185,600,085
%
6 | To consider and apprave the re-appointmens of non-exceutive director and independent non-executive direcion; 3,022,958.718 159,409,367 3,182,368,08%
95% %
7 { To re-appoint Emst & Young Hua Ming and Ernst & Young as the domestic and international auditors of the Company for the 3,185,600,085 1] 3,185,600,085
year ending 31 December 2007 and to authorize the buard of directors to fix the remuncration thereof; 100% 0%
8 Subject to the passing of the special reselutivn 12 below and conditional upen the completion ef the A Share Issue, Lo 3,185,600.085 0 3,185,600,085
approve the adoption of the procedural rules of the Sharcholders’ general meetings as set out in Appendix 11 to the circular of 100% 0%
the Company dated 20 April 2007 {the “Circular™),
9 Subject to the passing of the special resolution 12 below and conditional upen the completion of the A Share Issue, to 3,185,600,085 1] 3,185 600,085
approve the adoption of the procedural rules of the Board mectings as set out in Appendix 111 to the Circular; 100% 0%
10| Subject to the passing of the special reselution 12 below and conditional upoen the completion of the A Share [ssug, to 3,185,600,085 1] 3,185,600,083
approve the adoption of the procedural rules of the Supervisory Committee mectings as set out in Appendix [V te the 100% %
Circular;
11| Subject to the passing of the special resolution 12 below and conditional upon the coinpletion of the A Share Issue, o 3.185,600,085 0 3,135,600,085
approve the adoption of the decision-making procedures on connected transactions as set out in Appendix V to the Circular; 100% L)
SPECIAL RESOLUTIONS
12| To consider and approve, subject 1o the approvals by the Sharchalders at Class Meetings and by the relevant regulatory
authoritics, which include the CSRC, che allotunent and issue of A Shares by the Company in the PRC by way of placing and/
aor public olfering of new shares and each of the foliowing tenns and conditiens for the A Share Issue be and are herchy
approved one by ane:
(1) | Class of Shares: A Shares: 3,183,660,085 1,540,000 3,185,600,083
49.94% 0.06%
(2) | Total number of A Shares to be issued: not more than 820,000,000 A Shares. The final number of A $harcs (o be issued 3,185,600,085 o 3,183,600,085
and the structure of the issue is subject to the approval by CSRC and other Relevant Authoritics and the adjustments (if 100% 0%
any} made by the Board;
(3) | Neminal value: RMBI1.00 each; 1,185,600,085 0 3,185,600,085
100% %
(4) [ Targer subseribees: (i) securities investment funds, securitivs companies, trust and investment companies, financial 3,185,600,085 (] 3,185,600,085
companics, insurance institutional investors and qualified foreign institutional investors satisfyving the requirements of 100% 0%
CSRC; and (ii) other institutional investors and public investors as approved by CSRC, except for those prohibired
under the PRC faws and regulations;
(3) {Dasis of determining the issue price: issue prico of the A Sharc [ssue will be determined on the basis of market 3.185,600,085 0 3,185,600,085
conditions, the condition prevailing in the PRC securiticy marker at the tune of the A Share Issue by way of customary 100% 4
market consultation and such ather ways as approved by CSRC;
{6) | Place of listing: Shanghai Stock Exchange; 3,185,600.085 0 3,185,600,085
106% e
(7) | Use of proceeds: Funds raised will be mainly used for the follewing projects: building of the sccond 400-fect rig (942) 3,185,600,085 Q 3.185.600,085
(approximately RMB1,242 milliony, building of a multi-purpose drilling platform (approximately RMB293 miltion}, L% (1]
building of the second multi-purpose platform (approximatcty RMB306 million), building of 2+2" rigs of 3001 jackup
rigs (approximately RMBS5,396 millien}, building of cighteen Type 6 service vessels (approximalely RMB2,402
million}, building af two deep-water AHTS vessels (approximately RMB952 million), modifying the cight-cable
scismic vessel (approximately RMBS53% million), building of onc twelve-cable scismic vessel (approximatcly
RMBL, 149 millien}, building of onc decp-water investigation vessel (approximately RMEBSS8 million) and the
putcl_msc u{ {ollowing cquipmeats including vertical seismic profile (approximatcly RMB16 miltion), two sets of coil
tubbing unit and nitrogen cquipment (approximately RMB41 million), three sets of LWD (approximatcly RMB243
million), magnetic resonance imaging log-prime {approximately RMB26 million), extended range micro-zmager
(approximately RMB23 million). The funds raised will also be used ta substitute the funds raised by the Company that
have been afready put into the projects, Apant from financing the sbove projects, the renaining funds will also be used
as additional working capital of the Company. The company intends to finance any shortfall for the above projects
through interoal and/or external financial resources.
(8} | The A Shares are lisied Domestic Shares and except as otherwise provided for in the applicable laws, rules and 3,185,600,085 1] 3,185,600,085
regulations and the Articles of Association, will rnk pari passu with the existing Domestic Sharcs and H Shares in alt 100% 0%
respects. Ouce the A Share [ssue is compicted, both new and cxisting Shaccholders will be cntitted to share the
Company$ accumnulated retained earnings at the ime of the A Share Issue;
(9) | Validity period of this resolution: This special resolution shall be effective for a period of 12 nionths from the date of J.185,600,085 Q 3,185,600,085
the appeoval by the Sharcholders at AGM and the Class Meetings; 100% 0%
(10){ The Board {and its delegates) shall be and arc authorized 1o deteemine and deal with at its discretion and with full 3.185,600,085 1] 3,185,600,083
authority, natiers relating to the A Share Issue (including but not limited to the specific timing of the issue, number of 100% 0%
A Shares ta be issued, offering mechanism, pricing mecharism, issue price, target subscribers and the number and
praportion of A Sharcs tw be issucd 1o cach subscriber, the engagement of advisers and underwriters and the granting of
gver-allotment option); and
{11} The Board {and its delegates) shall be and are authonized o, at their discretion and with full authority, sign or execute 3,185,600,085 0 3,185,600,085
all necessary decuments {inctuding but not limited to the preliminary offering circular, the prospectus, underwriting 100% 0%
agrecment, listing agreement and any related announcements), cffect and carry out necessary formalitics {including but
ot limited w0 procedures for listing of the A Sharcs on Shanghai Stock Exchange), and tzke all other necessary actions
in conncction with the A Share Issue, as well as to handle all registration requirements in relation to changes in the
registered capital of the Company following the completion of the A Share Issuc;




Subpect o e passing ol the above specual resalution 12 and conditionad upon the cempletion of the A share Issue, (a) the ER R ERCUEARE, N v 2,182,000 US>
amendinents 1o the Articles of Association as sct out in Appendix | 1o Lhe Circular be and are hereby approved; and (h) the 130% 0%
Board (and its delegates) be and are hereby authorized o make further amendments (including necessary changes in conteats
or sequence of provisions) which in their opinion may be necessary, desirable and expedient i accordance with the
mandatory requirements of the applicable laws and regulations, #nd as may be requined by the Relevant Authorities, and to
apply for appravals from the Rebevant Autbonitics after the completion of the A Share 1ssue;

The amended Articles of Association as referred o in this special resolution 12 shall come into effect an the date when all
the relevant approvats are obtained;

14] To consider and. it thought fit, w0 authorise the board of directors of the Company (the “Board”) to renew the general 2,998,908 611 186,692,074 3,185,600 085
mamdate granted 1o Board 1o allot and issuc H Sharces in accordance with the terms set out in the Netice of AGM. PELHS &%

13] Te approve the additional amendmenis o the artickes of association of the Company as set eut in the notice of the Company 3.031,289,693 4,032,000 3,035,321,693
dated 18 May 2007, 99 87% 0.13%

The Company will pay a final dividend of RMD 6 cents per share (tax inclusive) for the fiscal year 2006 on 20 June 20047, The final dividend will be paid to alt COSL sharcholders whose names
appear on the register of members of the Company an 7 May 2007, in accordance with Article 169 of the Articles of Association of the Campany, the firal dividead of RMB 6 cents per sharc {tax
inclusive) payable to the holders of H Shares will be made in Hong Kong dollar with the Hong Kong dolar 1o Renminbi conversion rate being the average closing conversion mte announced by the

Peuple’s Bank of China for the week immediately prior to 6 June 2007,
By order of the Board

China Oilfield Services Limited
Chen Weidong
Company Secretary
6 Junc 20807
Ay at the date of this announcement, the execulive dircctors of the Company are Messrs. Fuan Guungyu and Li Yorg: the non-cxccutive directary of the Company are Messry. Fu Chengyu und By
Mengfei: amid the independent non-executive directors of the Company are Messrs. Andrew Y. Yan, Gordon C.K. Kwong and Simon X. Jiang.

Please also refer to the published version of this announcement in The Standard.
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(Incorporated in the People's Republic of China as a joint stock limited liability company)
(Stock Code: 2883)

RESIGNATION OF SUPERVISOR

The board of directors (the “Board”) of China Oilfield Services Limited
(the “Company”) announces that Mr. Xiao Jianwen (“Mr. Xiao”) resigned
as supervisor of the Company with effect from 4 June, 2007. Mr. Xiao
stated that he could no longer cope with the duties of being a supervisor of
the Company due to his busy personal work schedule.

Mr. Xiao has confirmed that there 1s no disagreement in any aspects with
the Company and the Board confirmed that there are no matters that need to
be brought to the attention of the shareholders of the Company in relation to
the resignation of Mr. Xiao.

The Board would like to thank Mr. Xiao for his contributions to the
Company during his tenure of services with the Company.

By order of the Board
China Qilfield Services Limited
Chen Weidong

Company Secretary
5 June 2007

As at the date of this announcement, the executive directors of the Company
are Messrs. Yuan Guangyu and Li Yong; the non-executive directors of the
Company are Messrs. Fu Chengyu and Wu Mengfei; and the independent
non-executive directors of the Company are Messrs. Andrew Y. Yan, Gordon
C.K. Kwong and Simon X. Jiang.

Please also refer to the published version of this announcement in The
Standard.







FINANCIAL HIGHLIGHTS

Highlights of Selected Income Statement

Year ended 31 December

2006 2005 2004
RMB'000 RMBQ00 RMEB'CO0
Turnover 6364830 4,788,792 3,824,029
Other revenues 31341 12,919 23,488
Total operating expenses _ (3.951,444) {3,155,349)
Profit from operations : 1l;§§j.242 ) 850,267 632,168
Financial {expenses)fincome . . : -(‘é5,546:} : 50 34,499
Share of profits of jointly-controlled entities 113,505 B 106,617 79,445
rofit before tax 1,450,201 956,934 806,112
Tax . @n968) (135,938) {104,385)
Net profit from ordinary activities i
attributable to sharehaolders 820,996 703,727
20.55 17.56

EPS (RMB cents}

2003
RMB'000

3,062,255
11,720
{2,524,200}
549,775
31,459
38,663
619,897
(153,991}

465,906
11.66

Highlights of Selected Consolidated Balance Sheet

As of 31 December

2006 2005 2004

RMB'000 RMEB'O00 RMB'00O0

Non-current assets 9,310,330 7,498,183 5,947,687
Current assets < 3,819,780, 2,211,692 3,193,133
Current liabilities 3362, . 1,469,317 1,242,886
Total assets fess current habifitics . :l 8,240,558 7,897,934
Non-current liabilities 585,816 833,258

Capital and reserves 7,654,742 7,064,676

2003
RMB'C00

4,975,730
3,255,325

544,952
7,686,103
1,140,967
6,545,136
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OPERATION HIGHLIGHTS

Revenue by Segment
FA'B MAllon

2006

869.4

(33.79%

Qperation Profit by Segment
£1¢R Rilion
2006

150.4
{140.8%)

Crillng
Wl Sevaces
Ptarive Suppor and Tranipoetston

Geophysicat

gooo

New Guinca,

Drilling Services

As at 3t As at 31

December December  Change
2006 2005 (%)
Wells Drilled i of wets 221 246 -10.2%
Eaploration Wells 56 56 0.0%
Development Wells 165 190 -13.2%
Operating Days 4763 4,604 3.6%
Jack-tip Rigs 3,839 3,739 2.7%

Semi-submersibles 930 865

Utilization Rate gt 02 100.0%  98.0% 2.0%

Jack-up Rigs 100.0%  98.9% 1.1%
Semi-submersibles o o
COSL is the leading drilling services provider in the offshote 100.0% 94.2% 5.6%
hina market, and an imporlant player particpate in internaticnal .
markets. COSL operates 15 dnlfing rigs, including 32 jackups,  Ulilization Ratecaentu b 90.0%  90.1%  -0.1%,
ane of which was loased and 3 semi-submersibles. With the  Jack-up Rigs 91.3% 93.1% -1.8%
cammencement of operation of COSL 941, the first 200 feet Semi-submersibles 5 o
jack-up rig built sn China, COSUs diilling capacity has been 8__4_9%:__ 7_9_0:? _____ 5 9/0 )
enhanced further, Other than upgrading the driling equiinent, ’ ) -
COSL has actively expanded fAew businesses. We have obtained Well workaver temar: 13,369 8,483 57.6%
centracts for medule rigs and marine support services in Mexico. —
These nwvw busingsses will 9dd Turther inipetus to our future
revenue growlh, ‘
As at 3t s at 31 o
December December . Changg
2006 2005 %
Logying av. of jos! 837 698. 19.9%
Drilling Fluids . of wat 29 368 -20.9%
Directionat Drilling .ottt 242 210 152%
Cementing o, of wel 332 249 . 33.3%
Well Completion e cticks 1,244 1,233 0.9%.

COSL g an‘experien:ed well seevices provider, with over 30 years of experiences i offshore Ching marked, and moee than 20 years of
expenences in onshote market. As the largest and strongest well sendces provider in china ofishore, we provide comglete well sezvites,
induu‘iné vere logaing, dnffing fuids, directional dritling, cementing, wefi completion, well work-over services and information integration
services. i the international markets, COSL is particufar compatitive sn drilling flurds and cementang senvices. In addition, we put strong
effens on research and development. Not only do w2 own a fot of advanced equipment, we also have a lieet of quality managm:enf

tzam. We can provide hull-tange onshure and affshore oil services in both esploration and development phases fer both domesticand

international clients. COSL has already entered 3 nutmber of internatioral markets, such as she Philippines, mdonesia, Myanmac and FPaguy
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Operating Expenses

by Segment i CAsat3t Asatst ;

RA'E Milon ; De&émbeg. Uecember . Change :
\ 2006 <2005 %)
2006 } e -
Operating Days 23,668 23220 1.9%
‘ Standby Vessels 13,321 - 13,1937 1.0% .
AHTS Vessels 6554 - 64117 22% |
! PSV Vessels 2,"]1_3 - 2,217 A4A7% *E
; Utility Vssels 1,680 © 1,399 20.1%
i Utikization Rate weistie ) 99.1% - :98.7% = 0.4%
: Standby Vessels 99.7% 99.3% © 0.4%
AHTS Vessels 98.8% - .'99.1 % -0.3% i
. PSV Vessels 99.8%  995% 03% |
Utility Vessets % . - 9 :
COSL owns and operates the largest and most diverse fleets 7~~~ 94.9% . . 903 % - 4:?%_._ H
in offshore Ching, As at Becamber 31, 2006, we own and Utrl:zauon Rateccmnw 95.19% "93.6% 1.5% f
operale 69 support wossels, 5ol tankers, § chemical vessel, - LT i
"L e ko lese whin naedad S warking camriess and S chemical S 1@ndRY Vessels 96.0%  95.9% . 0.1% |
cariers, In 2006, COSL parinered with Trico Mazine to form  AHTS Vessels 93.7% G92.4%, 1.3% ‘
a jcint venture company, Eastern Madne Services Limited to PSV Vessels o o ; o, '
expand marine sendces in Soulheast Asia market, . 96'5_ . . 968 ',é . 0.3% !
) . Utility Vessels 92.1% 76.6% 155%
. [
O oculiea T, B P " - ,
O wel seroe
BY  RRanre Supponi ard Tanmwortal oo Foem s e \ T T e e s P i
B crophyscal L. R B : ’ i
f o e ]
. s §
hysical _—
COSL's Market Share in . Geop ySIC.a SerV|Ces - : :
China Offshore by Segment 4 : AU
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Dear Shareholders,

I am delighted to report to you that COSL has again recorded historical high operating results in
year 2006. The Company's turnover rose 32.9% over that of 2005. The compound annual growth
rate of the net sales revenue reached 23.6% in the years 2002 to 2006. The Company’s share price
surged from HK$ 3.1 at year beginning to HK$ 5.4 at the end of 2006, represanting an increase of
74%, above the market mean. In addition, COLS has been recommended as one of the Global Well-
Chosen Stocks by Standard & Poor's for three consecutive years.

Further, COSU's assets, shareholder equity, earnings per share
and corporate value have all achieved sustained and stable
growth. In 2006, the Company consistently reinforced
the implementation of equipment enhancement,
market expansion, technology R&D and QHES systems,
integrate corporate governance and enhanced internal
control. COSL has established a solid foundation for
development during the years upon its listing, so | am
highly confident that the Company's robust , sustained
and rapid growth will continue in the years ahead.

In 2006 Turnover CAGR (2002-2006) of
increased by Net Sales was

32.90/0 23.60/0

as Compared to RMB
4,788.8 miltion of 2005

The warld economy will maintain its stable growth. As estimated
by the International Monetary Fund, the world economy will
grow by 4.9% in 2007, while economies {ike China, Russia,
India and Brazil will continue their strong growth momentum.
Demand for crude oit will record a mild growth in the midst
of economic growth. The Deceniber Monthly Repart of the
International Energy Agency forecasted the global daily demand
for crude oil would be at 85.90 milkion barrels, a 1.7% growth
over the year 2006. In the long run, the gap between crude
oil demand and supply will remain relatively tight.
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- Demand for energy will drive up investments in orf e)q:ioratron and deve{opment In 2007, global mvestments in off exp!oration
and development will further grow as compared with 2006, According to Lehman Brothers estimate, globat investments -

_ Strateglc Guidelines for Year 2007 by the CNODLC. errted capital expenditure for 2007 will reach US$ 4:18 brilron Exp]oration

oftshore oil'exploration and deveiopment wall refain increasing, especrally the deepwater exploration that will be trend of
‘the industry. :

"

The international oil prrce though expenenced a penod of srgmilcanl vibration, remains at a high level by year end 2006
and has resulted in increasing demand in afl aspects of oilficld services, undersupply oilfield services and shortage of
- professionals. All these favorable conditions have provided an excellent opportunity for Chinese oilfield services enterprises
to entér the international markets. As the only listed oilfield services company in China, COSL possesses cost advantages,
one-step supply chains, unique operational capacities in the provision of integrated services and potentials of undentaking
transfer of international capital and fabor intensive operations which will serve as 3 solid cornerstone for the development
of COSL at home and abrood. : ' ' ’

ihe Company will proactivély explore new growth patterns, In recent years, the Company has taken various measures such
as enhancrng investments in eguipment and techrology, seeking low cost fi inancing and expanding into overseas. markets,
with an aim of improving our operating resuits. Meanwhile, COSL is trying to establish a new development pattérn with
remarkable results. The soon-to be completed acquisition of STt Russia stands for the first step in the, Companys strides
of equity acquisitions. The successful contract with PEMEX regardang the construcilon and subseguent provision of, servrces
for module rigs in the Gulf of Mexico has created a new arena for the Companys global positiontng for revenué grow1h
Rapid development in the past law years has upgraded the Company 10 a new benchrnark in terms of operatron scaie
eslablrshmenl of brand culture as’ welE as managemem phrlosophres of operations. ' -

v ¥
r

] rernforce direct financing and merger and acqursrtron proactwely explore new growth patterns as to |nvsgorate the Company
‘with new development momentums :

=

_ the world. Experience from the past five years has convinced me that COSL is on the fight track through’ ns multi- company
integration and listing, from China to the world, and that COSL has mapped the orientation.for the oilfield mdustry in .
China. Gratified by the success, | have nevertheless identified shoricomings and drawbacks, which both stemmed from
the Company‘s history and structure as well as impacts of the transmon pertod. 1 as well as the entire Board havé realized
that, only through in-depth’ reforms and partlcrpatmg global competrtuon can COSL become a truly elite mtemattonal
oilfield services company. ‘

COSL once again shows a splendid report card, | would like to show my heartfolt gratitude to the shareholders management,
board of directors and supervisors as well as. alt our employees who worked hard and contributed dlhgenily It is our joint
effort and the strong support of the shareholders that enabled us ta accomplish our past results. For the purpose of achieving
a ‘multi-win" situatton, | beheve we will work proactively and choose the right path in the comrng years with consistént
excellent results to reward our customeis, shareholders employees and the society. :

Fu C_hengyn Co e

L . _ ‘ . ' R - 23 March 2007

m oil exploration and development’in 2007 wrN reach US$ 291 billian, a 9% growth over year 2006, As. specrfred in the s

and development activities in offshore China will remain active, while' investments made by domestic oil companres in, R

va‘_'A

in the comrng years, apart from maintammg a robust and rapid devetopment trend in organic growth, the Companywlil"

The oilfield service indusiry is featured by globahzatron while cosl. anchors Hs development both in China and the rest of :

. © 7 chairman o .0 R
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Dear Shareholders,
With an objective of making COSL a first class international participant, the staff of COSL have
implemented the four core strategies of the Company, adhered to the spirits of innovation and
principle of factualism, as a result we have obtained remarkable progress in operational growth,
management innovation, technical advance, capital efficiency, teamwork relations and corporate
harmony over the last year.

in 2006 Operation
Profit was

1,392

RMB Miltion

In 2006, Operating
Profit increased by

637%

as compared to RMB
850.3 million of 2005

In 2006, Operating
Profit Margin
Increased to

215%

In 2006, Revenue
from Overseas
Increased by

1514%

Increased capital expenses, enhanced

equipment capacity

In 2006, the Company continued to devote significant capital
investment, improve and advance the technical capabilities of
the Company's equipment. The completion of construction of
drilling rig COSL941 and geophysical vessel COSL718 and the
introduction of other equipments not only strengthened the
operating capabilities of the Company, but also have facilitated
the preparation of expansion of overseas market as wel.

In 2006, the Company commenced the construction of COSL
942 drilling rig, 2 lifthoats and 18 marine support vessels. The
construction of two 350-feet jack-up riés and purchase of four
sets of LWD equipments in 2007 were submitted to the Board
for approval. The construction of four chemical tankers and
other work in progress are progressing well. The Company's
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‘ f‘ measutes ‘fike merger and acqursrteon development through cooperatron and ;nmt venture,
’ to accelerate our technologrcal advancement We wrll seek tn shorten the tlme frame ol &%
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: capacdy wrll be further mcreased along the consrstent progress of these pro;ects The competnrveness Of (IOSL was greatly '

enhanced as the Company selzed the peak of industrial demand and anchored robust organrc growth 'l'; - s

- iam proud to repart to you, that last year the Company secured a contract with PEMEX a Company it Mexrco for: bmldrng
four module rigs, With a tight schedule, enormous workload and fimited domesttc capacrty thanks to. élite workforce the

Company proactively sought domestic construaron rescurces, ‘the desrgn and pracurements mpleméntatmn and completron "
_ were afl accomplished within:one year, The lmplementatron ‘and cornpletron of this protect has reaﬁ:rmed ‘fhe Company‘

imdge as'a committed, well organized and effectively performmg Company whlch is mature "anid- responsahle Thrs also
marked that Lost has achreved the !eadmg world standard in constmctmg large scale projects : -

Enhanced techn:cal momentum accelerated technologlcal progress
Through active ampfementatlon and- solid wark; safient pmgress was recorded in'2006 as the corparate R&D work focu59d

on buildinig core competence and sattstying market demand - Theimentsfrc and technolc}grcalt & i, COSL has. harvested i
. abundant results by diligent work gu\ded by BULONOMOUSZ

welf.as cofiective i mnovanons which Wete' based on- years “of
R&D foundahons The ELIS- ll rmagrng system was successfully built wtsh breakthrough to, rts eritical technologies The FCT

- stratum samplrng devzce succeeded in the tnal tcst in the:Bohai Qilfi eld whrch performed the sarpling. functzons of the weli

¢ as well an achievement that won splendrd comments. Wrth more,than three years' technologzcal re:ntorcement and
consrsteﬂt refrnernent the FET has f;nai:zed de5|gn and. commenced mass pmductmn-, ln 20{)6' COSL was granted 3! &
* patents, and the Company has owned a tatal of 62 patents'by the end of 2006 : e

COSL has establlshed the foundatron of the tmpler‘nentatron ot technscal dnven strategres
from ‘the. settmg up of technical management system and the consoltdanon and e' trmrzatnan
of comprehenswe research and deve!opment resources the development an{f mspmtment .
of research and devefopment teamS, the mcreased devotnon “of research and development
efforts The de\ve!opment af corporahons depends on the advancement cf sc:ences and
technologtes ang- this . sounds more tmponant for the corpnratl v
becomtng a first class oilfield setvices company, “like COSL. TR future we will stnve to a(hleve L
the aim to promotée tech wca! mnoualton break t’ne bottlen ck of teehnnlogze 'enhance T )
our technologaes strengthen o T competftwely, smpsove oui way of growth increase ou :
quahty of growth, in: addmon the. focus of- develcprng :ts propnetary techno!og:es
mcreasang techno[ogtCal mvestment the Company will also explore the-use o kvar_rous' P
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Enhancing refined management, maintaining cost advantages

Competitve operating cost is the conventional advantage for Chinese enterprises. in addition to lower labor casts and
domestic network, COSL boasts the new and unique refined management capability on such basis. Apart from low
operating costs, COSL emphasizes capital deployments, new financing channels, finandial integration so comprehensive as
to lower financing cost and risk. Last year, the Company has fully made use of its own development potentials and high
credit rating to seek low cost financing and obtained satisfactory results,

To maintain cost advantage has been one of the core strategies of COSL. Maintaining low cost allows us 1o stay competitive,
30 that we can create values for clients, finally to achieve sustained growth of the Company and to enhance shareholders'
value. We have been striving to keep operating costs below average and advantageous position of services price and
competitive margin of profits from operations through various measures, like reinforced safety management, budget
management, IPM business management, scientific decision-marking process and ERP systern support, so as to maintain a
long term growth of the Company.

Expansion into overseas market, promoting the Company brand

The overseas safes reventue of COSL increased by 151.4% over that of 2005 and accounted for 17% of the total sales. The
Company has commenced operations in thirteen countries or regions like Indonesia, Australia and countries in western
Africa, NHVI has been towed 1o Australia to undertake the Shell operating contracts which is the first time for the Company
to participate in high-end international market. The ELIS system researched and developed by the Company has entered the
Middle East market and obtained the drilling rigs management and services contracts of sixth generation semi-submersible
ngs in kran. The length of the period between contract awarding to completion for the four module 1igs of PEMEX in Mexico
set various damestic records. It is the first propricty 7,000-metre marine module rigs with integrated technologies and
equipments of the PRC and foreign countries created and around 92% of the its equipments have been built in the PRC,
which marks the first time of the PRC marine module rigs with services be exported to forgign countries. The brand name
of COSL has increasing by being recogaised overseas and its brand name effects have been materialized. During the last
year, COSL obtained satisfactory results in market expansion and operations and constantly strengthened #s operation and
management, which can be demonstrated from its capitalizing the booming demand for the domestic and foreign oitfietd
service markets and booming marine market in foreign markets, settling the contradiction of demand for targe-scaled
equipments and resources, reasonably allocation of the services resources of the Company and fully exploiting the services
capacities of different business segiments, Satisfactory results of increased revenues and profits has been resulted.

While internationalization is the main direction of the future
development of COSL, for those corporations which want to
increase their competitive advantages and accommodate
unification of global econornies, and diversify their market
and reducing operating risks, the necessary trend is
internationalization, It is also the necessary path for those
companies which want to become a first dass oitfield services
company, while the acquisition of a Russian well cementing
company set the first step in our Merge and Acgiusition
effarts. In the years 10 come, by carry out various means such
as independent development, merger and acquisition, joint
. | venture, we will strive 10 achieve the purpose of training up
O <otk bomencpomes (' : y f our tearns, acquiring necessary resources and technologies,
Q@ cOs Omenents project o 5o that we can lay a solid foundation to becorme a first dass
international company and achieve the {arget of becoming a
first class international oiffield services company.
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i and makmg disastor relief efforts. .

To tmplement the Integrated PrOJect Management by capitallzmg on our resource advantages
The tntegrated Project Management is another important part of our strategic. objectives, With a rafated yet dwemfted
professional service chain, COSL s able to maximize its competitive advantage as a complete service promder demg on ;
our strong expertise and large equipment, we managed to integrate our professmnal technok:gy and enhance qur capabul:ty

in provision of integrated services through the mtroduction of.integrated so[unons 50 as to meet the requnrements oi oll

compames As a result, gur overalt competmveness is enhanced These are our unigue competitive advantages S e

To grow into an international premier oiffield servzces provnder COSi_ should be brave enough ta abandon mdustry p:acnces
explore new niche markets and business modes in the face of i increasing dwersmed dients, markets and demands. we will
improve our capability in the Imtegrated Pro;ect tManagement by i lmprovmg organizational management, consummatlng
back- office support and accelerating the recruitment-of talents. To enhance the overall competitive strength of the Company
and provide value-addoed services, we will also promote the ras}ld growth of technical know-how and continue to provide
integrated services.

To serve corporate citizens and shoulder our social responsibilities :
As a listed company, COSL is constantly committed to its sustainable development. Besides creating corporate values, we
also shoulder our social responsibiiities. Besides seeking to prowde shareholders with the best returmn, COSL is also committed
to the improvement of employment, reduction of pollution and enhancement of the ilv:ng quality of people in the community..
We clearly understand that an enterprise cannot be successfuf and achleve long- -term development unless it well coordinates
the relationship amaeng our economic, social and environmental responﬂbdltles proactively. For this purpose, COSL has
participated in‘a number of activitiesin the last year to perfoun its. somal lesponSlb!htlES Such activities involve emphaSIng
on environmental protection, providing funds for Hope pnmary schools, support:ng the poor by, way of commaercial i msurance

,

In 2007, the economy of the world WI" continue to grow at a steady pace The mvestments in g!obal petroleum exp!o:tanon
and development will continue to grow com;}ared wtth that 02008, The focus of explonatlon and development will switch -
0 regtons outside North America, extending toward marine, especially deepisea areas. Benefiting from the contmued growth

in oit'exploitation and- development in-the offshoxe China market, lhe ojlfield service mdustry W|II stepinto a penod of
iavorabie developmem :

In 2007, we will seck various fundmg sources with breakthroughs in various aspects. We W|II contmue to mplement the four
core slrateg:es and enhance the infrastructure level as wéll as operation capadity. More efforts will be put intg the investmenl
in technology, improverent of development methodology and enhancement of technical services. Also, we will continue to. ..
strengthen the internal and foreign capital operations and speed up the internationalization of the Company, so as 10 increase
the proportion of overseas incorne in Gur revenue. Moreover, we will continue to enhance our integrated services and bring
into ;}iay our unique competitiveness, We will also improve the QHsE sysiem management and enhance the quality of servicés.
The Company will strive to lower thé operating costs and strictly control the underlymg risks. Measures will be laken o eslabhsh
the brand of COSL and save energy and increase effcuency thus Creating maximum values for our clients. -

Finally, 1 would like to thank all employees of COSL for their hard work.in the last year. b also dewe to extend my heartfelt .
grautude to all members of the sociely,- Sharéholders, Dlrec%ors Superwsors and our staff for their care and support Wlth
lhe:r care and suppart, COSL W|H creale new, hlstory . o . - : . -

. Yuan Guangyu
I ' Chief Executive Officer’
' 23 March 2007
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- Rig Count Increased
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3,043 10:%
platform from 2,746 in 2005

Sources: BakarHughs website

The global economy continued to thive in 2006, growing by 5.1%, which is higher than the 4.9% recorded in 2005.
As a result, with an average growth rate of 4,8%, the last four years represented a period of fastest growth for
global economy since the 1970s, The continued high growth rate for global economy in 2006 was mainly due to
the robust grewth of the develapéd countries in the first guarter, as well as continued high rate of growth of the
major developing economies such as China and India. For the past decade, China's economy has sustained remarkable
growlih, with an average GDP growth rate of 8.6%. in 2006, China's GDP increased by 10.7%, mark-up a record
high for the country's economic growth.

Economic growth has spurred the demand for energy. OPEC statistics show that global consumption of oil has
increased by 1.2% ih 2006, driven by globat economic growth. Meanwhile, international oil prices remain at a high

level, despite a drop following éarﬁer‘:ises. In the first'half of the year, oil prices followed the upward trend in the

past three years. and the West Texas Intermediate (WTI) averaged at US567.1 per harrol, In the latter haif of the
year, oil piices began to drop from August onwards after peaking at US$77.03 per barrel in luly. At year end, oil
price was at U3$56.0 per barrel. WTi‘averaged at US$60.3 per barre! thioughout 2006, representing an increase of
. 21% year-on-year which was §|O‘_N€I than the 44% posted in 2005. '

I

Recent 10-year Rig Count and Oil Prices Trend
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Increasing od prices aver a sustained period have effectively
led to high growth rate in the investment in exploration and
production (E&P} by major oil compantes. OPEC statistics
show that the global investment in oil E&P has increased
twolold from approximately US$110 billion in 1999 to around
US$220 billion in 2006. CNQOC Limited, a feader in oil E&P
offshore China and our principal customer, attained a
compound growth rate in E&P investment year by year in
the past five years.

The sustained growth of global E&P investment over the
past 7 years has presented unprecedented room for
expansion 1o the oilfield service industry. Supply of drilling
platforms cannot meet demand in the global market. Drilling
day rate is thus driven higher. Statistics of Baker Hughes
show that there was a total of 3,043 drilling platforms
around the woilg in 2006, 297 more than the 2,746 drilling
platforms in 2005, representing a rise of 10.8%. Regions
with the most substantial growth are the United States and
Canada.

The oilfield services industsy not only faced a shertage of
equipment like drilling rigs in 2006, but also experienced
and exacerbated shortage of talented human resources.
Some companies made use of the booming period for the
industry and abundant cash flow to reorganize their
businesses and integrate their resources, or expand
internationally through acquisition. At the same time,
technological breakthrough, human resource management,
innovate business mode and capital deployment have
gradually become focuses of attention in the industry.

Apart from drilling services, COSL offers a full range of other
oilfield services, including well services, marine support and
transportation services as well as geophysical services,
spanning each phase of the exploration, development and
production process. The technology-centered strategy, cost
leadership strategy, integrated project management and
internationalization strategy are the four core strategies of
COSL's long-term development. We wilt continue to synergize
and integrate our services so as 1o provide more efficient
and effective services to our dlients.
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" 'MANAGEMENT DISCUSSION & ANALYSIS

COSE941 in Operation COSL 941 delivered with high-tech and
automatic system

Global oil and natural gas exploration and production business remained robust
in 2006. Building upon a sustained domestic market share of our drilfing services
business, we actively expanded into the overseas markets and achieved major

breakthroughs. We have 2 semi-submersible rigs and 1 jack-up rig operating in Overseas' Drilling Revenue Contribution
Indonesia, Myanmar and Australia, respectively. Our quality services attracted many for Drilling Services
new overseas clients, including Daewoo E&P, Genting Oil Natuna Pte. Ltd., Medco 2006

Moeco Langsa Ltd. and Woodside.
126.7%)

In 20086, turnover from our drilling business increased by 40.6% over the previous
year, reaching RMB3,100.4 million. Overseas business contributed RMB827.4 million,
representing 26.7% af the total turnover. Meanwhile, COSL941, China's fiest 400-
feet cantilever jack-up rig commenced operation on 25 June 2006 in Beibu Gulf.

its operation record throughout the year was promising. (73.3%)

As of 31 December 2006, we operated a total of 15 drifling rigs (including 1 leased R
rig). Of these rigs, 8 were located in the Bohai Bay, China, 4 were located in the 2005 g i;:::::
South China Sea, 2 were localed in offshore Indonesia and 1 at offshore Australia. £6.2%) i
During the year, we drilled a total of 221 wells, of which 56 were exploration wells
and 165 were development wells. Of the wells drilled, 168 were in the Bohai Bay,
China, 36 were in South China Sea and 17 were located overseas.

In 20086, cur drilling rigs operated a total of 824 and 3,945 days overseas and in
China respectively. These added up to a total of 4,769 operating days, up by 165
days compared 1o the 4,604 days in 2005, Jack-up rigs contributed 100 days to
the increase {an increase of 210 days for domestic operations and a decrease of
110 days for overseas cperations). The increase was mainly attributable to the total
179 operating days for COSL 941, which commenced operation on 25 June 2006.
In addition, as contracts followed closely one after another and the market condition

Pl /
7 (93.8%)
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was favourable, the total number of days in operation increased by 42 days. Nevertheless, in accordance with
the annual repair and maintenance plan, days for maintenance increased by 131 days over 2005, (including 10
days for the maintenance of COSL 941}, Semi-submersible rigs had 65 more operating days {resulting from a
decrease of 465 days for domestic operation and an increase of 530 days for overseas operation). The increase
was mainly derived from fewer days lost between contracts, which contributed to an increased in operation days
by 53 days. Moreover, maintenance days according to the repair and maintenance plan were reduced by 12 days
from the previous year. In 2006, the average calendar day utilization rate was 90.0%, same as that in 2005.
Utilization rates for jack-up rigs and semi-submersible rigs were 91.3% and 84.9% respectively. The available
day utilization rate reached 100%, compared to 98.0% of the same period last year. Both jack-up rigs and semi-
submersible rigs achieved an utilization rate of 100% as to available days.

Average day rate for our rigs was US$67,830/day, which represented a 55.8% increase from US3$43,542/day in
2005. Of the increase, the average day rate for jack-up rigs was US$55,559/day, which represented a 37.5%
increase from US$40,405/day in 2005. Average day rate for semi-submersible rigs was US$118,483/day, up by
107.5% from US$57,098/day in 2005.

In addition, we achieved more outstanding development in well workover in 2006. We completed an aggregate
of 13,369 team days in well workover operations up by 57.6% from 8,483 team days in 2005. The increase was
mainly due to the provision of integrated well workover, service to CNOOC SES itd. in Indonesia,

No. of Well Drilled Utilization Rate (%) Dayrate (USD/Day)
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In order to expand our operation capacity, we commenced .constriction of the second 400-feet'jack-'up ng {costL
942) on 14 July 2005. We implemented modification of the design jointly with, Dalian New Shipbuilding Heavy

‘Industry Co., Ltd. The rig is currently in the construction stage, and is expected to be completed in the first half of

2008. In addition, we secured a contract with PEMEX in Mexico for four module rigs, whlch are expected 10 commence
operation in the second quarter of 2007. In December, we. entered into a construction agreement with China Merchants

" Heavy Industry Co., Ltd. in relation to the construction of two liftboats. The fiftboats to be constructed will feature

thase functions including well workover, adjustment well dnlimg crushing,” ac:d:fucatson contmuous oil pipe operanon
and development operation of marginal oilfield. Onee’ compieled and operanon commenced lhe pro;eci will
systematically alter the mode of oaifleld dévelopment operatlon It wnll further enhance our cooperation with our
chems in oilfield services. T '

COSL941, China's first 400-fest jack-up
rig commenced opetation on May 31,
2006 and later operated in the Western
part .of Nanhai Bay. tf has greatly
enhanced COSL's drilling capacily and
" international competitive advantages-

in order to meel the robust market - Bemg mvented designed, construcled

demand, the Compary | has commenced_

the construcnon of COSL942. whlch is

expectsd to be delivered in the fi rst half )
year 2008 :‘: s

cinstalled, operatéd and managed by
COSL the four module rigs-used far
* Mexico Pro;ect has’a china made rate

 'of 92%, sefting many domestic records.

_COSLs hugh project management

- efficiency has reached the interndtional . *

standards.and set new record in the
consuucuon cycle. The commencement_ '
-of the prolect enabled us to en!er ‘the -

_ traditional miarket of oil services in the .

Gulf of Mexico market. It is expec(ed"
that the feur module rigs will commence
operauon in the second quarter 2007
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Well services benefited from the continuous active exploration and developrrent offshore China and expansion into overseas
markets in 2006. As our well services business solidified its position in the domestic market, we also actively expanded our well
services into new overseas markets induding the Philippines. Indonesia, Myanmar and Papua New Guinea. Turnover from well
services amounted to RMB1,352.2 million in 2006, compared to RMB1,165.3 million in 2005, representing an increase of
RMEB186.9 milfion, or 16.0%.

Logging We completed 837 logging tips in 2006, an increase of 139 trips, or 19.9%, from 698 trips in 2005.
Turnover from logging services amounted to RMB29¢.5 million, a 34.9% increase compared to 2005. The increase in
turnover was mainly attributable to the utilization of COSL's self-developed Enhanced Logging Image System (ELIS), as well
as the expansion in the new markets of Conaco Phillps exploration wells and logging of development wells in the Bohai area,
and the new market of open-hole logging in the ROC block. Open-hole logging operations in the Bohai area also increased,

Drilling Fluids  In 2006, we offered drilling fluids services for 291 wells, down by 77 wells from the 368 wells in 2005,
Turnover from drilling fluids services amounted to RMB308.6 million, an increase of 27.8% over 2005. The increase was
mainly derved trom the develepment of new service markets such as the lidong oitfield and CML in Myanmar, and the
utilization and application of the SBM-Il drifling fluids technology, and other new technologies such as MB new drlling fluids
and retrieval device for heavy crystals,

Directional Drilling in 2006, we performed directional drilling services on 242 wells, an increase of 32 wells from
210 wells in 2005. Turnover from directional drilling services in 2006 was RMB319.1 million, an increase of 23.3% from
RMB258.7 million in 2005. The increase was mainly attributable 1o the development of new anshore market (Jidong oilfield)
and the utilization of advanced equipment, such as the Logging While Drilling (LWD} system, pumging production and
Reservoir Performance Monitor {RPM).

Cementing We completed cemerting services on 332 wells in 2006, 83 more than the 249 wells compieted in
2005. Turnover from cementing totaled RMB297.7 million in 2006, an increase of 53.9% from the RMB193.5 million in
2005. The increase was mainly attributable to the cementing services provided to the new Conoco Phillips Phase 2 project,
Philippine National Oif Corporate, Sinopec project in Sakhalin-Veninsky, Russia and CNOOC Myanmar Limited. The application
of new latex slurry technology and cementing technology also contributed to the turnover growth,

Well Completion We performed well completion on 1,244 wells in 2006, 11 more than the 1,233 wells in
2005. Turnover from welf completion was RMB97.9 million in 2006, whereas turnover in 2005 was RMBS0.0 million,

Other Oilfield Technology Services In 2006, turnaver from other oilfield technology services amounted to
RMB38.4 million, a decrease of RMB127.8 million or 76.9% from the RMB166.2 in 2005. The decrease was mainly due to
a drop in the volume of trading of non self-produced materials.

Five Production Line in Well Services Segment
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Our marine support and transportation services business continued its steady upward
trend in 2006. While our self-owned vessels could not accommeodate the increacsed volume
of operations, we expanded our market share through operating leased vessels to maintain
our leading position in the cffshore China market. Turnover from marine support and
transportation services in 2006 reached RMB1,042.8 million, up 20.2% from the RMB867.7
million in 2005. Annual total operating days rose from 23,220 days in 2005 to 23,668
days in 2006, representing an wncrease of 1.9%. The calendar day utilization rate was
95.1%, a 1.5% increase from 93.6% in 2005. Average day rate increased by 14.8%.

Gross transportation volume of oil tankers was 1,380,054 tons, a 6.3% decrease from
1,472,300 tons in 2005. Transportation volume of the chemical tanker reached 499,970
tons, a 739.0% increase over the 59,590 tons in 2005. The nse was brought along by
new clients such as CNOOC Qil Base Group Limited's Huizhou oil products company and
CNOQC Kingboard Cherucal Limited.

In November 2006, the Company's new Anchor Handling, Towing and Supply (AHTS)
vessel COSL671 commenced operation. At the same time, In order to further strengthen
our leading position in the offshore China marine support vessels market, we commenced
a shipbuilding plan for 18 marine support vessels in December. The 18 marine support
vessels (4000-6500 kw) to he built constitute the largest construction project for cur
marine support and transportation services business in recent years. The project will not
only improve the vessel age structure of the existing COSL fleet, but also lay a solid
foundation for our business' expansion into international markets.

In addition, we established a joint venture with Trico Marine Services Inc. in the United States
in 2006, namely Eastern Maring Services Lid. The joint venture was registered in Hong Kong,
mainly to provide services to the South East Asian market, one of our target overseas markets.
The joint venture provides marine support services to offshore oil and natural gas exploration,
production and relevant construction. The establishment of such joint venture is in Ene with
our long-term strategy of strengthening eur leading position as a provider of marine support
services, By providing diversified quality marine support services to the vast Scuth East Asian

offshore market, our operation capacity will be further strengthened.

Working Days for Marine Vessles
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Sorvices Limited

Pic2: COSL's new chemical carreier
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We are the dominant geophysical serices provider in the offshore China market. We also operate
in other regions including the South and North Americas, the Middle East, offshore Africa and
offshore Europe, Qur geophysical services are divided into two matn categories; seismic senvices
and surveying services. We own a fleet of 7 seismic vessels and 4 geotech survey vessels.

Seismic Services

With the sustained growth in energy demand in recent years, the gecphysical market in
offshore China has been robust. Demand for 3D seismic data is especially strong. our
geophysical services experienced fast growth in 2006.

As the B-streamer seismic vessel COSL 718 commenced operation in March and the renovation
of 4-strearmer Binhai 512 has been completed, our overall geophysical operation capacity was
enhanced. With respect to seismic data collection, we toltected 7,337 sq. kilometers of 30
seismic data and 45,682 kilometers of 20 seismic data. 3D seismic data increased by 3,644
sq. kilometers, or 98.7%, from 3,693 sq. kilometers in 2005, mainly because COSL 718 collected
2,486 sq. kitometers more 3D seismic data and Binhai 512 collected 906 sq. kilometers more
3D seismic data after their renovation. 2D seismic data decreased by 484 kilometers, or 1.0%.
from 46,166 kilometers in 2005, mainly because Binhai 512 primarily collecied 3D seismic
data after 4-streamer renovation. As a result, the amount of 2D seismic data collected was
less than 2005's figures.

In terms of data processing, we processed a total of 4,187 sq. kilometers of 3D seismic
data in 2006, which was 1,344 sq. kilometers more than 2,843 sq. kilometers in 2005,
representing an increase of 47.3%. 20 seisrmc data of 14,512 kilometers was processed,
down by 1,234 kilometers, or 7.8%, from 15,746 kilometers in 2005.

Surveying Services

Turnover from surveying services in 2006 amounted to RMB232.3 million, an increase of
RMB107.4 million or 86.0% from RMB124.9 million in 2005. RMB65.4 miliion in turnover
generated by COSL709, which commenced operation in the second half of 2605, contributed
to the majority of the increase.

in March 2006, COSL 718 was upgraded COSL successfully fulfilled seismic contract
and comeenced gperation, The operation in *Sino-Philippine-Vietnam” Project.
efficiency of 30 seisinic date rose nearly 90%
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- Technology Department

* COSL could Provide IPM l 2006 IPM
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Integrated Project Management

The Integrated Project Management.is one of our core Strategles We benefited from our complete service chain
and the superior capacity of our o:lfleld services equipment to provide comprehensive or bundled integrated service
0 our ¢lients. We entered into 14 integrated contracts in 2006, 1 less than in 2005. Turnaver realized from integrated
services totaled RMB747.8 million, representing 11.7% of our gross revenue.

Technology and Development

Technological advancement is the ultimate fuel for elevating our long-term development. We have always regarded
technological progress as our long-term developmental strategy. Our research and development efforts aim to
solidifying core competencies and salisfy increased market demand, through our own propriatacy innovation and
coflaboration with others. 1In 2606, we were granled 31 patents. At year end of 2006 we were in possession of a
total of 62 patents,

"~ We achieved several breakthroughs in technological develépment in 2006. Formation Characteristics Taols (FCT)

was certified by the Ministry of Science and Technology and was tested successfully on-site at the Bohai Oilfield.

* FET was finalized and industrial producnon has begun. ELIS-H imaging system, which was self-developed by as saw

a key technoldgical breakthrough as a successfuf system. High performance drilling fluids required in the tilted layer
in Myanmar enstred that the exploratlon wells in Myanmar could be implemented smoothly. Nitrogen foam was
tested with success on-site, and will soon be transfarmed into new service capacity. Sensors hke APIL industrial and

DFIT scientific machines reported initial success in the test at the Liaohe oilfield.

g (SN, e

Fic1; ELIS gained recognition in
domestic market and Middle-
East market

-cettificate from National
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Overseas Business Expansion

We have achieved internationalization of our operations on a regional basis in 2006, with
our overseas operations extending to 13 countries and regions including Indonesia, Myanmar,
Australia, the Philippines and Mexico. Our turnover from overseas markets in 2006 amounted
to RMB1,104.0 million, constituting 17.3% of our total turnover, and representing an increase
of 151.4% over the RMB439.2 million in 2005.

Besides marketing a contsibution to our well workover project in indonesia and our B4
long-term contract, ELIS logging service has also entered the Middle East market. We
secuned a contract through open tender to provide senior Workover Pulling Unit management
personnel for BR Energy in Malaysta. What is mere important is that building on our
experience gained and lassons learned, our overseas expansion has accelerated. As a result,
we experienced further breakthroughs in our overseas business in 2006.

N2, a semi-submersible rig, executed three drilling operation contracts in Myanmar and
indonesia. with its reputation established, new dients are enquiring about cpportunities
for cooperation and the day rate has increased. Through working with Maersk, the semi-
submersible rig N6 was sent to Australia to execute the Woodside drilling contract, entering
the international high-end market of Sheil Ol Company.

The commencement of the drilling rig management service project in fran created a new
drifling rig service model for us. From managing cur own drilling rigs we have begun to
manaye those of our dlients.

In addition, we obtained a contract for four module ngs of 7000 meters from PEMEX in
Mexico, which has a domestic rig production rate of 92%, setting many domestic records.
The commencement of the project enabled us 1o enler the market traditionally dominated
by the European and Amencan oil service companies, and to acquire a share in the Gul{
of Mexico market, with a nich depesit of o/l and gas.

As our drilling business expanded overseas, our cementing business also made great

advancement in the overseas market, reaching to the Philippines, Indonesia, Myanmar
and Papua New Guinea markets. The cementing business, as a relatively more competitive
segment of our well services business, will gradually help bring our other businesses ta
the overseas market.

Overseas Revenue
Contribution for COSL

2006
(17.3%)

N (82.7%)

2005 [J  hessasRevenie
(9290} B [oraicfeenus

mom e

Pict: With successful overseas
expansion, COSL has attracted more
international employees

Pic2: The modle of module rigs of
7000 meters from PEMEX in Mexico
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In 2006, COSL continued to achieve strong growth, the Company's turnover for 2006 was
RMEG,264.8 million, representing an increase of 33%, operating profit was RMB1,392 2 million, net
profit was RMB1,128.2 million, increased by 64% and 37% respectively. Operating profit margin
rose to 22%. In addition, we also achieved remarkable development im overseas markets, maintained
atow financing cost at a high efficiency, recorded encouraging perfarmance in the capital market,
and further enbanced our equipment and technology......

) . ) {

Lo o 2006 Revenue Operating *

‘ turnover ;

Increased i

0,304 |

' 5 325% E

RMB Miltion . i

from RMB 4,783.8 Million F

Turnover .

Our turnover for 2006 was RMB6,364.8 million, representing an increase of Overall Revenue E

RMB1,576.0 miition or 32.9% from RMB4,788.8 million in 2005. The increase was KB hilion }

driven by the expansion inlo overseas markets, increases in our service prices and :
use of new equipment, Meanwhile, tusnover from our four busingss segments grew 7.000-

at different rates. |
Turnover from drilling services re;ached RMB3,100.4 million in 2006, representing 8000

an increase of RMB894.7 million or 40.6% from RMB2,205.7 million in 2005, The
.increase in_turnover was mainly attributable to a rise in the day rate of our drilling 50001
figs and the commencement of operation of COSL941.

: 4.000-

Turnover from well services reached RMB1,352.2 million in 20086, representing an E

increase.of RMB186.9 million or 16.0% from RMB1,165.3 million in 2005. The 3,000 j

increase in turngver was mainly attributable to an expansion into overseas markets e f

-  and dn increase in our operation volume. 2.000 |

Turnover from marine support and transportation services reached RMB1,042.8 ! :

million in 2006, representing an increase of RMB175.1 million or 20.2% from et M i

RMBB867.7 million in 2005. The increase in turnover was mainly attributable to a i ;

) rise in our service fees and volume of shipping of chemicals., @ ;' oz 03 04 0s 08 i

Turnover from geophysical. services reached RMB869.4 million in 2006, Zy kg . i

representing an increase of RMB319.4 mitlion or 58.1% from RMB550.0 miflion g :::::;M,w,,;ﬂw,,m :

'in 2005. The increase in turnover was mainly attsibutable to a rise in the volume B Ceormcl * |

of overseas 2D seismic data collection, the commencement of operation of
COS5L718 and renovation of Binhai 512,
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Other Revenues

In 2006, other revenue 1otaled RMB31.3 mdllion, representing an increase of 142.6% over
the RMB12.9 million in 2005. The increase was mainly due to a rise in insurance
compensation.

Operating Expenses

In 2006, operating expenses totaled RMB5,003.9 million, representing an increase of
RMB1,052.5 million, or 26.6%, over RMB3,951.4 million in 2005. Of the increase,
depreciation charges were RMB900.2 million, up by 19.1%. Labour costs amounted to
RMB936.9 mitlion, up by 12.4%. Repair and maintenance costs were RMB356.5 million,
up by 25.0%. Costs relating to consumption of materials and other services amounted
t0 RMB1,934.8 milfion, up by 34.6%. Sub-contracting costs were RME206.3 million, down
by 20.5%. Operating lease expenses amounted 1o RMB313.4 million, up by 46.9%. Othar
sales and management fees amounted to RMB81.2 millian, up by 31.6%. Other operating
expenses totaled RMB274.4 million, up by 160.6%.

Costs refeting to consumption of materials and other services recorded a relatively greater
merease, prmarily due 1o increases in our aperation volume resulting in more consumption
of materials. Rise in the prices of raw materials alsc fed to the increase. The increase of
depreciation charges was mainly due to the commencement of operation of our now
drifling rig COSLI41, surveying vessel COSL709 and renovation of geophysical vessel
COSL718. The rise in labour costs was mainly attributable to an increase in the number
of equipment operators and staff members as a result of the use of new equipment and
expansion into overseas markets. Qperating lease expenses also recorded an increase, as
the number of leasing days for drilling rigs, chemical tankers and seismic data collection
standby vessel increased along with our business needs. Other operaling expenses increased
significally, mainly because of the reversal of RMB859.7 miilion of provision for doubtful
debt in 2005 and the increase in other operating expenses in additional overseas markets.
Meanwhile, sub-contracting costs were reduced by the completion of the Nanbao
construction project.

In 2006, operating expenses in our driling services amounted to RMB2,262.9 million,
representing an increase of RMBS58.1 miliion, or 32.7%, from RMB1,704.8 million in
2005. Of the expenses, depreciation charges were RMB399.1 miillion, up by 23.4%. Labour
cosis amounted to RMB433.9 million, up by 19.4%. Repair and maintenance costs were
RMB229.3 million, up by 23.9%. Costs relating to consurnption of malerials and othar
services amounted to RMB864.6 million, up by 49.9%. Sub-cantracting costs were RMB5.6
million, down by 94.8%. Operating lease expenses amounted to RMB137.3 million, up
by 30.3%. Other sales and management fees amounted to RMB41.2 million, up by 34.3%.
Other operating expenses totaled RMB1 51.9 million, up by 1,097 5%,

Total Operating Expenses
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Costs relating to consumption of materials and other services recorded an increase, because of a rise in operation
volume of well repair and the increase in purchase prices for oif and materials. Depreciation charges were higher
mainly as a resull of the commencement of operation of the new drilling rig COSL941 and renovation of certain
vessels. Operating lease expenses increased by 30.3%, attributable to the increase in the daily leasing rate and the
Fe‘asing days following the completion of the renovation of leased jack-up rig COSL935. Other operating expenses
recorded a relatively larger increase, mainly because of the write-off of RMBS9.7 million of provision for doubtiul
debt in 2005 Meanwhile, sub-contracting costs were reduced due to the completion of the Nanbao construction
project.

- In 2006, operating expenses in our well services amounted to RMB1,182.3 million, representing an increase of
RMBI159.5 million, or 15.6%, from RMB1,022.8 million in 2005. Of the expenses, depreciation charges were RMB173.3
million, up by 39.1%. Labour costs amounted to BMB170.5 million, up by 2.2%. Repair and maintenance costs were
RMB22.7 million, up by 20.9%. Costs relating to consumption of materials and other services amounted 1o RMBS561.6

"million, up by 14.0%. Sub-contracting costs were RMB136.5 million, down by 0.8%. Operating lease expenses
amounted to RMB51.3 million, up by 50.8%. Other sales and management fees amounted to RMB15.9 million, up
by 30.9%. Other operating expenses totaled RMB50.6 million, up by 40.2%. -

Costs relating to consumption of materials and other services recorded an increase, primarily due 1o the increase in
operation volume and the purchase prices for raw materials, The increase in depreciation charges was due to the
agguisition. of equipment for directional drilling, cementing and well completion. The increase in operating lease
expenses was mainly attributable to increased leasing of equipment in line with the rise in our operalion voluie.

In 2006, operating expénses in marine support and tran5ponatioﬁ services amounted to RMB827.2 million, representing
an increase of RMB69.8 million, or 9.2%, from RMB757.4 million in 2005. Of the expenses, depreciation charges
were RMBZI_O.? millien, down by 6.0%. Labour costs amounted to RMB215.1 million, up by 2,6%. Repair and
maintenance costs were RMB65.3 milfion, up by 6.6%. Costs relating to consumption of materials and other services

: =amoun'ted to RMB211.3 million, up by 12.8%. Operating lease expenses amounted to RMB73.9 million, up by 73.7%.

‘ Other sales' and management fees amounted to RMB12.7 million, up by 23.3%. Other operating expenses totaled
RMB38.2 million, up by 15.1%.

Costs relﬁ_atmg to consumption of materials and other services recorded an increase, mainly because of the rise in
raw material prices and replacement of companents. The incréase in operaling fease expenses is attributable to
increased leasing of chemical lanker to meet demand for chemicals transportation. Depreciation charges decreased,

' asa result of the completion of the depreciation of some of the vessels.

fn 2006, ope}ating expenses in geophysical services amounted to RMB731.5 million, representing an increase of
RMB265.1 million, or 56.8%, from the RMB466.4 million in 2005. Of the expenses, depreciation charges were
RMB117.2 million, up by 40.2%. Labour costs amounted to RMB117.4 million, up by 25.7%. Repair and maintenance
costs were RMB39.3 milfion, up by 94.8%. Costs relating to consumption of materials and other services amounted
to RMB297.4 million, up by 55.5%. Sub-contracting costs were RMBB4.2 million, up by 339.5%. Operating lease
expenses arounted to RMBS1.0 million, up by 61.6%. Other sales and management fees amounted to RMB11.4
million, up by 32.8%. Other operating expenses totaled RM833.7 million, up by 44.6%.
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Costs relating 10 consumption of materials and other services recorded an increase, mainly
because of the rise in prices of raw materials such as oil and the increase in the purchases
of materials and transportation expenses in line with the increase in operation volume,
Sub-contracting costs increased significantly with the increase in sub-contracting costs
for surveying and groundwork. Depreciation charges became higher due to the renovation
of 6-streamer rig COSL718 and 4-streamer Binhai $12. Operating lease expenses rose by
61.6%, primarily attribulable to higher lease expenses for standby and positioning vessels
as a result of the change in the mode of operations and increase in operation volume,
The increase in repair and maintenance costs was mainly attributable to large-scale
maintenance of vessels including BHS12 and BH511 according to needs.

Operating Profit

In 2006, we achieved an operating profit of RMB1,392.2 million, representing an increase
of RMB541.9 million, or 63.7%, compared to the RMB850.3 million in 2005. The increase
in operating profit was mainly due 10 the relatively larger growth in drilling, offshore utility
vessel and transpartation services businesses. Of the profit, drilling services recorded an
operaling profit of RMB849.3 million, representing an increase of RMB343.8, or 68.0%,
front the RMB505.5 million in 2005. Well services recarded an operating profit of RMB176.9
million, representing an increase of RMB26.5 million, or 17.6%, from the RMB150.4
miflion in 2005. Marine support and transportation services recorded an operating profit
of RMB215.6 miltion, representing an increase of RMB105.3 million, or 95.5%, from the
RMB110.3 miltion in 2005. Geophysical services recorded an operating profit of RMB150.4
million, representing an increase of RMBE6.3 million, or 78.8%, from the RMB84.1 million
in 2005.

Financial Expenses

Financial expenses in 2006 amounted to RMB55.5 million, compared to the financial
income of RMB0.05 mitlion in 2005. The increase in financial expenses of RMBS5.6 million
consisted of the increase in the loss from currency exchange of RMB29.9 million, the
increase in interest expenses of RMB36.6 million and the increase in interest income of
RMB10.9 miliion.

Operating Profit
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“MANAGEMENT DISCUSSION & ANALYSIS

Share of Profits from Jointly-Controlled Entities

Qur share of profits from jointly-controlled entities amounted to RMB113.5 miillion in 2006, representing an increase
of RMB6.9 million, or 6.5%, compared to RMB106.6 million in 2005. The increase was mainly attributable to the
increase in profits from China Nanhai-Magcobar Mud, China-France Bohai Gegservices and China Petroleum Loggmg-
Atlas Cooperation Service Company compared to those in 2005.

Profit Before Tax

* Profit before tax amounted to RMB1,450.2 million in 2006, feprésenti_ng an increase of RMB493.3 miition, or 51.6%,
~ compared to RMB356.9 million in 2005. The increase was mainly attributable to the increase in our drilling services

and marine support and transportation services.

Income Tax .

in 2006, we had a net income tax expense of RMB322.0.miIIion, representing an increase of RMB186.1 million, or -

. '136.9%, compared to RMB135.9 million in 2005. We recorded tax [abilities in 2006 of RMB498.0 million, offset by a

~ tax refund of RMB176.0 million from the tax authority attributable to the reduction in our corporate income tax rate

from 33% to 15% in 2005 as a result of the approval of our status as an advanced technology enterprise in 2005.

Profit After Tax
Qur profit after tax in 2006 was RMB1,128.2 million, representlng an increase of RMB307.2 million, or 37. 4%,

compared 1o RMB821.0 milion in 2005.
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Dividends

We did not declare or pay any special interim dividend in 2006. Our Board proposed to declare a year-end finai dividend
of RMB239.7 million or RMBO.06 per share. The recommended date for distribution is 20 June 2007 {Wednesday),

Debt Servicing Ability and Funding Resources

Cash and cash eguivalents amounted to RMB1,013.8 million at the opening of the year 2006. For this twelve-month
period, net cash inflow from aperating activities was RMB1t,818.7 million, nel cash outflow from investing activities
was RMB1,758.3 million, net cash inflow from financing activities was RMB1,400.8 million and time deposits for
maore than three months decreased by RMB165.5 million. As at 31 December 2006, we had cash and cash equivalents
amounting to RMB2,309.5 miflion.

Cash Generated from Operations

Net cash generated from operating activities amounted to RMB1,818.7 million in 2006, representing an increase of
RM2557.3 million, or 44.2%, compared to RMB1,261.4 million in 2005. The increase mainly comprised a RMB542 0
million increase in operating profit, a RAMB144.6 million increase in depreciation charges, an increase in salary and
bonus payable of RMB52.2 million, an increase in provision for doubtful debts and inventory of RMB61.0 milkion,
an increase In prepayment, deposit and other account receivables of RMB213.3 million, offset by a decrease in trade
and other payable of RMB30.7 millicn; an increase in tax liabilities of RMB93.0 million, accounts receivable decreased
by RMB292.9 million, loss of foreign exchange decreased by RMB29.9 million and other cash provided by operation
decreased by RMB9.3 million.

Capital Expenditure

To meet domestic and international demand for oiffield services, we continued Lo increase our captal expenditure
and enhance our operating capacity. Capital expenditure in 2006 was RMB2,715.2 million, representing an increase
of RMB462.2 million, or 20.5%, from the RMB2,253.0 million in 2005. Capital expenditure for drilling services was
RMB1,201.6 million, which was mainly spent on the construction of two 400-feet jack-up rigs, twe lifthoats and
four module rigs for our business in Mexica. Capital expenditure for well services was RMB522.7 million, which was
mainty used on the purchase of equipment for cementing and logaing. Capital expenditure for marine support and
transportation services was RMB846.7 million, which was mainly spent on the construction of 18 marine support
vessels, the purchase of 2 second-hand utility vessels, the purchase of 2 chemical carriers, the construction of 2
chemical carriers and the establishment of the joint venture, Eastern Marine Services Lid., with Trico Marine Services
Inc. Capital expenditure for geophysical services was RMB144.2 million, which was primarily spent on the renovation
of the 6-streamer dual-source COSL718 and the maodification of 1 PSY vessel into an 8-streamer geophysicat vessel.

Cash Inflow from Financing Activities

In 2006, net cash inflow from financing activities amounted to RMB1,400.8 million, comprising the issue of RMBI65.0
million shart-term bond, a new long-term bank loan of RMBB00.0 million, partially offset by dividend payment of
RMB164.2 millian. "
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SubsequentEvents
in accordance with our Amcles of Association, an Extracrdinary General Meeting of the shareholders was convened

" on 31 January 2007 for the approval of the special resolution in relation to the issue of long term honds with an

aggregate principal amount not exceedmg RMB 2 billien. The long term honds will be issued to instiutional
investors in the PRC. The long term bonds are unsecured with a term of 10 to 20 years. it is expected that the
proceeds from the bonds issue will be used by us 1o build upgrade drilling rigs, purchase and construction of
chemical and working vessels, 'upgrade seismic vessels and build lifeboats and for our general working capital.

The short term debenture of t_otai face value of RME1 billion were repaid in full by us in February 2007.

Daring the 5th Session of the 10th National People's Congress, which was concluded on 16 March 2007, the
PRC Corporate Income Tax Law (“the New Corporate tncome Tax Law") was approved and will become effective
on 1 January 2008. The New Corporate Income Tax Law introduces a wide range of changes which include, but
are not limited to, the unification of the income tax rate for domestic-invested and foreign-invested enterprises
at 25%. Since the detailed implementation and administrative rules and regulations have not yet been announced,
the financial impact of the New Corporate Income Tax Law 1o the Group cannct be reasonably estimated at this
slage.

‘Outlook .

We expect the global economy to contmue its steady growth in 2007, whilst the econamic growth in India, China,
Brazil and Russia wilt remain robust. According to the forecast of the International Monetary Fund, global economy
will grow by 4.9% in 2007, 0.2 percentage point lower than that in 2006. With the backdrep of econoric growth,
demand for crude oil will experience a slight increase. The monthly report in December 2006 by the International
Energy Agency estimated the daily global demand for crude oil in 2007 to be 85.9 million barels, a growth of 1.7%
Compared to 2006: OPEC still plays a major part in the global supply market of oil, with an ever increasing supply .

- of oil from non-OPEC countries and 'regiqns, such as Russia, Central Asia, Africa, the Middle East, the Far East, Brazil

and Mexico. There will still be tension between the supply and demand for crude oil in the long run.

Gldbaf’ihvestment"in oil exp[ofatioh and production may continus to witness some growth in 2007 aiter an active
year in 2006, albeit at a slower pace. Whereas investment in exploration and production in North America is estimated
to drop, investment in South East Asia, Russia and Africa will increase. Lehman Brothers estimates that global

. investrment in exploration and productlon will reach US$291 billion in 2007, representing an increase of 9% compared

to 2006. Focus of exploration unvestment will extend further to cover regions other than North America, and will
spread to offshore explqratron, deep ocean exploration in particular. According to the 2007 strategy announced by
CNQOOC Limited, its capital exp_endituré in 2007 will reach US$4.18 billion, which will be used for 5 investiment itenis,
over 10 projects under construction, planned 2D seismic data collection of over 24,000 kilemeters and 3D seismic
data colletion of 4,900 sq. kilometers. The oilfield services market will display a promising developmental trend. 7

in the year'to corne, we'will maintain our leading position in the China offshore oilfield services market, and at the

_same time will further strengthén ous presence in the South East Asia markets, expand further into the regional

markets of Mexico, Africa, the Middlé East and Russia, in order to generate profits from both domestic and overseas
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markets. The contract for the construction and operation of 4 drilling ptatforms for PEMEX in Mexico that we already
secured, cementing contract in Papua New Guinea and other contracts will facilitate growth in our revenue from
overseas business. Meanwhile, we intend to further expand through acquisitions and joint ventures. To facilitate
our leng-term development, we cxpect o invest RMB3.2 billion on capital expenditure in 2007, which is 18% mare
than the RMB2.7 billion in 2006. Capital expenditure in 2008-2009 is currently estimated to maintain at the same
level. The funds that we require will net only come from our daily operations and production and we plan to make
use of various financing tools, including issue of A shares in the PRC domestic market, issue of long-term bonds,
and borrowing of project loans if their terms are favorable. We will continue 1o follow a prudent financial policy to
further improve our capital structure and minimize cost of funds,

Looking ahead, we will continue to commit to our carporate philosophy of *We Must Do Better’ and implement
our four core strategies of technological advancement, cost leadership, integraled project management and
internationalization. We will grasp the opportunities 1o maximize our scale of economy, enhance market oricnted
operations, accelerate technological progress, manage our construction projects and continue to put safety and
environmental protection as our priority. We believe that we can conlinue our trend of growth since our listing,
and will realize an all-win situation with our shareholders, clients, employees and business partners.




RUDL ANRNNUAL REFLRE LU0

ND ENVIRONMENT (QHSE) -

Prioritizing safety and prevention; Valuing hUmanity and life;
" Honoring quality and credibility; Respecting our nature and environment;
fT e s e
smg&w g 1'*

, Our QHSE system focuses on the following: )
i igigi%n — Estébli;hlng a systematic approach to control quality, health, safety
s and en_vilonrﬁent, and to ensure quality, health, safety and"
environmental protection in production activities;
— Clearly identifying responsibilities of our management and employees;
- Guaranteeing that our production activities meet the requirements
of the law, regulations and standards;
-~ Ensuring that sufficient resources are provided as support.

The year 2006 was a year of achievement of the Company's international penetration strategy and rapid overseas
expansion, as well as a year of enhancement of our internal structure to meet developmental needs. The Cornpany
stood by its idea of scientific development and upheld our “people-oriented" and "safety devefopment” concepts.
On the basis of our accountability to the country as well as shareholders, staff and the community at large, the - :
Company enhanced its QHSE management. The estabhshmem of the SMS and QHSE systems was proactively promoted
while sustainable improvement was insisted upon The assuring effect of QHSE was brought to its best, The Company
achieved all of its annual operating and safety management targets.

The Company's management placed great emphasis on QHSE activities, which ultimately treated safety in prod'uction
as the foundatton for the survival and development of the enterprise. A meeting of the safety committee is perlodlcally
convened at the beginning of each year. This year's meeting finalized the Company's QHSE management activities,
proposed and announced the annual QHSE management targets and evaluation methods. 1t was emphasized that -
QHSE “activities were the contral gateways to determine the responsibilities of managers at various levels. On the.
basis of the ‘who supervises shall be held responsible® and 'managers of production must manage safety as well*
principles, our management targets were taken up by the units and irplemented at the base level. With the Company's
rapid development and numerous new staff at the front line, the Company began by strengthening our corporate
culture of saféty’ operation and delivered safety education and technical training. The Corapany put efforts.into
arousing employee's awareness of their responsibility, safety and compliance with rules 1o enhance staff quality and
improve elﬁciehcy of the operation of the SMS and QHSE systems in production and operating activities. Emphasis
was placed on seasonal change and prevention of personal injuries and major mechanicat accidents. The identification -
and control of substantial risks was focused upon in safety management, More efforts were devoted to monitoring
offshore operation, hazardous chientical tankers, marine support and transportation safety and onshore fire equipment.
Various laws, rules and regulations for safety production were put in place. Under the collective effort of the Company's
management and staff, the Company fulfitled its annual QHSE management targets. Safety conditions were steady
as a whole, without the occurrence of significant events. The occurrence of safety issues was basically controlled
within-an acceptéblé ra'nge_, with a downward trend as a whole,

l'{\ 2006, in accordance with the OSHA statistical method, the occurrence of safety issues during the year was 0.32."

B
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Since the Company's listing on HKSE, the Corﬁpany’s corporate governance for the accounting period covered by this
annual report has been in compliance with the relevant local and international laws and regulations, realizing fairness
and transparency in practice and meeting the basic requirements of corporate governance with eifective risk conirol.
We firmly believe that adherence to the highest standards of corporate governance will bring the Company with long-
term value and create maximum return for shareholders. The Company's senior management's dedication to creating
long-term interests for shareholders, their social responsibility and p-rofessional business operation style have been
accepted by the capital market. The Company was awarded by Euromoney as 6ne of the 10 Most Accessible Management

» in.Asia for the year 2003 and by Finance Asia as one of the 10 Best Managed Companies for the year 2003,

During 2006 ‘our corporate governance was further refined. Directors were recruited and replaced timely. As Mr.

. Wang Zhongan, former Non-executive Director feft office upon the expiry of his term of office, and Mr. Wu Mengfei,

former Executive Director no longer took executive position of the Company due to job changes, the Board proposed
Mr. Wu Mengfei as Non-executive Director of the Company, and M. Li Yong, former Executive Vice President as
Executive Director of the Campany, and were approved by the Annual General Meeting of the Company held on 26
May 2006. The Articles of Association of the Company was amended in time in light of the new Company Law and
Securities Law of thé PRC, and the amended Articles of Association were approved by the Extraosdinary General
Meeting held on 22 November 2006. Meanwhile, operations of the Company's General Meeting, the Board and
Supervisory Commiittee were more standardized and efficient, the functions of independent Directors were effectively
exercnsed the Company's internal contral and management systems were gradually perfected and operating risks
were effectively cantrolled. In January 2007, COSL was once again chosen into the "2007 Standard & Poor's Global

Stock Selection Portfolio” and it was ranked consecutively for three years as one of the *Standard & Poor's Global

Sclection' Listed H Share Companies for Stock Portfolio of Best investment Value”,

g The Board is of the opinion that the Company has adhered to the princihles of treating all shareholders equally,

protecting their i mterests and has fulfilled the requiremients in respect of disdosure regarding the Company's business
.results thus successfully combining the concept of corporate governance with actual practices. tn summary, for the

' - year ended 31 December 2006, save as disclosed in the Report of the Directors the Company was in compliance
- with relevant laws, regulat:ons and pr0vus|ons of the Code on Corporate’Governance Practices set out in Appendix

14 of the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited (‘tisting Rules").

i. Directors' Involvement in Securities transactions

- Following s;ﬁeciﬁc enguiries of all directors, the Board confirmed that during the 12 months ended 31 December
. 2006, the provisions of the Model Code for Securities Transaction by Directors of Listed Issuers (“the Model Code’)
" set oulin Appendix 10 of the Listing Rules were observed. At present, the Company has not adopted any code of

conduct for securities transaclions by directors that exceeds the provisions set out in the Model Code. The Company
has adopted all the provisions of the Model Code. Upon specific inquiries, al! Director have confirmed that they
were in stnct comphance with the provisions of the Model Code.

IL. The Board of Directofs
(n Compomtuon of the Board of Directors -

Directors durrng the year and for on the date of this report are as follows:
" Chairman of the Board:. fu Chengyu

Exacutive directors: Yuan Guangyu, Li Yorig {2ppointed on 26 May 2006)

Non- executwe director; Wu Menglei :

Independenl non-executive directors: Andrew Y. Yan Gordon C K. Kwong Simon X. jiang

P §
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The Board of Directors convened four meetings during the year, and all disectors attended all meetings of the Beard
during the year, and additional meetings were held to discuss important issues where neccessary. Adeguate notices
were given to directors for convening regular Board Meetings to facilitate their attendance, and reasonable naotices
were given for convening extraordinary Board Meetings. The Company ensured to provide proper and adequate
information to the members of the Board allowing them to have command on the latest corporate developments
as to exercise their responsibilities. Minutes for meetings of the Board, the Audit Committee, the Remuneration
Committee and the Nomination Committee were maintained and filed by the Company Secretary.

(I1)The Roles of the Board of Directors and the Management
The Articles of Association of the Company dearly define the duties and functions of the Board of Directors and the

Management. The respensibilities of the Board of Directors are as follows:
i Convene shareholders’ gereral meetings and repart the Board's work at such meatings:
tmpiement the resolutions of sharghalders' general meetings;
Decide on the Company's business plans and investrnent plans;
Forrnuiate the Company's annual budgets aad ~aunts;
Fonmudate the Company's plans for profi distribution and plans for recovery of losses;
Formulate plans for increase or dewease in the Company's registered capital and the issue of corporate debentures;
Formulate plans for merger, division or dissoiution of the Company;
Decide on the establishment of the Company's internal management structure,
Appoint or dismiss the President of the Company, and at the recommendation of the President, appeint or dismiss the Vice Prasident

R

and other members ¢f senior imanagement {ackuding the financial contretler), and fix their remuneration; appoint or replace the members
of the board of Directors and Board of Supervisors of wholly oswned subsidiaries, and appoint, replace or recommend representatives cf
shareholders, directars and superwisors of conticlled subsidiaries and subsidiaries with equity holding,

10, Formulete the Company's basic management system;

1. Formulate proposals for amendinents 1o the Company’s Articles of Association;

12, Ewxergsa the Company's power of finanang and borrgwing and decide on the matiers of leasing and contracting in accordance with the
provisions of relevant laws, regulations, these Asticles of Assaciation as well as the authorization of sharehiclders’ general meetings;

13, Propose to shareholders' general meelings the appointment or replacement of accounting finms as auditors for the Company;

id.  Other duties and powers unider the Articles of Association or conforred by shareholders’ general meetings,

The duties and functions of the Company's management is mainly defined in the Articles of Association and othes
corporate documents of the Company and are principally concerned with the responsibifities and powers of the
Chief Executive Officer and the President, which are mainly set by resolutions passed at the meetings of executive
directors and their powers in respect of the day-to-day management of the company's production and operations.
In particular, the Board of Directors' decision-making process and its implementation of such decisions can be gleaned
from the powers and duties as granted to and carried out by the Chief Executive Officer, which include responsibility
for coming up with and implement the Company's strategies.

In shart, the division of functions between the Board of Directors and the management of the Company is ciearly
defined. In respect of delegation of powers by the Board of Directors to management, the Board is careful 1o prepare
specific documentation stating the extent of the powers delegated and is careful to give specific guidance when
such delegated powers are exercised. For instance, when the Board authorizes certain decision-making power regarding
investrnent in view of production and operation needs, the extent and procedures for exercising such powers by
the management is provided by specilic documents approved by the Board. The content of annual reports and interim
reports of aperation results and proposals at shareholders’ general meetings as disclosed or included in statements
made by the Company are decided by the Board of Directors. Other announcements can be made by the management
with authorization from the Board for disclosure. In addition, the directors have discharged their duties in good
faith and with diligence and played an important role in decision-making in relation to the operations of ang risk
control by the Company.
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(1) other matters
Dunng the period under review, /, the number and qualdicatlons of lndependent non-executive directors of the Company
were in comphance with the Uisting Rules 3.10 (1) and (2), and the independence of current independent non-

_ executive directors of the Company is in comp!tance with'the requirement set out in the listing Rules 3.13,

. Chairman and Chief Executive Offlcer
The functions of the Chairman and the Chief Executive Offlcer of the Company are dearly defined and such positions are
at present separately ‘held by two persons, i.e., Fu Chengyu as Chairman and Yuan Guangyu as the Chief Executive Officer.

IV. Terms of office of non-executive directors are as follows:

The term of office of FuChengyu and Andrew Y, Yan is from 20 September 2005 to 19 September 2008. The term
of office of Gordon C.K. Kwong is from 30 Gctober 2005 to 29 October 2008. The term of office of Wu Mengfei
and Simon X. Jiang is from 27 May 2004 to 26 May 2007.

V. Directors' Remuneration

(1) The composition and functions of the Remuneration and Review Committee

The Remuneration and Review Committee of the Company consists of five members, namely Andrew Y. Yan, Gerdon
CK. Kwong, Simon X, Jiang, Yuan Guangyu and Wu mengfei, of which three are independent non-executive directors
and Andrew Y. Yan, independent non-executive director, acts as Chairman.

The functions of this committee are to formulate the standard for assessing the perfarmance of directors, supervisors
and members of senior management and to conduct such assessment, formulate and review the remuneration policy

. and scheme for directors supervisdrs and the senior management;

~ (M) The work of the Remuneratlon and Review Committee during the year
~ The commitiee held three meetings on 20 lanuary 2006, 22 March 2006 and 21 August 2006, respectively, dunng

the period under-review and all of these meetings were attended by all members. The work and achievements of

the committee dunng the year are summarized as follows:
-1, lhc 2005 annval apgraisal and incentive measures fo: ihe Company's senior managcmcnl
.2 ) tesearched and formulated the stock appreciation rights scheme for the semm management, which was approved by the Extraordinary
" General Meeting of the Company held on 22 Novemnber 2006°

VL. The Nomination of Direct_ors

{1) The composiﬁon and functions of the Nomination Committee

The Nomination Committee of the Company consists of three members, namely Yuan Guangyu, Andrew Y. Yan,
and Simon'X: Jiahg of which two are independent-non-exec‘uti'\}e directors and Yuan Guangyu acts as Chairman

Major functions- of the, commlttee are to select and recommend candidates for directors of the Company and to
recommend the standards and procedures for selectmg such candidates.

{1} The work of the Nommatron Committee during the year; procedures and standards for nomination
The Nomination Commmee held ong meeting durmg the period under review (22 March 2006) which was attended
by all members. The comm;t{ee also passed one resofut:on that proposed to the Board the nomination of a Director
through by- elecnon i

The Nommat:on Committee nommated dlrectors and senior management members according to the followmg_
procedure; P . S

-
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1. Communicated with the management of the Company and researched on the need of the Company for new directers and senior
management members;

2. Sought extensively for candidates for directors and senior management from within the Company and from controfled {and equity holding}
enterpiises as well as in the markey;

3. Collected infarmation about the occupations, education mformation retating ta part time jobs, etc of preliminary candidates;

4. Sought the consertt of nominees for nomination without which they could not became candidates for directors o members ot seniot
manaqement;

5. Convened meeting of the Nominatien Committee, examined the gualifications of prefiminary candidates for directors and Secretary to

the Board with reference to the requirements regarding such pasitions as well as the qualifications required for pasitians of other senior
management personnel nonunated by the President;

b. Befare etecting new directors and appointing new senior management perscnnel, the Nomination commitiee should recommend candidates
for dneciors and new semion management persoannel to ke apponted and fanvard relevant materials 10 the Board.
7. Followed up on ceasions of the Board ard feedback opinions.

The standard of the committee to select and recommend candidates for directors and senior management is to
meet the need of the company and should review candidates' working experience, ability and personal integrity.

VIi The Remuneration of Auditor
The Company re-appointed Ernst & Young as auditor of the Company and the fees for the audit and non-audit work
provided to the Company during the reporting period were as follows:

t The audit fees of audireviev: of annual and interirm accouniing reporls totaled 8RB 4,000,000,
il The non-audit fees of adwang the Company an its acquisition proect and providing tax consuttation for overseas business 1otated RMB
940, 000,

VIl The Audit Committee

{t) The composition and functions of the Audit Committee

The Audit Commitiee consists of three members, namely, Andrew Y. Yan, Gordon C.K. Kwong and Simon X. Jiang,
all of whomn are independent nan-executive directors and Gordon C.K. Kwong acts as the Chairman.,

The functions of this committee are to review the accounting pohcy, financial condition and financial reporting
procedures of the Company; to review the internat control structure; to recommend and engage external audit body;
and to he mainly responsible for the communication, supervision and review of the internal and external audit of
the Company.

(I The work of the Audit Committee for the year
The Audit Cornmittee held three meetings during the period under review and all members attended the meetings.

The major work of the Audit Committee for the year was:

1. It reviewsed the financiat reparts of the annual operating results of 2005 and the interim opetating resulls of 2006 of the Company.
Durning the revieve process. the members perlormed suthicient and necessary commurnication with the external auditor and tha management
ol the Company in the process examination and fulfifled its duties in ensuring the Company's compliance with regulations, and the
completeness and accuracy of the operating results disclosed by the Company

2. Reviewed the knancal reporting systern and internal control system of the Company. During the reporting period, the comnuttee revieveedt
the repert of the management in relation to the scheme for improving the managerent of finance and 1T system and studied the relevam
tecommandations in the "Repert 1o the Audit Comamitlee” from the auditor to the Company and issued relevant opinions L the Board
uf Directons and management. During the repotting period, the bult of the review of the inteinal contiol procedure of the Campany
perlormed by the committee was to discuss and study the efficiency of internal controls and nsk management with the management
and help management smgrove the system and structure, The commitiee received a speaal repurt of the management i reflation 1o the
financial control system and Ihe management af the purchase system of the Company, discussed with management these mattecs and
rut forward propasals. Tor wmprovement of the information management systess of the Company and for 2stablishing an ERP system.

3. Querseeing the auditing work and independence of the external auditor, and proposed 1o the Company the reappointment of the auditor,
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IX. INTERNAL CONTROL REPORT

To ensure the reliability of financial reporting, enhance the efficiency and effectiveness of operating activities and
that the relevant legal framework is complied with, the Board of directors has put much emphasis on the internal
_control system of the Cornpany, Based on the requirermients of the COSL compliance framework, the Code on Corperate
Governance Practices of HKSE and the Compreheﬁsive Risk Management Guidelines For Centrally Controlled Enterprises
and consmiermg the actual cucumstances the Company has formulated an effective internal control mechanism,

In 2006, the Company engaged a quallﬁed agency China (.onsul tant of Accounting and Financial Management Co,Ltd.,
to appralse the elfectiveness of the Company's internal control system. The appraisal result shows that the Company
has clear concept on internal control, which is to strengthen its risk awareness and management so as to pave way
for the Company's sustained developmeni. To put such concept into practice, we have developed an internal control
system covering all business areas in the following five aspects: environmental control, activity control, risk assessment,
information and communication as well as supervision. We have established ¥1 control systems including the Financial
Control System, Materials and Equipment Management System and QHSE Management System. Through internal
control testing, it demonstrated that such systems and related procedures are effectively implemerted.in general, the
Company's.internal controt practices are effective and in sound position, complying with the relevant stipulations of
the country and requirements of the Codes of HKSE.

In 2006, our internal control system was further standardized and scientifically formulated. Under the authorization
of the Board of directors, the Company has farmulated and improved a series of internal cantrol systems, including
the Materials and Equipment Management System, Internationial Business and Marketing System, Human Resource
Management System, Penalizing and Prevention of Corruption Management System and Technology Management
Regulations etc. In addition, 10 ensure that the control procedures will still work in the fong run, the Company has

_ assigned 213 management personngl to hold the key positions in the Materlals ‘and fquipment Department, Capital
" - Planning Department and financial Department in shift duty.

,The Company has now laid a solid foundation in internai contral, however, it will continue to perfect its internal
control and risk assessment mechanism, enhance the overall risk management system, with plans to adopt reqular
testing 5o that the éffectiveness of its internal contral system will be warranted.

X Responsibilities Undertaken

The Board of Directors ackhowledges its fesponsibilities of preparing the financial statements of the Company and

the auditors have also reported on their audit of the financial statements; the Board of Directors undertakes the

responsibilities for the effective internal control of the Company and its subsidiaries and has completed the relevant

review and assessment during the reporting period, and concluded that there were no major deficiencies in the
. intetnal controls of the Company and its subsidiaties; the Board of Directors undertakes herewith that, there are.no

major events and circumstances of uncertainty which may affect the operation of the Company as a going concern,
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Board Directors' Meeting & Professional Committee Meeting

Meeting Time Place Attendant Moderator Notes
First Meeting of 20 Shenzhen Fu Chengyu  Yuan Guangyu Fu Chengyu Four supervisors
Board of Directors January Wu Mengfei  Andrew Y.Yan altended a5 a
2006 Gordon CKKwong — Simon X.Jiang non voting delegate
Second Meeling of 22 Shenzhen Fu Chengyr  Yuan Guangyu Fu Chengyu Four supervisors
Board of Directors March Wu Menafer  Andrew Y.Yan attended as a
2006 Gordon CKKwangfu  Simon X fiang non voting delegate
Third Meeting of 2 Kunming Fu Chengvu  Yuan Guangyu Fu Chengyu Four supervisers
Board of Directors August Wu Menglet  Andrew Y.Yan attended as a
2006 Gerdon CKKwong  Simon X Jiang non voling delegate
Li Yong
Fourth Meeting of 1 Beijing Fu Chengyu  Yuan Guangyu Fu Chengyu Four supervisors
Board of Directors December Wy Menofel  Andrew Y.Yan attended as a
2006 Li Yong  Gordon CK.Kwang non voling delegate
Simon X.liang
First Meeting of 20 January  Shenzhen Gordon CKKwong  Simon X.Jiang Gotdon CK.Kwong
Audit Committee 2006 Andrew Y.Yan
Second Meeting of 14 March  Beijing Gorden CKKwong  Simen X.Jiang Gordon CK Kwong
Audit Committee 2006 Andrew Y.Yan
Third Meeting of 21 August  Kunming  Gordon CKKwong  Simon X Jiang Gordon CK.Kweng
Audit Committee 2006 Andrew Y.Yan
First Meeting of 20 Shenzhen Andrew YYan  Gordon CX Kwong  Andrew Y.Yan
Remuneration fanuary Simon XJieng  Yuan Guangyu
Committee 2006 Wu Menofei
Second Meeting of 22 Shenzhen Andrew Y.Yan  Gordon CK.Kwang  Andrew Y.Yan
Remuneration Maich Sunon X iang  Yuan Guangyu
Committee 2006 Wu Mengfei
Third Meeting of 21 Kunming Andrew Y¥an  Gordon CK.Kwong  Andrew YYan
Remuneration August Simon X Jiang  Yuan Guangyu
Committee 2006 Wu Mengfe:
Meeting of 22 Shenzhen Yuan Guangyu  Yuan Guangyu Yuan Guangyu
Nomination March ~ Andrew Y.Yan  Andrew YYan
Committee 2006 Simon XJiang  Simon X.Jiang

The Board of Directars
China Qilfield Services Limited
23 March 2007
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'COSL 2006 REPORT ON SOCIAL RESPONSIBILITY

X

The value of existence of enterprise is derived from its ability to generate return to the
sharcholders. Its value also comes from its capabrlity to contribute to the saciety. Ever since ts hsting,
COSL has continued to purse sustainable development for an enterprise. On tap 1o maximizing
economic return to our shareholders, we are also actively harmonizing the selationship hetween
company, society and the environment. COSL is increasing aware of its social responsibitity with its
rapid development......

Letter from the CEO:

The value of existence of an enterprise is derived from its ability to generate return to the shareholders. Its vatue
also comes from its cépability to contiibute to the society. Ever since its fisting, COSL has continued to pursue
sustainable development for an enterprise. On top of maximizing economic return to our shareholders, we are also
actively harmonizing the relationship between economy, society and the environment. COSL is increasingly aware
of its social responsibility with its rapid development.

1.Taking the initiative to be a responsible enterprise--Building COSL's soft

competitiveness
A nation without jts own culture is a nation without any hape. Likewise, an enterprise without its own corporate
culture is an enterprise without any hope. Healthy growth of an enterprise relies upon the building of its own culture

. both on spiritual and physical aspects.

We have realized that,.under the wave of globélization. competition among companies have transformed from what
was primarily competing-bn hardware to competinglon software. tn the past, technology and product were all
compeltition was about. Today, the focus is shifted to the concept of corporate responsibility and business ethics. In
view of this, COSL has adopted a core value of "creating an all-win situation for shareholders, clients, employees
and partners’. We are committed to nurturing advanced concept of corporate responsibility and translating that
into an indispensable soft competitiveness of COSL.

2.Reaching new high in operating results--A prerequisite for COSL to

honor its social responsibility
Without development, nothing is said to be achieved of an enterprise. In 2006, COSL's operating results reached
new high and good economic return was generated. providing the requisite condition for COSL to honor its social
responsibility. Gross sales rose by 33% compared to the same period last year. Operating profit grew by 64% and
profit after tax increased by 37%. The quality of our development has been enhanced.

Sound corporate governance also guaranteed COSU's regulated operation, Ever since its listing, operation has been
supervised by the shareholders' meeting, supervisory committee and board of directors. The board of directors is
efficiently run, and its role in decision-making is gradually strengthened. Meanwhile, we cultivate our relationship
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with investars and the media. The internal control management system which includes finance and budget planning
has gradually been perfected, With the enhancement of corporate governance, in the four years after listing, COSL
has successfully established a distinctive brand image in the capital market, consolidated its position in the international
oilfield services market and won the recognition of investors and the market,

3.High standard QHSE system--The basis of COSL's success

Effective safety produciion management has not only protected the interest of our employees, but also enhanced
the COSL brand image. The comprehensive management system on quality, health, safety and environmental protection,
togeather with scientific management and backup of sufficient resouices are the foundation for COSL's success. With
the efforts of COSL's management and employees, once again we recorded exceptional safety results in 2006, with
an OSHA standard of 0.32, maintaining our leadership in the industry, The attainment of this result came from the
management’s promise for safely and the participation and effart of all cur employees. As for safety management,
COSL has done a lot of concrete job such as issuing the “Safety Regulations for Managing Hazardous Chemicals®,
organizing and devising documents related 1o the safety managemen: of hazardous chemicals for the relevant units
and operators' knowledge and application, as well as further regulating the management of radioactive sources.

It is the responsibiiity of an enterprise, and not just of the govarnment or the society, to protect the green environment
and our green earth and facilitate harmony between mankind and nature, alongside economic and corporale
development. COSL has acquired environmental protection facilities of superb standard in accordance with international
and domestic environmental requirements. We have established a full set of environmental management system,
which we ensure is operated efficiently, to contribute to the protection of cur blue ocean.

4.Realizing regional internationalization—COSL as a responsible global citizen
As the only composite integrated oilheld senvices listed company in offshore China and Asia Pacific, COSL shoulders the
responsibility to explore, develop and produce more ail and gas for our <ountry. As at the end of 2006, businesses of
COSL have extended to 13 countries and regions, with overseas revenue accounting for 17% of the total sales, representing
a 151% growth over last year. The unique business mode, comprehensive service chain and professional technological
services of COSL have won the favour of many new and existing clients. At a time when energy demand in China and
the world is ever increasing, COSL is reaching out from China to play a more important role on the international arena.

COSL and its staff nave denoted money to the school in
Luanping and Mancheng for many years, as a result, the studying
envirenment has been improved gradually.
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The en'{ployees are the ones who create interests for an
enterpnse. It is only by caring for the employees and practically
soiving their probléms can a harmonious social enwironment and
safe working enwironment be created,

Since its establishment, COSL has been actively making contribution to the society. The Company and our employees
have taken initiative to donate money and materials in all these years to help the two Hope Project Schaois in Luanping
and Mancheng to improve their teaching conditions, We have set up education grants for students with extreme
d:fflculty and subsidies for poor fam:hes At the same time, as COSE takes bigger steps toward international penetration,

* we take more initiative to shoulder our respensibility and obligation as.a globat citizen. For instance, we donated

money and materials to_help those affected by the Indonesian tsunami. In the February flood in Jakarta, Indonesia
this year, the Company immediately mobilized donation for our employees victimized by the disaster and delivered
he!p 10 our plighted overseas employees.

5. Carmg for our employees-To protect the creators of our corporate

" benefits
The employees are the ones who create interests for an entefpnse His only by caring for the employees and practically
solvmg their prob[ems can a harmonious social environmmient and safe working environment be created, The long-

. term commltments of COSL include both ensuring quality of products and services to our clients and health and

safety to our employees. COSL has devised and recently modified the Company's "Regulations for the Management
of Empfoyee ‘Health*, which specify requirements for employee health check, offshore medical management,
managemenl of dnnkmg water on vessel/dnllmg 11g, managernem of oﬂshore food hygiene and public hyglene
management

To enhqnce prevemion of enterprise occupational diseases, effectively prevent, contain and eliminate the risks of
occupational diseases and ensure the health of our emiployees, we have devised and issued the Company's "Regulations
for the Management of Occupational Hygiene'. We step up with the health management of full-time drivers according
to the unique nature of their job. While expanding our business overseas, COSL keeps our overseas operalors and
employees in mind, preparing and distributing health guidelines like "Safety Guidelines on Overseas Travel" to ensure
lhe smaoth deue|opment of the Company‘s overseas operations,

An enterprise has o share the responsublllly for soaai harmony. Socual developmem and corporate development go
hand in hand. We will continue to strengthen the awareness and social responsibility of our shareholders and do
our best for the Company's sustainable development, while negotiating interests of the society, environmeﬁt,
shareholders and employees.
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I. 2005 Annual General Meeting

China Oiffield Services Limited {"COSL" or the "Company"} held its Annual General Meeting for the fiscal year 2005
(the "AGM"} on 25 May 2006 (Thursday) at 10:00 a.m. (Beijing time} at Conference Room 403, CNOOC Plaza, No.6,
Dongzhimenwai Xiacjie, Beijing, China. The shareholders who attended either in person or by proxy represented
3.991,771.899 shares, or 99.91% of COSL's total issued shares. Mr. Simon X. Jiang. Independent Non-executive
Director, presided over the AGM. The sharcholders in attendance considered and voted by poll to adeopt and approve
the following ordinary resolutions:

1. To consider and approve the audited financial statements and the report of the auditor for the year ended
31 December 2005.

2. To consider and approve the proposed annual dividend for the year ended 31 December 2005,
To consider and approve the budget fur fiscal year 2006,
To consider and approve the report of the directors and the corporate governance report of the Campany
for the year ended 31 December 2005.

5. To consider and approve the report of the supervisory commitiee of the Company for the year ended 31
December 2005.

6. To appaint one new director and to re-appoint an independent supenisor,

Mr. Li Yong, aged 42, graduated in 1984 from the Southwest Petroleum University. in 1989, Mr. Li obtained a master's
degree in Gil Economics from the Scuola E. Mattei in ltaly and an MBA of Peking University in 2001. Mr. Li joined
China National Offshore Oil Corp. in 1984. From 2003 to 2005, Mr. Li was the deputy general manager of CNOOC
{China} Ltd. Tianjin. In October 2005, Mr. Li became the Executive Vice President of the Company.

Save as disclosed herein, Mr. Li does not have any relationship with any directors, sentor management or substantial
or controlling shareholder of the Company. Mr. Li does not have any interests in shares of the Company within the
meaning of Part XV of the Securities and Futures Ordinance,

Mr. Li has not held any directorship in any other listed public companies in the past three years. There is a service
contract subsisting between Mr. L and the Company for Mr. Li's appointment as the Company's Executive Vice
President. Mr. Li will not be entitled to an annual director's fee,

Save as disclosed above, the Board s not aware of any matter in relation to Mr. Li that is reguired to be disclosed
pursuant ta Rule 13.51(2) of the Listing Rules or any other matter that needs to be brought to the attention of
shareholders of the Company in relation 1o Mr. Li's appointment as a director.
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Mr. Zhang Dunijie, aged 54, graduated from the University of Shanxi Finance and Economics in 1982, and obtained
his MBA from Guang Hua Management’ School of Peking University. He had served as vice chairman and general
manager of China Aftex Import & Export Co., President of China Long Co. SIL, and was the Senior Vice President of
the Power Generataon Group (RG) of S:emens (China). Mr. Zhang is the founder and current Chairman of Global
Resource EnviTech Co., Ltd. Mr Zhang was elecled asan mdependent supervisor at the Company's annual general
meeting in May 2003.

Save as disclosed herein: Mr. ;Zhan?g does not have any rélationship with any directors, senior management or

substantial or controlling shareholder of the Company. Mr. Zhang does not have any interests in shares of the Company
within the meaning of Part XV of the Securities and Futures Ordinance.

Mr. Zhang has not held"any directorship in any other listed public companies in the past three years. Mr. Zhang has
entered into an Independent Supervisor Service Contract with the Company which will expire on 26 May 2006. Mr.
Zhang's term of service will be for three years. Mr, Zhang will be entitled to a fee to be determined by the General
Meeting of Shareholders of the Company with referenceto his duties and responsibifities.

Save as disclosed above, the Board is not aware of any matler in relation to Mr. Zhang that is required to be disclosed
pursuant to Rule 13.51(2) of the Listing Rules or any other matter that neéeds to be brought to the attention-of
shareholders of the Company in relation to Mr. Zhang's appointment.

'

7. To consider and approve the femuneration of the mdependent non- execuiwe directors and the lndependem

supemsor : 5

8. . Tore-appoint Emst & Young Hua Ming and Ernst & Young as the domestic and international auditors of
the Company for the year ending 31 December 2006 and to authorise the board of directors to fix the
remuneration thereof.

COSL paid a final dividend of RMB 4.1 ce'ms'per share {tax inclusive) for the fiscal year 2005 on 15 fune 2006, The
final dividend will be'paid to all COSL shareholders whose names appear on COSLs register of members on 25 May

. 2006 In accordance with Article 169 of COSL's Articles of Association, the final dividend of RMB 4.11 cents per
share (tax inclusive) payable to, COSL‘s H shareholders will be paid in Hong Kong dollars with the Hong Korig doilar
10 Renminbi conversion rate bemg ihe average closmg conversion rate announced by the People's Bank of China for
the week ummedlately prior to 25 May 2006.

.As more than 50% of the votes present-at the AGM either in person or by proxy were cast in favour of resolutions

1 10 8, the above eight resolutions weré duly passed as ordinary resolitions. Jun He Law Offices was authorized by *

. Computershare. Ho:jg Kong In_ye_stor Services Limited to act as the scrutineer.

. 2006 Extraordmary General Meetmg

(1) The First Extraordinary General Meeting : )
China Qilfield Services Limited ("COSL* or the *Company’) held its extraordinary general meeting (EGM") on 12 January
2006 (Thursday) at the Conferénce Room 403, CNOOC Plaza, No. 6, Dengzhimenwai Xiaojie, Beijing, China, to
consider and approve the proposed issue of a shart-term debenture in the People’s Republic of China in an aggregate

- principal amount not exceeding RMB2,000,000,000 in 2006 as a special Resolution.
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Attendance at the EGM
Shareholders of domestic shares or their proxies who representad a total of 2,460,468,000 domestic shares
attended the EGM. Shareholders of H shares who represented 611,100,725 H shares appointed the Chairman
of the EGM to vate in the EGM. Shareholders or their proxies in presence represented 3,071,568,725 shares
or mare than 50% of the total share capital of the Company, which was in compliance with the Company
Law and Articles of Association of the Company.

The EGM was chaired by Mr. Wu Menglei, a director of the Company, Jun He Law Offices was authorized
by Computershare Hong Kong investor Services Limited to act as the scrutineer and was responsible for
the vote counting.

Results of the EGM
All sharehalders of the Company are entitled to vote for ar against the special resolution. Upon discussion
and voting in the EGM, the above resolution was approved with affirmative votes amounting to 3,071,568,725
shares and 0 votes in olyjection,

(). The Second Extraordinary General Meeting

China Qitfield Services Limited ("COSL" or the "Company’) held its extraordinary general meeting on 22 November
2006 (Wednesday) al 10:00 a3.m. at the conference room 6108, CNOOC Plaza, No. 25 Chaoyangmen North Avenue,
Dongcheng District, Beiling, the People's Republic of China. The meeting discussed and approved:

Ordinary Resolution:
1.stock appreciation rights scheme

Speaial Resolutions:
1.10 amend the articles of association of the Company
2.to authornze the Board of Directors of the Company to allot H shares not exceed 20% of the aggregate
nominal value of H Shares in issue

Attendance at the EGM
Two shareholders in attendance either in person or by proxy at the £GM, represented 3,115,331,241 shares,
or 79.97% of COSL's total issued share capital comprising 3,995,320,000 shares. Shareholders cr their
proxies in presence represented morethan 50% of the total share capital of the Company, which was in
comphiance with the Company Law and the Articles of Assaciation of the Company.

The EGM was chaired by Mr, Li Yong , an executive director of the Company. Jun He Law Offices was
autharized by Computershare Hong Kong Investor Services timited to act as the scrutineer and was responsible
for the vete counting in writing.
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Results of the EGM
All shareholders of the Campany were entitled to vole for or against the above resolutions. Upon discussion
and voting at the EGM, the following results were altained:

Stock appreciation, nghts scheme: The resolutlon was approved with 2,847,525,934 votes for and 240,805,307
votes against, and sharehaolders vting for and against the tesolution amounted to 92.27% and 7.73% of
shareholder attending i in person or by proxy, respectlyely.

» - To amend the Articles of Association: The resolution was approved with 2,797,410,249 votes for and
307,132,992 votes against, and shareholders votmg for and against the resolution amounted to 90.11%
and 9.89% of shareholder attending in person o by proxy, respectively.

To autharize the Board of Directors of the Company to allot H shares not exceed 20% of the aggregate
nommal value of H Shares in jssue: The resolution was approved with 3,102,863, 241 votes for and 680,000
votes against, and sharehofders voting for and against the resolution amounted to 99.98% and 0.02% of
shareholder attending in person or by proxy, respectively.
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Fu Chengyu
Chairman of the Board
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M. Fu was bornin 1851, He is akso
the President of CNGOC and the
Chairman of CHOOC Limited, Mr, Fu
is & senior economist with & master
degree of peirdieum engineenng from
University of Southern California in
the United States. He has over 30
years of expenence i the oil ndustry
in China. Mr, fu joined CROOC in
1982. From 1994 10 1995, he served
as Deputy General Marager of China
Cifshore Ol Lastern South China Sea
Corperation, from 1995 to 19599, M,
Fu served as Vice President of Philips
Petroleum International {Asia Pacific)
and the Generat Manager of its Xijiang
Operation. k). Fu was an Executive
Direcior of CNQOC Lirnited fram
September 1992 1o August 2002 and
was the President ol (NOOC Limited
Trewn Dacernbir 1000 10 August 2002,

Yuan Guangyu
Executive Director, CEQ &

President
e e

R Yuan was born m 1959, He
graduated in 1982 from the Petrgleurn
Unmersity {the former East China
Patroleum Institute} in the FRC witit 3
Bachelors degree in drlling
engiheenng. tn 2001, Mr. Yuan
obtained his master degree from the
Capital University of Economics and
Business, Mz, Yuan joinged CNCOC in
1982 and has been working in 1he
PRC oil and gas indusiry lor over 20
years. He served in (NOGC Boha
Orlling Comparny s a creling-a Team
Head, Supenvisor, Deputy Manaaar
and then Manager from 1932 1o 1993,
He served as the Deputy General
Manager of CHOOC Boha: Driling
Cornpany from 1293 10 1994, He was
Deputy General Manager of China
Offshore QJ Norhern Dnll:ng Company
from 1995 10 1996. from 1990 10
199¢, he was the Deputy General
Manager of CNOOC Operational
Depattment, Fram 1959 1o 2001 he
served as President of China Offshine
Ol Northern Dnlling Company, from
2001 10 2002, he was Chairman and
President of CHOOC Seracas. From
2002 10 20603, he was an Execulive
Diractar, Presdent an Chiel Operating
Officer of COSL. Mr Yuan has beern
serving as an £xecutive Girector, Lhe
Chief Executive Gificer and the
Prosident of COSL since 2003, He has
been Assistant to the General Ranager
of CNOOC since Novembar, 2006,

Wu Mengfei
Non-Executive Director

Mr. Wu Mengfer, born in 1955, joincd
CHOGCC in 1988 a5 manager of
Planning Department and Gengral
Kanager of the Funds Planning Dept.
Fram September 199% (o June 2002,
K. Wu was €FC and Senior Vice
President in CHOGC Limited. M Wu
jomed COSLn July 2002 atits GO
and Executive Vice President, arcl
was an Executive Director since May
2004, Mr. Wy recently resigned his
position as the Executive Vice President
& CFO of COSL as o become the CFC
of CNOOC, yet still serves COSL as a
nen-executive director. kn addition,
Mr, Wu is 1he Chairman of China
BlueChemical 11d., Aegen-CNOOC
Life Insurance Co., LTd. and CNOOC
Insurance Lid. Mr. Wu obtained his
MBA degree from the Massachusetts
Institute of Technoloyy, as well 25 3
hachelor's degree and a mastars
degrie from the Petroloum Uriverly
of Eastern China.

Li Yong
Executive Direcot, Executive
Vice President&C0O0

N Li Yong, born in 1963, graduated
ir 1984 from the Southwest
Petroleum University in 1989, M Li
obtained a master's degree in Ol
Economics from the Scuota E Mattei
m ltaly, and an MBA of Peking
Uriversity in 2001. Mz L joined China
Natianal Offshare Qil Corp. in 1984,
From 2003 1o 2005, Mr. Li was the
Depuly General Manger of CNOOC
{China) Lid, Tsanpn, in Getober 2005,
W, Ly became the Executive Vice
President of the Company. He became
Erecutive Director of the Compary m
May 2006,




Gordon C.K. Kwong
independent Non-executive
Director

Mr. Kwong was born in 1949, He is
an Independent Non-gxecutive
Director of gur compary. Mr. Kwong
received a bachelor degree in Scial
Science from the University of Hong
Kong in 1972, and is a feliows member
of the Institute of Chartered
Accountants in England and Wales.
M. Kwong, a chartered accountant
since 1977, was a partner of
Pricevvaterhouse Coopers from luly
1984 to April 1938. From 1992 to
1997, Mr. Kwaong is an independent
member of the Heng Kong Stock
Exchange Councd, and Convener of
the Regulatory Commiftee and Usting
Committee for three years. b Kwaong
currently serves as an [ndependent
Non-executive Director of a number
of companies listed on the Stock
£xchange, namely COSCO
international Holdings Limited, Tianjin
Development Heldings Limited, Beying
Capital International Airport Company
Limited, Frasers Property {China}
Limited, NWS Holdings Limited, China
Qilfield Services Limited, Concepta
tnvestments Limiled, China Chenglong
Development Group Limited, Global
Digital Creations Heldings Limited,
Ping An Insurance {Group) Company
of China Limized, Guam Limised, China
Power International Development
Lirnited, Henderson Land Development
Company Limited, Henderson
Investment Limited, Tom Dnline Inc
and Agile Property Holdings Limited.

Andrew Y, Yan
Independent Non-executive
Director

br. Yan was born in 1957, Mr. Yan
has been the Chief Partner of SAIf
Asia Investment Fund since 2001, Mr,
Yan received a master’s degree in
sociplogy and economics from Peking
University in 1986 and a second
master's degree from Princeton
University in the United $tates in 1989,
He obtained his bachelor degree in
Nanjing Aeronautic Instituze in the
PRC. Mr. Yan was the Managing
Director and head of the Hong Kong
office of the Emeraing Markets
Partnership from February 1695 to
October 2001, From 19594 1o 1995,
Mr. Yan worked for Sprint International
Corporation as the Director of Strategic
Planning and Business Development
for the Asia Pacilic Region.

Simon X, Jiang
Independent Non-executive

Director

Dr. Simon X, Jiang {0, Jiang) was
botnin 1953. He received bis
bachelor's degree from the Beipng
Foreign Studies University and
abtained bes M. Phil and Ph, D degrees
in Econornics from Cambridge
University of England. Between 1992
and 1998, he managed glabal
investment tor United Matins in joint
Statf Pension Fund Investment
Management service. Between 1998
and 2Q03, Dr. jiang founded Cyber
City Holdings Lirmited ("CCHY) in Hong
Kong, which was engaged in high-
tech and perspective infrastruciure
projects, and was listed through M&A
in 2001, and he was appaointed as a
Board member. 1r. Jiang is a Dircctor
of BOCHM {a joint-veature fund
management conipany between
Merrilt Lynch and BOC International),
and a trustee of the Cambridge China
Development Fund. In addition, Dr.
siang was also a Board member of Zi
Corporation, & Canadian information
lechnelogy company fisted on the
NASDAQ, a consultant of the US
Capital Group and a Sentor Associale
at the Judae Institute of Managemanl
studics of Cambridge Unersity, He
was selected as company Independent
Nan-executive Director by COSLS
General Meeting in May 2004,
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Zhang Benchun
Supervisor

= |

Mr. Zhang was born in 1950,
Supervisor of the company He s alsa
the General Manager of Audit &
Supervision Department of the
CNOGC, He is a seniar engineer and
he holds a bachelor degrae of
business administration from (he
correspondence education of the
Central Party Schooh.Mr.Zhang jemned
the CNOOC in 1984 and served as
the Director of CNOOCs Ideclogical
Affairs Department from 1997 ¢
1999,

Supervisor

Tang Daizhi

Mr. Tana was borrin 1963, Supetvisor
of the Compasy. He graduated fram
the fianghan fetroleum Instivte with
a hachelor's degree in oil exploration.
He has over 20 vear's working
experence in the PRC oil and gas
mdustry. He has joined CNOOC in
1984. From 2002 te 2005 he served
as General Manager of Administraton
Department in COSL. He was
Chairman of Labor Union of COSL
from July to October 2005 Mr.Tang
is now serving as Vice President and
Deputy Secretary of COSL's Party
Commitlee from October 2005,

Xiao Jianwen
Supervisor

| PN = i, T R
M. Yiac was born in 194 He is the
current supervisor of the Assets
Management Departiment of CNOQC,
M. Xiao (cined CNOOC in 1584,
and was the Directr of its Auditing
Department and an official in the
Supervisory Commutter of State-
Owned Entarprises under the State
Council. He helds a bachelor's degree
in Economics from the Department
cf Labor Exonomy in the Beijing

Institute of EConamics,

T

Zhang Dunjie
Independent Superviso

RN e
Mr. Zhang Dunjie was born in 1352,
graduated from University of Shana
Finance and Economics in 1983, and
obtained his MBA fram Guang Hua
Management School of Pelung
Unuwversity. He had senved as Vice
Chairman and General Manager of
China Artex Irmpori & Export Co.,
President of China Long Co. SIL.
Senior Vice President af the Power
Generation Group (PG} of Siemens
(China}. Mr Zhang is the founder of
Global Resourse Envi-Tech Co. Lid, of
which he is the Chairman. He was
elected as the Independent Supenasor
at the Campany's Annuaf Generat
Meeting of stay, 7003,
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Zhong Hua
Executive Vice President &
CFO
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Mr. Zhong Hua was born in 1960, He
graduated from Southwest Petroleum
University in 1982, majoring in Oil
Production. He received a master's
degree of Pet;oleurn Engineeting from
the Heript-Walt University in the
United Kingdom in 1988. Mr. Zhong
joined CNOOC in 1982 and from then
10 1993 served as an engineer, Deputy
manager and manager for oilfield
operation in China Offshare Ol
Western South China Sea Corporation.
From 1992 10 1994 he was the Chief
Project Officer of CNGOC Indonesia
Project. From 1994 10 1999 he was
Deputy Manager, Manager of
Technokogy Development Department,
and then Manger of Administration
Department of China Qfishore Qil
Western South China Sea Corporation.
He acted as General Manger of the
Administration Department and then
Alanning Department of CNOOC
Limited from 1999 1o 2005. He has
been the Executive Vice President of
COSL since August 2005. He became
Chief Finaneial Officer of COSL from
1 Apnl 2006,

Chen Weidong

Company Secretary and

Executive Vice President
e
Mr. Chen Weidong was born in 1955
He is an Executive Vice President of
our Company. Mr. Cher obtained a
bachelor's degree in gecphysical
exploration studies from Shandong
Oceananics Institute in the PRC, in
1982 and an MBA degree from Peting
University in July 2001, He graduated
from the postgraduate program of
China University of Political Science
and Law, majoring in Businass Law in
July 2005. He jointed CNOOC upon
graduation in 1982 and has over 20
years experience in the PRC oil and
natural gas indusiry. Before becomng
an Executive Vice President of our
Company in lanuary ZO0H, Mr. Chen
served as Prasident of the China
olfshore (hl Geophysical Corporation,
an associate of CNOOC.
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The directars present their report and the audited financial statements of the Company and its subsidiaries (here
in after coffectively referred to as 'the Group'} fer the year ended 31 December 2006.

Principal activities

The Company is principally engaged in the provision of offshore oilfield services including drilling services, well
services, marine support and transportation services and geophysical services. The principal activities of the subsidiaries
comprise investment holding, sale of Jogging equipment, leasing of geophysical vessels, provision of drifling fluids
services and provision of drilling services in Indonesia. There were no significant changes in the nature of the Group's
principal activities during the year.

Results and dividends
The Group's profit for the year ended 31 December 2006 and the state of affairs of the Company and the Group
at that date are set out in the linancial statements on pages 65 to 70.

The directars recommend the payment of a final dividend of RMBO.06 per ordinary share in respect of the year to
shareholders whase names appear on the register of members on 7 May 2G07. This recommendation has been
incorporated in the financial staterments as an allocation of retained profit within the equity section of the balance
sheet. This dividend amounts to about RMB239.7 miifion. Further details of this accounting treatment are set out
in note 13 to the financial statements.

Subsidiaries
Particulars of the company's subsidiaries as at 31 December 2006 are set oul in note 16 to the financial statements.
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Summary Financial information

A summary of the published results and the assets, liabilities and minority interests of the Group for the last five
years as extracted from the audited financial statements and reclassified as appropriate set out as blow. This summary
does not form part of the audited financial statements.

Results 2006 2005 2004 2003 2002
RMB000  RMBODD RMBOOO  RMBOOD  RMBO0OO

(note)

Wmover .. 6364839 " 4788792 3824025 3061255 3725782
QDS TEVENUES v D34 12919 23,488 11720 4600

Cperating expenses
Depreciation of property, plam and equrpment . (900 244) (755 676} (666 971) (594, 003) (552523)
" Employee compensation costs. . (936,936) (833,345 (640,153) (513,098 (462,293)
_Reparand maintenance costs T (356510) (285,166)  (226,733) (172,139) (152693
."Consumphon of supphns matenals i - '
 fuel, services,subcontracting expenses and others (2.141,142)  (1,696,796) (1,230,070) (924, 412} (836,460}
_ Operating lease exp ) (313431) (213436} (186.828) (121,526) (61522)
mOlher operatlng expén,es e (274 444) ' (105 288) ( 166, 549) _‘_"(165 533): ( 139 394)
Other selling, general and administrative expenses  (81,231)  (61,737)  (38,045) (33489  (42.475)
Total operating expenses ©(5,003,938)  (3,951,444) (3,155,349) (2,524,200) (2,247,360)

Profitfromoperations T UN392,042 850,267 692,168 549,775 483022
financal income

) Exchangelosses net - L tas, 694) - (16,802) 199 18 (973
"Fmance costs (36 708) o (104}. i T ) ' (5 289}
:lnterest lncome 27 856 R 169563430032175 36
Total financial epenses/income T ss sAG) T UUS0T 34,499 314594954

Share of profits of jointly-contiolled entities 113,505 106,617 79445 38663 28384
Profitbeforetax o .....1450201 956,934 806,112 619897 516360
X e Bneee)  (135,938) {104,385) (153,991) (161,974)

Profitfortheyear V128235 820,996 701,727 465906 354,386




COsl AMMUAL REPORT 2000

. REPORT OF THE

1

55

Summary Financial information  continued

Assets and liabilities

2006 2005 2004 2003 2002

RMB'000 RMB'OOC  RMBI0QO RMBO00  RMBO0O

Total assets S ..3130ar0 0 9709875 9140820 8231055 7.957.532
Total hiablties o \a511.626)  (2,055133) (2.076,144) - (1,685.919) - {1,776,937)

8618584 7654742 7064676 6545136 6,180,595

Note:
1. the results of the Greap for the year ended 21 December 2002, and assets and habil:ties of the Group as at 31 Dacember 2002 presented
above have keen extracted from the pro forma combined profit and loss account snd conzohidated balance sheet.

Property, plant and equipment
Details of movements in the property, plant and equipment of the Company and the Group during the year are
set out in note 15 to the financial siatements.

Share capital

There was no movement in either the Company's authorised or issued share capital during the year.

Pre-emptive rights
There are ne provisions for pre-emptive rights under the Company's Articles or Association or the Company Law
of the PRC which would oblige the Company to offer new shares on a pro rata basis to existing sharehoiders.

Purchase, redemption or sale of listed securities of the Company
Neither the Company nor its subsidiaries purchased, redeemed or soldany of its listed securities during this year.

Reserves
Details of movements in the reserves of the Company and the Group during the year are set out in note 30 to the
financial statements and in the consolidated statement of changes in equity, respectively.
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Distributable reserves

As at 31 December 2006, in accordance with the PRC Company Law, an amount of approximately RMB1,976 million
standing to the credit of the Company's capital reserve account and an amount of approximately RM8443 million
standing to the credit of the Company's statutory reserve funds {details of which are set forth in note 30 to the
financial statements), as determined under the PRC accounting standards and regulations, were available for
distribution by way of future capitalization issue. In addition, as set out in note 30 to the financial statements, the
Company had retained profits of approximately RMB2,015 million available for distribution as dividends.

Save as aforesaid, the Company did not have any reserves avatlable for distribution to its shareholders as at 31
December 2006.

Charitable contributions
During the year, the Group made charitable donations totaling RMB216,000.

Major customers and suppliers

In the year under review, sales to the Group's five largest customers accounted for 83.9% of the total sales for the
year and sales to the largest customer included therein accounted for approximately 63.7%. Purchases from the
Group's five largest suppliers accounted for approximately 33% of the total purchases for the year.

The Group has provided certain oilfield services to and obtained certain services from the companies with the same
ultimate holding company of the Campany, details of which are set forth in the section 'Connected Transactions'
below. Save as aforesaid, none of the directors of the Company or any of their associates or any shareholders (which,
to the best knowledge of the directors, own more than 5% of the Company's issued share ¢apitall had any beneficial
interest in the Group's five largest customers and five largest suppliers.

Directors and supervisors
in accordance with the Company's Articles of Assoaation, all directors and supervisors are elected {or a term of
three years and may serve consecutive terms upon re-election,

The directors and supervisors of the Company during the year were:

Executive directors: Independent non-executive Supervisors:
Yuan Guangyu directors: Zhang Benchun
Lt Yang (appointed on 25 May 2006)  Gordon C.K. Kwong Xiao Jianmin

. R Andrew Y. Yan Tang Daizht
Non-executive director; Simon X. Jiang
Fu Chengyu
Wu Mengfei Independent Supervisors;

Zhang Dunjie

The Company having received annual confirmations of independence from Gordon C.K. Kwong, Andrew Y. Yan,
Simon X, liang and Zhang Dunjie, and as at the date of this report, still considers them to be independent.
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Directors, supervisors and senior biographies
Bicgraphical details of the directors and supervisors of the Company and the senior management of the Group
are set out on pages 42 to 52 of the Annual Report.

Directors and supervisors service contracts

Each of the independent non-executive directors and independent supervisor is required to enter into a service
contract with the Company for a term of three years, renewable upon re-election. Details of the directors remunerations
for the year 2006 are set out in note 8 1o the financial statements.

Apart from the foregoing, no director proposed for re-election at the forthcoming annual general meeting has a
service contract with the Company which is not determinable by the Company wilhin ane year withcut payment
of compensation, ather than statutory compensation.

Directors remuneration

Directors and supervisors fees are subject to shareholders, approval at general meetings. Other emoluments are
determined by the Company's board of directors with reference to the duties and responsibilities of the directors,
the remunaration comrmittee's recommendation and performance and the results of the Group.

Directors' and supervisors' interests in contracts

None of the directors and supervisors had a material interest, either directly or indwectly, in any contract of significance
to the business of the Group to which the Company, its holding company, or any of its subsidiaries or fellow
subsidiaries was a patty during the year,

Contracts of significance

The Cormpany has entered into several agreements with CNQOC Limited, a fellow holding company of the Company,
and CNOOC Group other than CNOQC Limited, for the provision of oilfield services by the Company 1o CNQOC
Limited and CNOOC Group, and for the provision of various services by CNOOC Group 1o the Company. Further
details of the transactions undertaken in connection with these contracts during the year are included in note 34
1o the financial statements.

Save as disclosed, no contract of significance in refation 1o the Group's business to which the Company or any of
s subsidiaries was a party, and in which a director of the Company had a maternal interest, which directly or
inditectly, subsisted at year end o7 at any time during the year.

Directors, chief executives and supervisors interests and short positions in shares
As al 31 December 2006, none of the directors, chief executive and supervisors and their respective assoaiates
had registered an interest or short positions in the shares of the Company or any of its associated corporations
which would fall 1o be notified 10 the Company, pursuant to Divisions 7 and 8 of Part XV of the Securities and
Futures Grdinance (the "SFO") or Section 352 of SFO, or as otherwise nolified te the Company and the Stock £xchange
pursuant 1o the Model Code for Securities Transactions by Directors of Listed Issuers.




SRR RS R TR AT T AT

- REPORT OF THE DIRECTORS

o

Directors, chief executives and supervisors rights to acquire shares or debentures

At no time during the year were rights to acquire benefits by means of acquisition of shares in or debentures of
the Company granted to any directors, chief executive and supervisors or their respective spouses or minor chifdren,
or were any such rights exercised by themn; nor was the Company, its holding company, or any of its subsidiaries
or fellow subsidiaries a party to any arrangement to enable the directors to acquire such rights in any other body
corporate.

Substantial shareholders' and other persons' interests in shares
As at 31 December 2006, so far as is known o any director, or the chief executive, the following person (not being
a director, supervisor or chief executive of the Company) had interests or short pasitions in the shares which would
fall to be disclosed to the Campany and the Stock Exchange under the provisions of Divisions 2 and 3 of Part XV
of the SFO:
Long positions: - .
Approximate  Approximate
Number and  percentagein  percentage of
Class of shares  the same class issued share

Name Capacity and nature of interest {note a) of shares capital
China National Offshore Gl Directly beneficially owned 2,460.468,000() 7™
Corporation (CNOOC) e dOMESUiC shares - 100.00%  61.58%
Fidelity Intermnational Interest in a controlled  140,264,000(1)

UG o OTROTAON Hshares - 9.14%  3.51%
Commonwealth Bank of Interest in a controlled 79,096,000(1)

Australia e .ocorporation (noteb)  Hshares 0 515%  1.98%
SKAGEN Kon-Tiki Interest in a controlled 78,236,000(P)

Verdipapifond ... COtporationfnoteq)  Hshares 5.10%  1.96%
Notes:

{a) “L* denotes long position,

(b} The direct beneficial owner is First State lnvestment Managers {Asia) Lid, and First State Investment Managers {Asia) Lid is wholly owned by
Commaonweatth 8ank of Ausiralia,

{c) The direct beneficial owner is Stavanger Fondsforvalining AS, and Stavanger Fondstorvalining AS is whelly owned by SKAGEN Kon-Tiki
Verdpapiriond.

Save as disclosed above, the directors are not aware of any other person who had an interest in the shares of the
Company which would fall 1o be disclosed to the Company pursuani to Section 336 of the SFO.
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Connected transactions
Upon the listing of the H Shares of the Company on The Stock Exchange ¢f Horng Kong Limited {("HKSE™ on 20
November 2002, transactions between the Group and its connected persons or their respective assocates (as the
respective terms are defined by the HKSE Listing Rules) are governed by and are required to comply with the
requirements of the HXSE Listing Rules. During the year ended 31 December 2006, the Group had the following
connected transactions:

A. Gross revenue eamed from prowsnon of serwces 10 the followmg partles

Prows lon of mat me sUppo

Prowsnon of well S"FVICCS

CNOOC anlted Group

Prowsnon of dnllmg serwces

Prowston of marine support and lransponatlon servnces

Prowston of geophys:cal sermces

CNOOC Group {induding services provided by China Nanhai-Magcobar Mud

Corporanon Led, Magcobar ))
Provmon of duFInng services
Provmon of weil SEIVICRs

nd transp on services

P{oulsmn of geuphysncal serwces

Jomtly cunlrollcd entities

Provrsnon of dn!llng services

Prowsuon of weII ser\rlces
Promsnon of matine support and transportat{on semces

B. Included in operating expenses {including services provided to Magcobar)

 Services piovided by the CNOOC Group:

waour services

Matenais uhlmcs and olher anuilary services

I’ransportallon SEI\"ICP_»

A ‘7 Lease ¢ UfofI(e warehouse and berlhs

Repair and maintenance seivices

Managernent services

2006
RMB'000

786,019
1,121,702
699,921
531,059
4138701

9624
526
147,083
63,887
221120

10,550
197,656
5,244
47,651
12842
15,449
289,392




AL AERINUAL LY U ZUVW0D

 THE DIRECTORS -

Connected transactions (continued)

2006

RMB'000

€. Deposits placed with CNOOC Finance Company at 31 December 2006 L hoa
D. Interest income earned from deposits placed with CNOOC Finance Company 1

For items {A) and (B) above, the independent shareholders of the Company granted approval for the Company to
enter into the connected transactions set out by ordinary resolutions at the extraordinary general meeting held on
29 Navember 2004. For items (C) and (D}, these transactions were qualified as "De minimum transaction” as defined
in the Listing Rules.

The independent non-executive directors have reviewed the above transactions and have confirmed that:

1. the transactions were entered into between the Group and the connected persons or their respective assodiates
{where applicable) in the ordinary and usual course of its business;

2. the transactions were entered into on normal commercial terms, or wheee there is no avallable compatison,
on terms no less favourable than those available from or to independent third parties;

3. the transactions were entered into in accordance with the relevant agreements governing such transactions,
on terms that are fair and reasonable to the independent shareholders as a whole; and

4. the transactions were eniered into with the annual aggregate value of each category of connected transactions
not exceeding the relevant annual limits as approved by the independent shareholders.

Sufficiency of public float
Based on information that is publicly available to the Company and to the best knowledge of the directors, at
least 25% of the Company's total issued share capital was held by the public as at the date of this report,

Post balance sheet events
Details of significant post balance sheet events of the Group are set out in note 36 to the financial statements.

Audit Committee

The final results have been reviewed by the audit committee of the Board which consists of three independent
non-executive directors. The committee has reviewed the accounting principles and practices adopted by the
Company, and has alse discussed auditing, internal control and financial reporting matters including the review of
audited 2006 annual results with the management.




Code on Corporate Governance Practices

For the year under review, compliance with the Code on Corporate Governance Practices by the Company is set
out in the Corparate Governance Report an page 36 1o 471 of this annual report. The Company is committed to
the establishment of good corporate governance practices and procedures including the application of the principles
of a quality board, sound internal control, transparency and accountability to its Shareholders. Pursuant to Code
Provision E.1.2 of the Code on Corporate Governance Practices as stated in Appendix 14 to the Listing Rules, the
Chairman of the Board should, among other things, atiend the annual general meeting of the Company. Mr. Fu
Chengyu, the Chairman of the Company, failed to attend the annual general meeting of the Company held on 25
May 2006 due to an unexpected matter that required his immediate attention. Mr. Simon X, iang was elected
the chairman of the meeting tn accordance with the Articles of Association of the Company. Save as disclosed,
the Company has complied strictly with the Code on Corporate Governance Praclices as stated in Appendix 14 of
the Listing Rules throughout the 12 months ended 31 December 2006.

Model Code for Securities Transactions by Directors of Listed Issuers

Upon specific enquiry to each and every director by the Company, the Board of Directors confirms that all the
members of the Board, for the year under review, have complied with the Maodel Code for Securities Transactions
by Directors of Listed Issuers as set out in Appendix 10 of the Listing Rules.

Auditors
Ernst & Young retire and a resolution for their re-appointment as auditors of the Company will be proposed at
the forthcaming annual general meeting.

ON BEHALF OF THE BOARD

Fu Chengyu

Chairman

Heng Kong
23 March 2007
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In 2006, the Supervisory Committee of the Company, pursuant to the Company Law of the PRC and the Company's
Artictes of Assodiation, duly performed its duties. It acted to secure a standardized operation by means of a range
of initiatives as to safeguard shareholders' ultimate interests and the Company's continued growth.

Overview of the Supervisory Committee's Work

The Supervisory Committee convened 4 hoard meetings of the period under review, among other things.

(1) On 20 January 2006, the first board meeting reviewed and approved the Company's Annual Budget 2006;

(2} On 22 March 2006, the second board meeting reviewed and approved the Company's Annual Financial
Report, Dividend Payout Plan of the previous year, convention of Annual General Meeting and re-election
of directors and re-appointment of independent supervisor;

(3)  On 21 August 2006, the third board meeting reviewed and approved Interim Financial Reports and Senior
Management Long-term Incentive Plan;

(4)  On 1 December 2006, the fourth board meeting reviewed and approved the Company's Annual Budget 2007.

The Supervisory Committee conducted a special session after each board meeting to discuss the procedures and
resolution of the board meeting, and reviewed the implementation of resolutions of Shareholders Meeting by
the Board as well as the feasibility of board Meeting resolutions. The Supervisory Committee is of the view that
the four board meetings are pursuant to the Company Law and the Company's Articles of Assodiation, and collectively
endorse the relevant resolutions.

. Independent Opinions of the Supervisory Committee

In addition, the Supervisory Committee has supervised the execution of Shareholder Meetings by the Board, the
performance of serior management as well as the Company's operational management. It is of the view that the Board
and senior management adopted a vigilant attrtude and systematic decision-making mode. A rational internal control
systern was in place to guard against managerial ad financial risks. Neither directors nor senior management were found
to be in breach of any laws, rules, nor the Company’s Articles of Associations or impairing shareholder's interest,

(1} Corporate Financial Status

Members of the Supervisory Committee supervised the Company's financial management system and audited
relevant financial data. The Committee has formed the opinion that the Company adopted a prudent fiscal system,
carried out effective enforcement and consistent accounting practice. The financial statements were of a true and
fair view of the Company's financial status and operational resuits, Ernst & Young and £rnst & Young Hua Ming
conducied the audit of the Company's 2006 financial statements in accordance with Hong Kong Standards on
Auditing and PRC Auditing Standards, respectively, with unqualified opinions. In the Committee’s point of view,
the Company's Financial Report objectively oullined the Company's financial and operational results in a true and
fair view. During the reporting period, the Company's profitability and competitiveness were steadily enhanced
while retaining standardized business practices.

(2) Corporate Managerial Status

Internal management of the Cdmpany was further reinforced during the reporting period, with rules of the Company,
after revision further refined. in particular, the maodified internal matrix-style mechanism was streamlined, while
reinforced budget administration; centralized cash management and cost contral were seen in corporate finance
governance. We considered the internal management had raised 1o a higher level than prior year.
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{3) Capital Utility
In the period under review, application of capital was lawful and effective. No such incidents as impairing shareholders'
interests or squandering of corporate assets occurred.

{4} Connected Transactions

In the period under review, connected transactions between the Company and CNOOC or its subordinate entities
complied with the rules of the Hong Kong Stock £xchange and PRC stock exchanges. The connecied transactions
were on an arnYs length basis, transparent and fairly priced without any detriment to the interests of the Company
or its shareholders.

In 2007, the Supervisory Committee shall further ameliorate its functionality, as to bring more substance to its
work. Apart from the rouline walchdog assignments, certain field case analysis will be conducted with an eye on
the production, operational and managenal issues and significant moves. The Supervisory Committee will exert its
vigilant role with the aim of securing consistent growth and shareholders' interest.

On behalf of the Supervisory Committee

Zhang Benchun
Chairman of the Supervisory Committee

Beijing
23 March 2007
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To the shareholders of China Qilfield Services Limited
{Incorporated in the People's Republic of China with limited liability)

We have audited the financiat statements of China Oilfield Services Limited set out on pages 65 to 108 which comprise
the consolidated and company balance sheets as at 31 December 2006, and the consolidated income statement, the
consolidated statement of changes in equity and the consolidated cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatosy notes.

Directors' responsibility for the financial statements

The directors of the Company are responsible for the preparation and the true and fair presentation of these financial
statements in accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified
Public Accountants and the disclosure requirements of the Hong Kong Companies Crdinance. This responsibility includes
designing, implementing and maintaining internat control relevant 1o the preparation and the true and fair presentation
of financal statements that are free from material misstatement, whether due to fraud or eror; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the drcumstances,

Auditors' responsibility

Our responsibility is to express an opinion on these financiat staterments based on cur audit. Our report is made solely
to you, as a body, 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 requiremients and plan and perform
the audit to obtain reasonable assurance as to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors' judgement, induding the assessment of the risks of matenal
misstatement of the financial statements, whether due te fraud or error. In making those risk assessments, the auditors
consider internal control relevant to the entity’s preparation and true and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opiniosy 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 eslimates made by the direclors, as well as evaluating
the overall presentation of the finandial 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 opinian, the financial staterments give a true and fair view of the state of affairs of the Company and of the Group
as at 31 December 2006 and of the Group's profit and cash flows for the year then ended n accordance with Hong
Kong Financial Reporting Standards and have been properly prepared in accordance with the disclosure requirements
of the Hang Kong Companies Ordinance.

Ernst & Young
Certified Public Accountants
Hong Kong, 23 March 2007
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2006 2005
Notes RMB’000 RMB 000
TURNOVER © S 5364830 2788792
Other revenues . B 3 3,,‘13,41- - 12,919
Operating expenses L )
Deprediation of property plant and equ1pment ) (755 676)
~ Employee ¢ compensahon costs (936 936).___“__ (833 :345)
_ Repair and mamtenance costs ] (356 510)___7 (285166)
Consumptlon of suppl:es materlais fuei

services and others o (1 934 817)__“ {1,437,233)
‘%ubcontradmg cxpenscs S (206 325) (259 563)
~ Operating lease expenses (313 431)“" (2 i3 436)
Other operaiing expenses ) (274 444) (105 288)
Other selling, general and administrative expense‘ (81 231) (61 737)
Total operating expenses (5,003,938) (3,951,444}
PROFIT FROM OPERATIONS 6 1,392,242 850,267
FInanCIal (QXF)enseS)/lncor‘ne FPINS EEEETE) .- . PR T - - Fararmarssaresessnniesanmnnanans 0 . o e aeeaas
bxchangelosses, et~ 0 46690 (16:802)
- Finance costs 7 (36 708)'_'_ (104)
Interest i income 27 856 16 956
Total financial (expenses)/income {55,546) 50
Share of profits of jointly-controlied entities 113,505 106,617
PROFIT BEFORE TAX | B L1450201 956,934
Tax 11 {321,966 ) (135,938)
PROFIT FOR THE YEAR 1,;I28,235 820,996
Attf‘bUtab!L to EE T A NNt R R E N amea 44 e enae e e e ma e e e e eem Al ama ool T TR Y TR R TR AT e s ma R A YRR E TR A kAR
.. Equity holders of the Company " 22 L) J128.010 820,336
Mmonly interests 225 -
1,128,235 820,996

DIVIDENDS 13
_Spedial interim dividend e 55,535
Proposod final dividand 239,719 164 208
239,719 219,743

EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY
. EQUITY HOLDERS OF THE COMPANY

Basic and diluted

28.23 Cents

20.55 Cents
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NON-CURRENT ASSETS

Property, plant and equrpment
Interests in jomtly-conlrolfed entities

2006
RMB'000

8876894 7
433,496

2005
RMB'00Q0

7 258 247

239,936

Total non-current assets

9,310,390

7,498,183

CURRENT ASSETS
Inventorles

Prepayments deposrts and other recewablesu..o........__.__.____A...__._____.u_.._.__.,_.._.__A..

Accounts recewable

Due from the ulnmate holdmg companv S
Due from other CNOOC group companlps
Avarfable for-sale mvestments ,

Pledged trme dep05|ts

Coch amd cash equwalents e e e e e e e e

2.

23

293,160

31 730"'
987,099

33 419

22,466

2,309,443

17,455
75008

229,784
208,854
709,453
45913
_ zeoo'

1,093

1,013,795

Total current assets

3,819,780

2,211,692

CURRENT LIABILITIES

Trade and other payables S N

Short term debemures

Tax payable

Due to the ultimate holding company

Due to other CNOOC group compames

24

21

028

1.830, 808

23? 636
54 150

25 769

997,417

217,090

323,308

218,844

23 789

Total current liabilities

3,362,870

1,469,317

NET CURRENT ASSETS

456,910

742,375

TOTAL ASSETS LESS CURRENT UABILITIES e e e e

NON-CURRENT LIABILITIES
Deferred tax !rabrlmes

bankborrowings
Long term payable to the ultimate holding company

26

28

BRECA

2.767,300

348,756

200 000

600,000

8,240,558

..385.816

200,000

Total non-current liabilities

1,148,756

585816

Net assets

8,618,544

7,654,742

EQUITY
Equity attributable to equnty holders of the company
Issued capital 7

29

Proposed final dividend ‘

13

3,995,320

4383505 3

239,719

164,208

Total equity

8,618,544

7,654,742

Director: Fu Chengyu

Director. Yuan Guangyu
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C'ONSOLIDATE STATEMEN T OF CHANGES IN €EQUITY

medai De r-ber 20 5

Attributable to equity holders of the Company

Proposed
Statutory final fspecial

Issued Capital  reserve Retained interim Minority Total
capital reserve funds  profits  dividend Total interests equity
RMB'GO0 RMB (100 RMB" 000 RMB'GOO  RMB'OOO RMBGOG RMBDO() PV!B oo
ALY January 2005 3.995320 1 206565 711585 175395 7,064,676 - 7,064,676
Final 2004 dividerd declased T ' S (75395 (375395 - {(175399)
profit for the year S U 80996 - 8099% - 82099
F_’[_qp_qsed spedial i interim 2005 dividend (no e13; -------- . D (55535} 55 3?5 .
Specialinterin 2005 dividend dedlared bnote13 - - . 55535 (55535} 55,535
Propased final 2005 diudend (notel3} S usa08 det208 -
Transfer 1ostatutowreservefunds L ”1'2'3,149 12’ 149] R S
Al 3] December ZL‘OS and i January 2006 3,995,320 1,975,810 329,714 1,189,69C 155 208 7 65d 742 - .’654 7&2
Flna! 2005 d:\nder‘d decla ed oo oo '¥64 208) (164 208‘ o - (153- 208,
Proit for the year L T T s 1128010 225 1,128235
Add:tlonal (apn Im;ecllon lcasubmd fary {nole3) . . - S 1895- 1896
- - - - - (212” '2,121\
Proposed final 2006 dmdeﬁd no\e13} . - 23909 239719 . - .

Transter to slaluiory reserve funds T Covizser amnse o - - -
At 31 December 2006 3,965,320 1,975,810%  442,515% 1,365,180 239,719 8,618,544 - 8618544

* These roserve accounts compnise the conselidated reserves of RMB2,418.325,000 (2005: RMB2,305,524,000 ) in the consolidated balance sheet,
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CONﬁOL"DATEQ CASH FLOW STATEMENT

Notes
CASH FLOWS FROM OPERATING ACTIVITIES

Profit from operallons . -

Ad;uslrnents

Exchange Iosses net

2006
RMB 000

2005
RMB 000

" 694)""

____Loss on d:sposal of |tems of property plant and equ:pment .

Deprecuatton of property, plant and equnpment

2

30, 780

830,267

(16 802)‘
1,359

900244 755,

Impanrment/(wnte—back of rmpalrment) of accounts recewable ) -

Pfowsaon agalnst mventorres
Gain on dlsposal of scrap materials

1156

I, 102"'

1ncreasem mventor s
(lncreaseildeaease in accounts recewable

2,268,830

B
_"(2 78 SUZJN

7 Increase  net batance W|th the ulnmale holdmg company ) '

and other CNOOC group comparnies

Decreasef{mcrease) m prepayments, deposuls and olher recelvables

Increase in trade and other payabies net of payable to
progperty, plant and equipment purchases

Wi;"i.crease,’(decrease) in saiar}' and bonus payables o

140 870 - PR PP

30 831

127,124

1,531,048
(14,162)
14,670

{86.223)

171,603
(21,356)

Interest paid

Taxes pald

Mainland Chlna corporate |ncome tax pa:d

Malnland Chlna corporate income tax refur

Overseas | income taxes paud

Jdaaen

175,991

(32 901)“-“ T

Cash generated from operations 2222440

(sazs39)

1.567.920

04

(ass107)

191,280
(33,582)

Net cash inflow from operating activities

1,818,700

1,261,407

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of Htems of property, plant and equipment

:_:_Purchase of avadable-for-sale fmanaal_assets 22
22

-:Proceeds ffom d sposal of em of property plant and eqmprnent

____Increase/(decrease) in net balances with Jomtly-controlled entities _

Decrease in time deposns with orlgmal maturity of more than

LA.785547)

(3oooo) -

- 224 992 e e emimeaemes
9701

5,037

165,538

2071173)

1,144
(3,466

640735
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2006 2005
Noles RMB'000 RMB 0G0
(Increase)/decrease in pledged tlme deposxts _' (21373) _ 3162
Interest receuved 15956
Dl\ndends rece!ved from i 80 18877 54,410
Investment in a Jomtiy controlled enmy and a subsldlary (164 698) -
Net cash outflow from investing activities o (1,758,306) (1,358,212)
Net cash inflow/(outflow} before financing activities 60,394 (96,805)
CASH FLOWS FROM FINANCING ACTIVITIES R S
Proceeds fro;n issue of sho:t term debemures 965 000 N -
New long term bank loans 600 DOOV -
New short term bank Ioans - 90, 000
Repayment of short 1erm ioans ) . (90 000)
Se{llemenls of balance due o the ultimate holdmo rompany e (200 060)
Dividends pald {164,208} (230 930)
Net cash inflow/outflow) from financing activities 1,400,792 (430,930)
NET INCREASEADECREASE) IN CASH AND CASH )
EQUIVALENTS . . 1461186 (527.73%)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 731,126 1,258,861
CASH AND CASH EQUIVALENTS AT END OF YEAR 2,192,312 731,126
ANALYSIS OF BALANCES OF CASH AND CASH FQUIVALENTS
Cash and balances with banks and financial institwtions 23 2,331,909 1,014,838
Less: Pledged time deposits for letter of credit facilities 23 (22.466) (1,093)
CASH AND CASH EQUIVALENTS FOR S
THE CONSOLIDATED BALANCE SHEET =~ . 23 ..02309443 0 1013795
Less: Non-pledged time deposits at banks with original matusity
of more than three months when acquired (117.131) (282,669)
CASH AND CASH EQUIVALENTS FOR THE CONSOLIDATED
CASH FLOW STATEMENT 12,192,312 731,126
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31 Upra_ he

2006 2005
Notes RMB'000 RMB'000

NON CURRENT ASSETS
Propeny plant and equnpmem 158 729 674' ' 7 149 771.
Interests in jointly—contral_iga-entilies B 124 260‘ ) 131 526
Total non-current assets 8,862,995 7,284,009

CURRENT ASSETS
Inventones g 29‘ 059 S 229 782-
OO ST 486 g 286 870
19 1350157 818,994
' - Tase13
2,800
Avallable for—sa!e snvestments 22 ' -
Pledged time deposi ' o 23 11,003
Cash and cash equwalems S T 23 988 495 926,230

Total current assets 4,246,204 2,311,682

Prepaymenls deposns and other recewables

Accounts ucewablc o o 7
Due from lhe ulnmale hofdlng ccmpany o 20 o
Due from other CNOOC group compames R o

CURRENT LIABILITIES o
Trade and other payables T ey 763,407 857504

R SRR s S sty _
. 131530 206, 805

94 573

Short term debentures

Salary and bonus payables
Tax payable S ) o
Due to the ul-l'i.mate holdmg company R - 218 844
B oo compamesmw e e et e e 23 Sas

Total current Liabilities 3,292,994 1,401,515

NET CURRENT ASSETS 953,210 916,167

TOTAL ASSETS LESS CURRENT LIABILTIES 9,816,205 8,194,176

NON-CURRENT LIABILITIES i e
Deferred tax I e o 26388756 385816
nterest-bearing bank borrowings S 27 eooooo
Long term payable to the ultimate holdmg company o 28 200,000 200,000
Total non-current liabilities 1,148,756 585,816

Net assets 8,667,449 7.608.360

EQUIW P ..

e capnal e e e e e e e g 3995320 | 3 995 320
Reserves o e 30 {l)) o 3,432,419 3 448 832
Proposed final dividond ' T Ty 239,719 164,208
Total equity 8,667,449 7,608,360

Director: Fu Chengyu Director: Yuan Guangyu
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OTES TO FINANCIAL STATEMENTS

2.1

. CORPORATE INFORMATION

China Oilfield Services Limited (the *Company™} is a limited liability company incorporated in the People’s Repubfic
of China {"the PRC" or *Mainland China"). The registered office of the Company is located at 3-1516 Hebei Road,
Haiyang New and Hi-Tech Development Zone, Tanggu, Tianjin 300451, the PRC. As part of the reorganisation (the
*Reorganisation”) of China National Offshore Qit Corporation {{CNOOCY) in preparation for the listing of the Company's
shares on The Stock fxchange ef Hong Kong Limited (the *HKSE®) in 2002, and pursuant to an approval document
obtained from the relevant government authority dated 26 September 2002, the Company was restructured into
a joint stock limited liability company.

During the year, the Company and its subsidiaries (hereinafter collectively referred to as the "Group”) were principally
engaged in the provision of oiffield services including drilling services, well services, marine support and transportation
services, and geophysical services.

In the opinion of the directors, the holding company and the ultimate holding company of the Company is CNOOC,
which is a state-owned enterprise incorporated in the PRC.

BASIS OF PREPARATION

These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
{"HKFRSs") {which also include Hong Kona Accounting Standards ("HKASs") and interpretations) issued by the Hong
Kong knstitute of Certified Public Accountants, accounting principles generally accepted in Hong Kong and the
disclosure requirements of the Hong Kong Companies Ordinance. They have been prepared under the historical
cost convention, except for available-for-sale investments which have been measured at fair value. These financial
statements are presented in Renminbi {*RMB") and all values are rounded to the nearest thousand {RMB'OGO) 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 2006. The results of the 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. All significant intercompany transactions and balances within the Group are eliminated on consolidation,

The acquisition of subsidiaries during the year has been accounted for using the purchase method of accounting.
This method involves allocating the cost of the business cambinations to the fair value of the identifiable assets
acquired, and liabilities and contingent liabilities assumed at the date of acquisition. The cost of the acquisition is
measured at the aggregate of the fair value of the assets given, equity instruments issued and liabilities incurred
or assumed at the date of exchange, plus costs directly attributable to the vau‘ismon.

Minority interests represent the interests of outside shareholders not held by the Group in the results and net assets
of the Company's subsidiancs, Acquisition of minority interests are accounted for using the parent entity extension
method whereby the difference between the consideration to the book value of the share of the net assets acquired
15 recognised as goodwill, if any.
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2.2 IMPACT OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS
The Group has adopted the following new and revised HKFRSs for the first time for the current year's financiat
statements. The adoption of these new and revised standards and interpretations has had no material effect on
these financial statements.

HKAS 21 Amendment Net Investment in a Foreign Operation

HKAS 27 Amendment Consolidated and Separate Financial Statements; Amendments as a
consequence of the Companies (Amendment) Ordinance 2005

HKAS 39 & HKFRS 4 Amendments  Financial Guarantee Contracts

HKAS 39 Amendment Cash Flow Hedge Accounting of Forecast Intragroup Transactions
HKAS 39 Amendment The fair Value Option
HK{IFRIC)-Ent 4 Determining whether an Arrangement cantains a Lease

2.3 IMPACT OF ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL REPORTING STANDARDS
The Group has not applied the following new and revised HKFRSs, that have been issued but are not yet effective,
in these financial statements.

HKAS 1 Amendment Capital Disclosures

HKFRS 7 Financial Instruments: Disclosures

HKFRS 8 Operating segments ]

HK{FRIC)H-Int 7 Applying the Restatement Approach under HKAS 29 Financial
Reporting in Hyperinflationary Economies

HKAFRIC)-Int 9 Reassessment of Embedded Derivatives

HK(FRIC}H-Int 10 Interim Financial Reporting and Impairment

HKUFRIC)-Int 11 HKFRS 2 - Group and Treasury Share Transactions

The HKAS T Amendment shall be applied for annual periods beginning on or after ¥ January 2007. The revised
standard will affect the disclosures about qualitative information about the Group's objective, policies and processes
for managing capital; quantitative data about what the Company regards as capital; and compliance with any
capital requirements and the consequences of any non-compliance.

HKFRS 7 shall be applied for annual periods beginning on or after 1 January 2007. The standard requires disclosures that enable
users of Lhe financial statements to evaluate the significance of the Group's finandial instruments and the nature and extent of
risks arising from those financial instruments and also incorporates many of the disclosure requirements of HKAS 32.

HKFRS 8 shall be applied for annual periods beginning on or after 1 lanuary 2007. The standard requires the
disclosure of information about the operating segments of the Group, the products and services provided by the
segments, the geographical areas in which the Group operates,and revenues for the Group's major customers.
This standard will supercede HKAS 14 Segment Reporting.

HKUFRIC)-Int 7, HK(EFRIC)-Int 9, HK(IFRICHInt 10 and HK{FRIC)-Int 11 shall be applied for annual periods beginning
on or after T March 2006, 1 June 2006 and 1 November 2006 and 1 March 2007, respectively.

The Group is in the process of making an assessment of the impact of these new and revised HKFRSs upon
intral application. So far, it has concluded that while the adoption of HKFRS 7 may result in new or amended
disclosures, these new and revised HKFRSs are unlikely to have a significant impact on the Group's results of
operations and financial position.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Subsidiaries
A subsidiary is an entily whose financial and operating policies the Company cantrols, directly or indirecily, so as
to obtain benefits from its activities,

The results of subsidiaries are induded in the Company's income statement to the extent of dividends received
and receivable. The Company's investments in subsidiaries are stated at cost less any impairment losses.

Jointly-controlled entities
A jointly-controlled entity is a joint venture that is subject 1o joint control, resufting in none of the participating
parties having unilateral control over the economic activity of the jointly-controlled entity.

The Group's share of the post-acquisition results and reserves of jointly-controtted entitics 15 induded ia the
consolidated income statement and consolidated reserves, respectively. The Group's interests in jcintly-controlled
entities ars stated in the consolidated balance sheet at the Group's share of net assets under the equity method
of accounting, less any impairment losses.

The results of jointly-controlled entities are included in the Company's income statement to the extent of dividends
received and receivable. The Company's interests in jointly-cantrolied entities are treated as non-current assets and
are stated at cost less any impairment losses.

Impairment of non-financial assets other than goodwili

Where an indication of impairment exists, or when annual impairment testing for an asset is requised {other than
inventoties, deferred tax assets and financial assets), the asset's recoverable amount is estimated. An asset's
recoverable amount is calculated as the higher of the asset's or cash-generating unit's value in use and its fair value
less cosls 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 recogaised 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. Animpairment
foss is charged to the consolidated income statement in the period in which it arises.

An assessment is made at each reporting date as to whether there is any indication that previously recognised
impairment losses may no longer exist ar may have decreased. If such indication exists, the recoverable amount is
estimated. A previously recognised impairment lass of an asset other than goodwill is reversed oaly if there has
been a change in the estimates used to determine the recoverable amount of that asset, however nGt 1o an amount
hegher than the carrying amount that would have been determined {net of any depreciation/amortisation), had
no impairment loss been recagnised for the asset in prior years., A reversal of such impairment {oss is credited to
the consolidated income statement in the period in which it arises.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

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

{a) the party, directly or indirectly through one or more intermediaries, (i} controls, is controlled by, or is under
common control with, the Group; (i) has an interest in the Group that gives it significant influence cver the
Group; or (i} has joint control over the Group;

(b} the party is an associate;

{c} the party is a jointly-controlled entity;

{d) the party is a member of the key management personnel of the Group or its parent;

{e) the party is a close member of the family of any individual referred to in (a) or (d);

{f} the party 1s an entity that is controlled, jointly controlled or significantly influenced by or for which significant
voting power in such entity resides with, directly or indirectly, any individual referred 1o in {d} or {e); or

{(g) the party is a post-employment benefit plan for the benefit of employees of the Group, or of any entity that
is a related party of the Group.

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress, are stated at cost fess accumulated depreciation
and any tmpairment losses. The cost of an item of property, plant and equipment comprises its purchase price and
any directly attributable costs of bringing the asset to its working condition and location for its intended use. Expenditure
incurred after items of property, plant and equipment have been put into operation, such as repairs and maintenance,
is normally charged to the consolidated income statement in the period in which it is incurred. In situations where it
can be clearly demonstrated that the expenditure has resulted in an increase in the future economic benefits expected
1o be obtained from the use of an item of property, plant and equipment, and where the cost of the item can be
measured reliably, the expenditure is capilalised as an additional cost of thal asset or as a replacement.

Depreciation is calcutated on the straight-line basis to write off the cost less residuat value of each item of property,
plant and equipment to its residual value over its estimated useful life. The estimated useful lives of property, plant
and equipment are as follows:

Tankers 20 years
Vessels 10 10 15 years
Drilling equipment 25 years
Machinery and equipment 5 to 10 years
Motor vehicles 5 years

tand and Buildings 20 years

Where parts of an item of property, plant and equipment have different useful lives, the cost of that item is allocated
on a reasonable basis among the parts and each part is depreciated separately. Residual values, useful lives and
depreciation method are reviewed, and adjusted if appropriate, at each balance sheet date,

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits
are expecled from its use or disposal. Any gain or loss on disposal or retirement recagnised in the consolidated
income statement in the year the asset is derecognised is the difference between the net sales proceeds and the

carrying amount of the relevant asset.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES (continued)

Construction in progress

Construction in progress represents drilling rigs, vessels and equipment under construction, which is stated at cost
less any impairment [osses, and is not depreciated. Cost comprises the direct costs of construction and capitalised
borrowing costs on refated borrowed funds during the period of construction.

Construction in progress is reclassified to the appropriate category of property, plant and equipment when completed
and ready for use,

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 Company is the lessee, rentals payable under the operating leases are charged
to the consolidated income statement on the straight-line basis over the lease terms.

Investments and other financial assets

Financial assets in the scope of HKAS 39 are classified as financial assets at fair value through profit or loss, loans
and receivables, held-tc-maturity investments, and available-for-sale financial assets, as appropriate. When financial
assets are recognised imitially, they are measured at fair value, plus, in the case of investments not at fair value
through profit or loss, directly attributable transaction costs. The Group considers whether a contract contains an
embedded derivative when the Group first hecomes a party to it. The embedded derivatives are separated from
the host contract which is not measured at fair value through profit or loss when the analysis shows that the
economic characteristics and risks of embedded derivatives are not closely related to those of the host contract.

The Group determines tiwe classification of its financial assets after initial recognition and, where allowed and
appropriate, re-evatuates this designation at the balance sheet date.

All regular way purchases and sales of financial assets are recognised on the trade date, that is, the date that the
Group commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial
assets that require delivery of assets within the period generally established by regulation or convention in the
marketplace.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading. Financial assets are
classified as held for trading if they are acquired for the purpose of sale in the near term. Gains or losses on
investments held for trading are recognised in the consolidated income statement.

Loans and receivables

Loans and receivables arc non-denvative financial assets with fixed or determinabie payments that are not quoted
in an active market. Such assets are subsequently carried at amortised cost using the effective interest method.
Amortised cost is calculated taking into account any discount or premium on acquisition and includes fees that
are an integral part of the effective interest rate and transaction costs. Gains and losses are recognised in the
consolidated income statement when the loans and receivables are derecognised or impaired, as well as through
the amortisation process.




AR RENIVAAAL BLTUIRY LVUVD

" NOTES TO FINANCIAL STATEMENT:

62006 .|

P
fe
£
'
'

2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Investments and other financial assets (continued)

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 to maturity. tnvestments intended to be
held for an undefined period are not included in this classification, Held-to-maturity investments are subsequently
measured at amortised cost, Amortised cost is computed as the amount initially recagnised minus principal
repayments, plus or minus the cumulative amortisation using the effective interest method of any difference between
the initially recognised amount and the maturity amount. This calculation includes all fees and points paid or received
between parties to the contract that are an integral part of the effective interest rate, transaction ¢osts and all
other premiums and discounts. Gains and losses are recognised in the consofidated income statement when the
investments are derecognised or impaired, as well as through the amertisation process,

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets in listed and unlisted equity securities that are
designated as available for sale or are not classified in any of the other three categories. After initial recognition,
available-for-sale financial assets are measured at fair value, with gains or losses recognised as a separate component
of equity until the investment is derecognised ar until the investment is determined to be impaired, at which time
the cumulative gain or loss previously reported in equity is included in the consolidated income statement.

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

Fair value

The fair value of investments that are actively traded in organised financial markets is determined by reference to
quoted market bid prices at the close of business at the bafance sheet date. For investiments where there is no
active market, fair value is determined using valuation techniques. Such technigues include using recent arm's
length market transactions; reference to the current market value of another instrument which is substantially the
same; a discounted cash flow analysis; and option pricing models.

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

Assets carried at amortised cost

It 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
assel'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 (i.e., the effective interest
rale 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 the consolidated income statement.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Assets carried at amortised cost (continued)

The Group first assesses whether objective evidence of impairment exists individually for financial assets that are
individually sigmficant, and individually or collectively for financial assets that are not individually significant. If i
is determined that no objective evidence of impairment exists for an individually assessed financial asset, whether
significant or not, the asset is included in a group of financial assets with similar credit risk characteristics and that
group is collectively assessed for impairment, Assets that are individually assessed for impairment and for which
an impairment loss is or continues to be recognised are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognised, the previously recogmised impairment loss is reversed.,
Any subseduent reversal of an impairment loss is recognised in the consolidated income statement, to the extent
that the carrying value of the asset does not exceed its amortised cost at the reversal date.

In relation to accounts 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} that the Group wili not be able to
collect all of the amounts due under the original terms of an invoice. The carrying amount of the receivables is
reduced through the use of an aliowance account. Impaired debts are derecognised when they are assessed as
uncollectible.

Assets carried at cost

If there is objective evidence that an impairment 10ss on an unquoted equity instrument that is not carried at fair
value because its fair value cannot be reliably measured 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 discounted
at the current market rate of return for a similar financial asset. Impairment losses on these assets are not reversed.

Available-for-sale financial assets

If an available-for-sate 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 the consolidated
income statement, is transferred from equity to the consolidated income statement. lmpairment tosses on debt
nstruments are reversed through the consolidated income statement, if the increase in fair value of the instrument
can be objectively related to an event, occurring after the impairment loss was recognised in the conselidated income
statement, Impairment {osses on equily instruments classified as available-for-sale are not reversed through the
consolidated income statement.

Derecognition of financial assets
A financial asset {or, where applicable, a part of a finandial asset or part of a group of similar financial assets) is
derecognisad where:

- The nghts to recewe cash fiows from the asset have expired;

- The Group retains the rights to receive cash flows from the asset, but has assumed an obligation o pay them in full
withou! material delay to a third party under a "pass-through” arrangement; or

- The Group has transferred its rights 1o receive cash flows from the asset and either {a) has transferred substantally
all the risks and rewards of the asset, ar (b} has neither transferred nor retained substantially all the risks and
rewards of the asset, but has iransferred control of the asset.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continuea)

Derecognition of financial assets (continued)

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 invelvement 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.

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option
or similar provision) on the transferred asset, the extent of the Groﬁp's continuing involvement is the amount of
the transferred asset that the Group may repurchase, except in the case of a written put option {including a cash-
settled option or similar provision) on an asset measured at fair value, where the extent of the Group's continuing
involvernent is imited to the lower of the fair value of the transferred asset and the option exercise price.

Financial liabilities at amortised cost (including interest-bearing loans and borrowings)
Financial liabilities including trade and other payables, an amount due to the ultimate holding company and interest-
bearing leans and borrowings are initially stated at fair value less directly attributable transaction costs and are
subsequently at amortised cost, using the effective interest method unless the effect of discounting would be
tmmaterial, in which case they are stated at cost.

Gains and losses are recognised in the consolidated income statement when the Babilities are derecognised as
well as through the amortisation process.

Derecognition of financial liahilities
A financial liability is derecognised when the obligation under the liability is discharged or 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 the consofidated income statement,

Inventories

Inventories primarily consist of materials and supplies used for the repairs and maintenance of plant and equipment
and daily operations. Inventories are stated at the lower of cost and net realisable value after allowances for obsolete
or slow-moving items. Cost is determined on the weighted average basis. The materials and supplies are capitalised
1o plant and equipment when used for renewals or betterments of plant and equipment or recognised as expenses
when used for daily operations. Net realisable value is based on estimated selling prices less any estimated costs
to be incurred to completion and disposal.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash on hand and
demand deposits, and short 1erm highly liquid investments which are readily convertible into known amounts of
cash and which are subject to an insignificant risk of changes in value, and have a short maturity of generally within
three months when acquired, less bank overdrafts which are repayabla on demand and form an integral part of
the Group's cash management.




2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued)

Cash and cash equivalents {continucd)
For the purpose of the balance sheets, cash and cash equivalents comprise cash on hand and at banks, including
term deposits, which are not restricted as to use.

Provisions

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 eflect of discounting is matenal, the amount recognised for a provision is the present value at the balance
sheet 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 incduded in finance costs in the consolidated income statement.

Income tax
Income tax comprises current and deferred tax. Income tax is recognised in the consolidated income statement,
or in equity if it relates to items that are recognised in the same or a different period directly in equity.

Current tax assets and habilities for the current and prior periods are measured at the amount expected to be
recovered from or paid to the taxation authonties.

Deferred tax is provided, using the liability method, on all temporary differences at the balance sheet date between
the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax habilities are recognised for all taxable temporary differences, except:

- where 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

- inrespect of taxable temporary differences associated with investments in subsidiaries and interests in jointly-
controffed entities, where the timing of the reversal of the temporary differences can be controlled and it is
probable that the temporary differences will not reverse in the foreseeable future.

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

- where the deferred lax asset relating to the deductible temporary differences 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 deductible temporary differences associated wilh investments in subsidiaries and interests in jointly-
controlled entities, deferred tax assets are only recognised to the extent that it is probable that the temporary
differences will revarse in the toreseeable future and taxable profit will be available against which the temporary
differences can be utilised.
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2.4 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income tax (continved)

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced 1o 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. Conversely, previously unrecognised deferred tax assets are reassessed at each balance sheet 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 labilities 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 balance sheet date.

Delerred 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 10 the Group and when the revenue
can be measured reliably, on the following bases:

{a) income from day rate contracts is recognised as and when services have heen performed;

{b) income from tunkey contracts is recognised to the extent of costs incurred until the specific turnkey depth
and other contract requirements are met. When the turnkey depth and contract requirements are mel, revenue
on turnkey contracts is recognised based on the percentage of completian. Provisions for luture losses on turnkey
contracts are recognised when they become apparent that expenses to be incurred on a specific contract will
exceed the revenue from that contract;

{c) interest income, on an accrual basis using the effective inserest method by applying the rate that discounts the
estimated future cash receipt through the expected fife of the financial instrument to the net carrying amount
of the financial asset; and

{d} dividend income when the shareholders' right to recaive payment has heen established.

Research and development costs
All research costs are charged to the consalidated income statement as incurred,

Expenditure incurred on projects to develop new products is capitalised and deferred only when the projects are
clearly defined; the expenditure is separately identifiable and can be measured reliably; there is a reasonable certainty
that the projects are technically feasible; and the products have commercial vatue. Praduct development expenditure
which does not meet these criteria is expensed when incurred. No development costs were capitalised during the year.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, i.e., assets
that necessarily take a substantial period of time to get ready for their intended use ot sale, are capitalised as part
of the cast of those assets. The capitalisation of such borrowing costs ceases when the assels are substantially
ready for their intended use or sale. Investment income earned on the temporary of specific borrowings pending
their expenditure on qualifying assets is deducted from the borrowing costs capitalised.
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2.4

2.5

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued)

Retirement benefits costs

The Group's employees in the Mainland China are required to participate in a central pension scheme operated by
the local municipal governments. The Group is required 1o contribute 19% to 22% of its payroll costs to the central
pension scheme. The contributions are charged to the consolidated income statement as they become payable in
accordance with the rules of the central pension scheme.

Dividends

Final and special interim dividends proposed by the directors are classified as a separate allocation of retained profits
within the equity section of the balance sheet, until they have been approved by the shareholders in a general
meeting. When these dividends have been approved by the shareholders and declared, they are recognised as a liability.

Foreign currencies

These financial statements are presented in RMB, which is the Company's functional and presentation currency,
Each entity in the Group determines its own functional currency and items included in the financial statements of
each entity are measurad using that functional currency. Foreign currency transactions are initially recorded using
the functional currency rates ruling at the date of the transactions. Manetary assets and liabilities denominated
in foreign curreacies are retranslated at the functional currency rates of exchange ruling at the balance sheet date.
All differences are taken to the consclidated income statement. Non-monetary items that are measured in terms
of histonical cost in a foreign currency are translated using the exchange rates al the dates of the initial transactiens,
Non-manetary 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 {functional curtencies of certain overseas subsidiaries and jointly-controlled entities are currencies other than
the RMB. As at the balance sheet dale, the assets and liabilities of these entities are translated into the presentation
currency of the Company at the exchange rates ruling at the batance sheet date, and their incorme statements are
translated into RMB at the weighted average exchange rates for the year. The resulting exchange differences are
included in the exchange fluctuation reserve. On disposal of a foreign entity, the deferred cumulative amount
recognised m equity relating to that particular foreign operation is recognised in the consolidated income statement.

for the purpose of the consolidated cash flow staterment, the cash flows of overseas subsidiaries are translated
into RM8B at the exchange rates ruling at the dates of the cash flows, Frequently recurring cash flows of overseas
subsidiaries which arise throughout the year are translated into RMB at the weighted average exchange rates for
the year.

SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of financial statements in conformity with HKFRSs requires management to make estimates and
assumplions that affect the reported amounts of assets and labilities and disclosure of contingent assets and
liahilities at the date of the financial statements, and the reported amounts of revenues and expenses during the
reporting period. The mast significant pudgements and estimates pertain to the determination if any impairment
exists, the useful hives, residual value and depreciation method of property, plant and equipment, the estimation
or the percentage of completion for construction in progress, provision far doubtful debt and inventories obsolesces,
classification of leases, as well as the judgement on the eligibility for the tax rate reduction as further described in
note 11 to the financial statements. Actual amounts could differ from those estimates and assumptions.




- NOTE

3. ACQUISITION

The Company made an additional capital injection of RMB2,527,968 into Jinfong, the jointly-controfled entity of
the Group, on 16 March 2006. After the additiona capital injection to Jinlong, the percentage of equity directly
attributable to the Group increased from 50% io 70%. On 8 December 2006, the Company acquired the other
30% equity interest in Jinlong at RMB2,332,900 in cash, and Jinlang became a wholly-owned subsidiary as at 31
December 2006. The financial statements of Jinlong for the period from 16 March 2006 to 31 December 2006
have been incorporated into the Group's consolidated financial statements. Jinlong is registered as a limited liability
company under the PRC Company Law.

4. SEGMENT INFORMATION
Segment information is presented by way of twoe segment formats: () on a primary segment reporting basis, by
business segment; and {ii) on a secondary segment reporting basis, by geographical segment.

The Group is engaged in a broad range of petrofeum related activities through its four major business segments:
drilling services, well services, marine suppart and transportation services, and geophysical services.

The Group's operating businesses are structured and managed separately according to the nature of their operations
and the services they provide. Each of the Group's business segments represents a strategic business unit that
provides services which are subject ta risks and returns that are different from those of the other business segments.
Summary details of the business segments are as follows:

{a} the drilling senvices segment is engaged in the provision of oilfield drilling services and well workovers;

{b) the well services segment is engaged in the provision of logging and downhole services, such as drilling fluids,
directional drilling, cementing and well completion, and sales of well chemical materials;

(c) the marine support and transportation services segment is engaged in the transportation of materials, supplies
and personnel to offshore facilities, and moving and positioning drilling structures and the transportation of
crude oif and refined products; and

(d) the geophysical services segment is engaged in the provision of offshore seismic data collection, marine surveying
and data processing services.

Intersegment sales and transfers are transacted with reference to the selfing prices used for sales made to third
parties at the then prevailing market prices.

{a} Business segments
The following table presents revenue, prafit and certain asset, liability and expenditure information for the Group's
business segments for the year ended 31 December 2006:




COSL ANNUAL REPORT 2006

83

4. SEGMENT INFORMATION (continued)

Marine
support and
Drilling well transportation Geophysical

Services Services Services Services Total

RMB'C00 RMB'000 RMB'000 RMB‘000 RMB 000
TURNOVER
Sales fincluding intersegment) © 3345395 1,395,331 1,080,095 893,166 6,713,987
Less: Intersegment sales 242090 @351 (37.327)  (23,680) (349,148)
Net sales to external customers 3,100,404 1,352,180 1,042,768 869,486 6,364,839
PROFIT FROM OPERATIONS
Segment results ) o 849,251 176,934 215590 150,467 1,392,242
Exchange Iosses net o T T (46 694)
Interest axpenses o (36 708}
Interest income 27.856
Share of prof:ls of ;omllv-controlled entites T 113,505
Profit before tax 1,450,201
ax (321,966)
Profit for the vear 1,128,235
ASSETS
5192274 1468481 2674394 892,978 10,228,127

- aigsso - 14,946 43349

Unallocated assets 7 . ) 468 547
Total assets 13,130,170
UABILITIES )
Segment liabilities 815,906 123,931 455120 76,106 1,471,063
Unallocated liabilities - ST o - 3040 563
Total liabilities 4,511,626
OTHER SEGMENT INFORMATION N
Capital expendilure 1,201,664 522,684 846,721() 144,177 2,715,246
Depreciation of property, plant and equioment 399,094 173279 210,708 117,163 900,244
Impairment of accounts receivable o 840-_“ ) 117 -_ A 1me 83 1156
Pravision against inventories © sa4 207 204 147 1102

{i) The balance included a capital contribution of U$$20.9 million (equivalent to RMB167 million} to a newdy incerporated

joint-controlted entity in 2006, please refer to note 17{a} for detail.
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4. SEGMENT INFORMATION (continued)

{a) Business segments (continued}

The following table presents revenue, profit and certain asset, liability and expenditure information far the Group's
business segments for the year ended 31 December 2005:

Marine
support and
Drilling Well transportation Geophysical
Services services Services Services Total
RMB'000 RMB 000 RMB’000  RMB’'000 RMB'000
TURNOVER

Sales (including intersegment) 2445524 1205401 899,540 566,331 5,117,796
Less: Intersegment sales T T 240.813) T {a0,060) (31,839)  (16292) (329,004)
Net sales to external custamers 2,205,711 1,165,341 867,701 550,039 4,788,792

PROFIT FROM OPERATIONS

Segmentresults T US05453 150350 110,351 84113 850267
EKChange 'Osses nEI BT L L E L LR L TR T TR VIR - P R - e - (16 802)

Interest expenses ) 7 (104}
Interest ncome
Share of proflts of jomtly controlled entities

Profitbefore tax e T 956,934
Tax (135,938)
Profit for the year 820,996
ASSETS

2154123 | 662,397 8,239.897
- 9502 239,936

Sogmenta ets
Interests i m] ntl co

Ul e o o S o
Total assets 9,709,875
LIABILITIES

Segment liabiities " 4gg5a3” 118447 62233 48433 697,651
Unallocated liabifities oo e 1, 357 482
Total liahilities 2,055,133

OTHER SEGMENT INFORMATION 7

Capltal expendllure I 585 820"“- - "
Deprecuai:on of property, plant and eqmpment 323 4487 24,546
Impaument/(wnte -back of impaumem) of o

104,772 260,325 2,253,002
224100 83,582 755676

accounts receivable s o, BOB34) 519 387 245 {59,683)
Provision agamst inventories 416 219 163 103 901
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4. SEGMENT INFORMATION  (continued)
{b) Geographical segments

In determining the Group's geographical segments, revenues are atiriibuted to the segments based on the location
of the customers. No further analysis of geographical segment information is presented for total assets and capital
expenditure incurred to acquire segment assets as over 30% of the Group's assets are located in the Maintand China.

The following table presents revenue information for the Group's geographical segments for the years ended 31

December 2006 and 2005.

Year ended Mainland China Cthers Total
31 December 2006 RMB'000 RMB'000 RMB'000
Segment revenue:
Sales to external customers 5,260,851 1,103,988 5,364,839
Year ended Mainland China Others Totat
31 December 2005 RMB'O00 KRMB'000 RMB'000
'S.egmént revenue:
Sales to external customers 4,349 614 439,178 4,788,792
5. TURNOVER AND OTHER REVENUES
Turnover represents the net invoiced value of offshore oilfield services rendered, net of sates surtaxes,
Other revenues comprise the following:
2006 2005

RMB'G00 RMB'000
Gain on disposal of scrapmaterials "7~ 8,286 )
Insurance claims recewed 09 . ass
Others < - 8,056 766
Total other revenues .. .31.341 12,919
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6. PROFIT FROM OPERATIONS
The Group's profit from operations is arrived at after charging/{crediting):

2006 2005
RMB'000 RMB'000
AudltOfS remunerallon e
- Audlt fee ..__._4 666_.___..._.__ 3350
e — - S—

Employee compensanon costs T
_Wages, salaries and bonuses 699,350 600,279
So<:|al secumy costs T e ."169 981 174 995
" Retirement benefits contributions (note 10} T 67 6os 58,071
936,936 833,345

Depreciation of property, plant and equipment 900,244 755,676
Loss on dlsposal ofpxoperiy plamand eqmpmeﬁ-t- net 20 780 o 1 359
Minimum lease payments under operating leases in respecl ofiandand I
buildings, berths and equipment 313431 213,436
iFrlpal:menV(Wﬁte back of lmpalrmenf} of accounls recervable net I 1 156 (59 683)
Provision against mventones 1 102 901
Repalr ‘and maintenance costs o 356 st0 285 166

Research and development costs, inctuded in 189,549 129,850
_ Depreciation o of property, plant and equipment 6,105 27,764
7 bioyee compensation costs 3 260 |

_‘ Cohsump ion of suppl:es matenals fuei serwces nd _ 91u561 ”

Other operatmg expenses 58,623

7. FINANCE COSTS

Group
2006 2005
RMB 000 RMB'000
Interest on bank Ioans wholiy repayable wnthm flve yearsm. 12 062 o 104
Interest on ShOl’t term debentures 32 41 7 -
Total |nteresl a4, 479 . 104

Less: Interest capitatised T @y -
36,708 104




AR ANNINJAL ALPVW R J1AJ0

=

8. DIRECTORS' AND SUPERVISORS' REMUNERATION

Directors’ and supervisors' remuneration for the year, disclosed pursuant to the Listing Rules and Section 161 of
the Hong Kong Companies Ordinance, is as follows:

Group
2006 2005
RMB 000 RMB 000
Other emaoluments:

Basic salaries, allowances and benefits in kind 804 034
R D T et e e
e e e et e

1,765 1,176
3,055 1,826

(a} Independent non-executive directors and a supervisor
The fees paid/payable to independent non-executive directors and an independent supervisor during the year are
as follows:

Group
2006 2005
RMB'000 RMB'000
Independent non-executive directors:
GordonCKKwong e e 400 S
oy C e e i 550
Simon X_iang T 7 a0 200
1,200 600
Independent supervisor:
Zhang Dunjie 90 50
1,250 650

There were no other emoluments payable to the independent non-executive directors and the independent supervisor
during the year (2005: Nil}.
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8. DIRECTORS' AND SUPERVISORS' REMUNERATION  (continued)

(b} Executive directors, a nan-executive director and supervisors

Salaries, allowances and Pension scheme
benefits in kind Bonuses contributions Total
RMB‘000 RVIB 000 RMB'000 RMB'000

YuanGuangyu348258 e s
LlYong(noteI) e ey
WuMengfet(noteZ) e o 1

615% 552 90 1,257

Non-executive director:

FuChengyu e

WuMengfeltnote3)29 e
29 - - 29

Supervisors:
ZhangBenchun e e e i B Tt
PR
TangDalzh=212 e
260 184 35 479
Total 904 736 125 1,765

2005
Executive directors:
502 404 82 988

CRUCRBNGY e T
Wang Zhongan 11 - - 11
it - - 1

Supervisors:

Zhang Benchun 14 - - A

_TengDaichi 8 4 10 143

I e T -
' 121 46 10 177

Total _ 634 450 92 1,176

Notes: Indiaded above is only the semuneration for the period vahen the above individuals were active directors of supenvisors of the Company.
1. Appointed on 25 May 2006 2. Resigned on 1 Aprl 2006 3 Appointed on 1 Aprd 2006




8. DIRECTORS' AND SUPERVISORS' REMUNERATION (continued)
{b} Executive directors, non-executive director and supervisors {continued)
There was ng arrangement under which a director or a supervisor waived or agreed 1o waive any remuneration
during the year. There was no emolument paid by the Group to the directors or supervisors as an inducement to
join of upon joining the Group or as compensation for loss of office during the year.

9. FIVE HIGHEST PAID EMPLOYEES
The five highest paid empioyees during the year included two (2005: two) directors, details of whose remuneration
are set out in note 8 to the financiat statements. Details of the remuneration of the remaining three (2005: three)
non-director, nan-supervisor, highest paid emplayees for the year are as follows:

Group
2006 2005
RMB'G00 RMB OGO
Basic salaries, allowances and berefitsinkine . 658 71578
Pension scheme contributions T e s
7,939 9,129

The number of non-director, nen-supesvisor, highest paid employees whose remuneration fell within the following

bands is as foltows:
Number of employees

2006 2005

Nil to RMB1,000,000

RMB2,500,001 to RMB3,000,000 | 2
RMB3,000,007 to RMB3,500,000 AL -
RMB3,500,001 to RMB4 000,000 . - 1

3 3

There was no emolument paid by the Group te the employees as an inducement to join or upen joining the Group
or as compensation for loss of office during the year.
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10. RETIREMENT BENEFITS

All the Group's full-time employees in the Mainland China are covered by a government-regutated pension scheme,
and are entitled to an annual pension determined by their basic salaries upon their retirement. The PRC government
is responsible for the pension liabilities to these retired employees. The Group is required to make annual contributions
to the government-regulated pension at rates ranging from 19% to 22% of the employees' basic salaries. The related
pension costs are expensed as incurred,

As part of the CNOOC group, the employees of the Group were entitled to the supplementary pension benefits
{the "Supplementary Pension Benefits'"} provided by CNOOC in addition to the benefits under the government-
requlated pension tund descrihed above. The Supplementary Pension Benefits were calculated based on factors
including the number of years of service and satary level on the date of retirement of the employee. Following the
Reorganisation, CNOOC agreed with the Group that the Supplementary Pension Benefits of the Group's current
employees attributed to the period prior 1o the Company's public listing in Hong Kong and the Supplementary
Pension Benefits of the Group's retired employees will continue to be assumed by CNOOC, As the obligations under
the Supplementary Pension Benefits have been fully assumed by CNOGC, the costs of such Supplementary Pension
Benefits have not been recorded in the Group's finandial statements for the year ended 31 December 2006 (2005: Nif).

The expenses attributed 16 the PRC government-regulated pension scheme are as fallows:

Group
2006 2005
RMB Q00 RMB'O00
Contributions to the PRC government-regulated pension scheme (note 6) 67,605 58071

At 31 December 2006, the Group had ne forfeited contributions available to reduce its contributions te the pension
scheme in future years (2005: Nil).

TAX

The Group is subject to income tax on an entity basis on the profit arising in or derived from the tax jurisdictions
in which members of the Group are domiciled and operate. The Group is not kable for income tax in Hong Kong
as it does not have assessable income currently sourced from Hong Kong.

In accordance with the relevant tax laws in the PRC, the Company and its subsidiary incorporated in PRC are subject
to corporate income tax at the rate of 33%.

Buring the year, the application by the Company as an advanced technology enterprise for tax exemption purposes
was approved and the Comparny's carporate income tax rate for the fiscat year 2005 was reduced from 33% to
15%. As aresult, a tax refund of approximately RMB176 million relating to fiscal year 2005 has been recorded by
the Company. The eligibility for such tax rate reduction in future is conditional upon the fulfilment of certain
conditions on an annual basis as stipulated in the relevant tax rules, which include a minimum proportion of sales
of advanced technology services to total sales and minimum proportions of research and development expenses
to total expenses and total revenue under the PRC accounting principles, respectively.




1. TAX {continued)
As the reduction in the corporate income tax rate from 33% to 15% for the year ended 31 December 2006 cannot
be ascertained, at the date of this report, management considers it 1s appropriaie to use the rale of 33% to accrue
for the income tax liability of the Company for the year ended 31 December 2006.

The Company's principal subsidiary incorporated in Malaysia, COSL (Labuan} Company Limited, is subject to a deemed
profit withholding tax of 6% based on its gross service income generated from its drilling activities in Indonesia.

The Company's principal subsidiary incorporated in Australia, COSL {Australia) Pty Limited, ts subject 1o income tax
of 33% based on its taxable profit generated from its drilling activities in Austratia.

The Company's operation in Myanmar is subject to an income tax rate of 3% based on its gross service income
generated from its deilling activities in Myanmar.
An analysis of the Group's provision for tax ts as follows:
Group
2006 2005
RMB'000 RMB'G00

Hong Kong profuts - L e e R
Overseas income taxes:
Current mcome laxes 32,90 33,582
PRC corporate Income taxes: - ' T -
Current income taxes

Tax rcfund as an advanced technology emerpnse 502,116 341,078
- Deieued mcome taxes (note 26) oo (175 991)“-”” o (i9! 280)'
Total tax charge for theyear 321,966 135,938

A reconciliation of the tax expense applicable to profit before 1ax using the statutory rate for the Mainiand China
where the Company and its jointly-controlled entities are domiciled 1o the tax expense al the effective tax rate and
areconcliation of the applicable rate (i.e., the statutory tax rate} to the effective tax rate are as follows:

2006 2005

RMB'060 % RMB'0Q00 Y%
B P e T M P PAVCU
Taxatthe statutory taxsate of 33%(2005:33%) 478,566 330 315788 330
Profits and losses attributable to jointly-controlled entity (37,457} (2.6}  (35184) (4.0}
Tax refund as an advanced technoiogy enterprlse - (175 991} (121} (19 ,280) (20.0}
Expenses not deductible for lax and others L 56,848 38 46614 5.0
Total tax charge at the Group's effective rate 321,966 22.2 135,938 14.0
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11. TAX {continued)

Expenses not deductible for tax and others included income and deemed income tax expenses of certain overseas
subsidiaries which are not deductible for Mainland China corporate income tax purposes.

The share of tax attributable to jointly-controlled entities amounting to approximately RMB29,652,000 (2005:
RMB27,429,000) is included in "Share of profits of jointly-controlled entities” on the face of the consolidated income
statement.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The consclidated profit attributable to equity holders of the Company far the year ended 31 December 2006 includes
a profit of RMB1,223,297,000 (2005: RMB&58,089,000) which has been dealt with in the financial statements of
the Company (note 30(b)).

2006 2005

DIVIDENDS RMB 000 RMB'000
Proposed and declared special interim dividend - nil i

(2005: 1.39 Fen per ordinary share) - 55,535

Proposed final dividend - 6.00 Fen T T T

(2005: 4.11 Fen per ordinary share) 239,719 164,208

(239,719 219,743

The proposed final dividend for the year is subject to the approval of the Company's shareholders at the forthcoming
annual general meeting.

Cash dividends 1o shareholders in Hong Kong will be paid in Hong Kong dollars.

Following the establishment of the Company, under the PRC Company Law and the Company's artictes of association,
net profit after tax as reported in the PRC statutory financial statements can only be distributed as dividends after
allowance has been made for the following:

(i} making up prior years' cumulative losses, if any;

{ii} allocations to the statutory commen teserve fund of at least 1G% of after-1ax profit, until the fund aggregates 50% of the Company's registered
capital. For the purpese of calculating the transter to the reserves, the profit after tax shall be the amount determined under the PRC accounting
principles and financial regulations, Transfer to this reserve must be made before any distribution of dradends 1o shareholders.

The statutory comman reserve can be used to offset previous years' fosses, if any, and part of the statutory common reserve can be capitalised
as the Company's share capital provided that the amount of such reserve remaining after the capialisation shall not be less than 25% of the
registered capital of the Company;

(it} unit 31 December 2005, allocations of 5% to 10% of after-tax prefit, as determined under the PRC accounting prnciples and financial
regulations, to the Company's statutory public welfare fund, which was established for the putpose of providng the Company's employees
with colfective welfare benefits such as the construction of dermitosies, canteens and other staff wellare facilities. The fund formed parl of
the shareholders' oquity as individuat employees could only use these facitties, while the title of such facilities is held by the Company. Transfer
to this fund had 10 be made belore any distibution of dividends 1o shareholders. Beginning 1 January 2006, the new PRC Company Law
took effect and appropriation to statutory pubdic welfare fund is no tonger required and the balance in the Compary's Statutory public welfare
fund brought torward from 31 Decembes 2005 are required to be translerred 10 the statutory common reserve fund; and

(v} allacations 1o the disczetionary common eeserve if appreved by the shareholders. The discretionary common reserve can be used 1o offset
onos years' fosses, if any, and can be capitalised as the Company's share capital.
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13. DIVIDENDS {continued)
in accordance with the artidles of association of the Company, the net profit after tax of the Company for the
purpose of profit distribution will be deemed to be the lesser of (i} the net profit determined n accordance with
the PRC accounting principles and financial regulations and (i) the net profit determined in accardance with Hong
Kong Financial Reporting Standards.

14. EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS Of THE COMPANY

The calculation of basic earnings per share amounts is based on the net profit attributabte to shareholders for the year
ended 31 December 2006 of RMB1,128,010,000 (2005 RMB820,996,000) and 3,995,320,00 shares in issue during
the year and 2005.

Thare were na potentially diluting events for the years ended 31 Decembar 2006 and 2005.

15. PROPERTY, PLANT AND EQUIPMENT

Group
31 December 2006 Tankers and Drilling Machinery and Motor Construction
vessels equipment  equipment  vehicles  Building in progress Total
At 31 December 2005 and RMB'O00  RMB'000 RMB'000 RMEB'000 RMB'000  RMB'000  RMB'O0O
al i January 2006
Cost 5548533 5782080 2561085 50,171 12,739 1,692,734 15645342
CAccumulated depreciation  (3,026518) (4105390)  (3.228735) (25914}  (538) - (8,387,095)
Net carying amount 2520015 1,676,690 1,332,3%) 24,257 12,201 1,692,734 7,258,247
At 1 January 2006, net of
accuuulated depreoanon 2,520,015 1,676,690 1,332,350 24,257 12,201 1,692,73& 7,258,247
| Additons S 266% - 235393 453 - 2,281,439 2,548,058
. i 559 e yia
Deprec\atlon prowdeddurlng e et e e P o
_______ the year N (248.485) (291,929} (349228) (9628  (974) - (500,244)
Disposalshwrite-offs e - 29400 (188 - - i30.481)
Transfers from construcuon n progmsg 6,485.” I2017?7 343_230 o - 294 (1,551,786)
At 31 December 2008, net of
accumulated depreciation 2,303,816 2,586,538 1,532,671 19,128 12,080 2,422,661 8,876,894
At 31 December 2006
COSI 5,578,819 6 983 857 3,059,160 53,102 14,G77 2,422,681 18 lll 76
TAccumulated depreciation (3, 275003\" @3er319 szoasg;""(aama) (1,997} - {9.234.882)
Net carrying amount 2,303,816 2.580,538 1,532,671 19,128 12,080 2,422661 8,870,894




15. PROPERTY, PLANT AND EQUIPMENT (continved)

Group
31 December 2005 Tankers and Drilling Machinery and Motor Building Construction
vessels equipment  equipment  vehicles RMB'000 in progress Total
RMBG00  RMB'000 RMB'000 RMB 000 RMB'000  RMB'000
At January 2005
Cost: 5073806 5593026 2000544 36999 86/ 602,804 13404047
Accumulated depreciation | (2.787.152) (3,866,0031 (960103 (7088 53 T 6400617
Net carrying amousnt 2,286,654 1727023 1,040,44) 8913 6589 692804 5763424
At 1 January 2005, net of
accumulated depreciation 2,286,654 1,727,023 _10dod4 9913 6,589 692,804 5,763,424
ns L 2 TR T 1T "5,877___ 1,892,083 2,253,002
[_)_eprecuatuon prowded dunng - S ) ;
theyear 393660 (239381 (273503 ¢
. Dnsposaisfwme»offs e ‘530) L :
Transfers from conslructlon in progress 472727 --"185,054 228,145"" 2,227 - l892153)
Al 31 Decernber 2005, net of
accumulated deprediation 2,520,015 1,676,690 1,332,350 24257 12,200 1692734 7258247
Al 31 December 2005
_ Cost. 5546533 5782080 2561085 50,071 12,739 1,692,734 15645342
Accumulated depreciation | (3.026,518) (4,105,300 (1,228735) (25914)  (538) - 18.387.095)
Net carrying amount 2,520,015 1,676,690 1,332,350 24257 12,201 1,692,734 7.258,247




15. PROPERTY, PLANT AND EQUIPMENT (continued)

Company
31 December 2006 Tankers and Drilling Machinery aad
At 31 December 2005 and vessels  equipment  equipment
oot January 2006 (RMBO0D RMB000 - RMB'000

 Cost:

80

Mator
vehicles

RMBO0G

Building

RMB000

Construction
in progress Total
RMB'000  RMB'000
e

Accumulated depreﬂal \ 5?8) , $,390) f1223 ) (25915) - (838 628)
Net carrying amount 2520015 1676600 1223874 24257 12200 1,692.734 7,149,771
AL 1 January 2006, net of
accumulzted deprecnal on 2,520,015 1,676,590 1,223,874 24,257 12,201 1 69¢ 73‘ 7,148,711
Additons - 2 206797 453 - 2280236 2491590
Depreciation provided during the year (48485 91929 33064 9.8  914) (881,387}
Dlsposals."wn e-offs 89 ) . f29;2?1) {188 ' - (30300)
Teansfers from constiuchion in progress 5485 1,201,775 343,231 i - ussiegy -
At 31 December 2006, net of
actumulated depreciation 2271140 2,586,536 1,414 040 i9,i86 11,287 2421479 8729874
Al 31 Decambar 2006
Cosl )532 149 6983 855 pi 9155}6 52,827 12,739 2421 579 17,938,565
Accumulated depreciation G275003) 23973190 (1501476 (33BA1 (1452) - (8,208,891}
Net carrying amount 2277146 2,586,536 1,414 040 19186 13,287 2421479 8,729,674
31 December 2005
ALY January 2005
Cost 5,073 bf}n 5 593 026 | 998 358 36.99¢ 8, 802_ _ 97 804 1_1 40] 855
Accumulated depreciation 2781050 (38660030 (958907) Q7086 (273 - (763940
Net carrying amount 2,286,654 1,721,023 1,039,451 9913 6589 692,804 5,762,434
At 1 lanuary 2005, net of
accumulaled depreciation 2,286,654 1,727,023 | 039 45] 9913 é 585 692 80" 5, 762 1134
Additions ' _ 22743 s8N 5817 1892083 241203
Depreciation provided during the year (239366 (239.387) (269,195 (3155 (269) - 51368}
Disposalshwrite offs : - {1 959 (539} (2 4933
Transfers from construction in pug 1885 a7 189054 228445 2007 (892153 -
At 31 December 2005, net of
accumulated depreciation 2,520,015 1,676,690 1,223,874 24,257 12,201 1,692,734 7149771
At 31 December 2009
COS‘I 5, 340 533 5 782, 080 2,347, 142 50171 12,7139 3 692 734 15 531 599
Accumulated deprecmhon 3, ['20 51 8) {4 105 300) . (1, 2? 208} (25,914) 538} {8 381 628)
Net cairying amount 2520015 1,676,690 t,223,814 24297 12,208 1,692,734 7149771

As of the date of these financial statements, a drilling rig with an aggregate cost and net book value of RMB503
millior: (2005 RMBEA438 million} and RMB137 millian {2005 RMBEE million}, respectively, has yet to complete the
tlle re-registration procedures after the Reorganisation. The drithng rig has been operating in Indanesia since 2003
and the re-registration process can onfy be completed when tha rig is physically located in the Mainland China.
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16. INVESTMENTS IN SUBSIDIARIES
Company
2006 2005
RMB’000C RMB'000

Unlisted shares, atcost . 9,061 2712

Particulars of the principal subsidiaries are as follows:
Percentage of
equity directly
Place and date of Nominal value attributable
incorporatiory  of issued and to the Group Principal
Name of entity registration and operation paid up capital  Direct Indirect activities

of America Sales of logging
COSL American Inc 2 November 1994 Us$100,000 100 - eguipmant

China Qilfield Services British Virgin Islands
(BVI) Limited 19 March 2003 Ussi 100 - Investment holding
COSL, {Labuan) Company Malaysia Provisian of drilling
Limited 11 April 2003 Ustt - 100 servicggin Iprdpr]grsri?

COSL Services Southeast Asia British Virgin Islands
{BVI} Limited 29 May 2003 Uss$t - 100 {nvestment holding

Tianjin Jinlong Petro-Chemical Tianjin, PRC 100 Provision of drilling
Company Lid. {("linfong®) 7 September 1993 8MB4,639,326 (note3) - fluids services

Australia Provision of drilling
COSL (Australia) Pty Lid 11 lanuary 2006 A$10,000 - 100 services in Australia

The above tabte lists the principal 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 net 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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17, INTERESTS IN JOINTLY-CONTROLLED ENTITIES

Group Company
2006 2005 2006 2005
RMB'000 RMB'000 RMB'000  RMB'000
Unfisted investments, atcost T T REAL
Due from jointly-controlled entities 1,628 L3424 0828 3424
Due to jointly-controlled entities (3.241) - {3.241) -
433,496 239,936 124,260 131,926

The amounts due from and dug to jointly-controfled entities are unsecured, interest-free and have no fixed terms

of repayment. The carrving amounts of these amounts due frorm and due to jointly-controlled entities approximate

to thei fair values.

Particulars of the principal jointly-controlled entities are as foliows:

Place and date of
Nominal value of
issued and paid
up capital

Incorporation/
registration
and operations

Percentage of

Ownership Profit
interest  sharing

Principal
activities

Name

China-France Bohai Geoscrvices
C_q._, Ltd. (*China-France®)

China Nanhai-Magcobar Mud

USD11,650,000

_ Corporation Lid. ("Maggqbar“) UsSD1,250,000
CNGQOC-OTIS Well Completion
Services LUd. (CNOOC-OTISY | USD2,000000
China Petroleum Logging-Atlas

Cooperation Service Company
Alogging-Adas} - 5D2.000,000
China Offshore Fugro Geo

Solutions {Tianjin} Company
- Lid. {China Offsho_re Fugra’) USD1, 728,600
Eastern Marine Services Lid.

{"Eastern Marine”) HKD1,600,000
PT Tritunggal Sinergy (PTTSY) ~USD700,000

Tianjin,PRC

15 N(}_j:ernbey 1683 A

Shenzhen PRC
25 Octobc_’_( 3984_

Tianjin,PRC

Shenzhen, PRC

19 May 1984

Tianjin,PRC

24 August 1983

Hong Kang
10 March 2006

Indonesia
3_0 Decgmbgr 20047 7

14April1993

Pravision of

50 50 _Ip_gglin_g sgrx{%;_g;
Prowision of

60 (note by 860 drilling fluids services

Pravision of well
50 50 completion services

Provision of

50 50 logging services
Provision of
geophysical

50 50 _ servicg;

51 Maring

(notes a & b) 51 ransportation services
55 Provision of
{note b} 55  oilfield repair_ SE'[‘.’I‘E?_S




17. INTERESTS IN JOINTLY-CONTROLLED ENTITIES (continued)
All of the above investments in jointly-controlled entities are directly held by the Company except for Eastern Marine
and PTTS which is indirectly held through China Oilfield Services (BVI) Limited.

Notes:

{a) Eastern Marine was set up by the Group and Trico Marine Service, Inc {"Trico") to develep international marine
support and transportation services. The Group made a capital contribution of US$20.9 million in cash to Eastern
Marine in exchange for its 51% equity interest in Eastern Marine. There was no operation during the year.

{b} in the opinion of the directors, the Company does not have control over Magcobar's, Eastern Marine's and
PTTS's financial and operating decisions, and accordingly, the financial statements of Magcobar, Eastern Marine
and PTTS have not been incorporated into the Group's consolidated financial statements. The financial statements
of Magcobar, Eastern Marine and PTTS have been dealt with in the Group's consolidated financial statements
under the equity accounting method.

The following table ilustrates the summarised financial information of the Group's jointly-controlled entities:

2006 2005
RMB’000 RMB'000

Share of the jomtl\r controlled emrues assets and Ilablhtles e
Current S e e e e 2_’2 PR 254 6‘!7
e aséets A ettt e et e 2 e ...235 3_’4 R 75 e
B e 930) o (93 Sagy
Net assets 435,109 236,512

Share of the jointly-controlled entities’ results:

4391 o 6-
To!alexpenses e e e e et et (314 226) (318 359)
T L =y 652) ) (27 6
Share of profits of jointly-controlled entities 113,505 106,617

18. INVENTORIES

Group Company
2006 2005 2006 2005
RMB'000 RMB* GO0 RMB'G00 RMB000
301 146 23 668 o 299, 045 236 6667
D (7 986).“ R (6884} (7 986)- (€.854)
293,160 229,784 291,059 229,782

Inventaries consist of materials and supplies.
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19. ACCOUNTS RECEIVABLE
The general credit terms of the Group range from 30 to 45 days upon the issuance of the invoices. The Group's
accounts receivable refate to a large number of diversified customers. Qther than the accounts receivable refated
to CNOQC Group and CNOOC Limited Group as disclosed below, there is no significant concentration of credit
risk of the Group's accounts recewvables. All accounts receivable are non-interest-bearing.

An aged analysis of the accounts receivable as at the balance sheet date is as follows:

Group Company
2006 20095 2006 2005
RMB'000 RMB'00C RMB'0D0  RMB0CO

Outstanding balances aged:

976219 708400

Within one year 976,219 7 708.4
11,246 1,059

. 1,247,377 817,941
One to iwo years |

3146, 1059

Twotothréeyearsw ' ) 779 : 826 - 779
Over three years 704 1453 704
44 710,942 ’ "1;352,802° 820,483

Less: Provision for doubtful debts (2,645) (1,489 T (2.645).  (1.489)
©987,099. 709,453 1,350,157 - 818,994

Included in the accounts receivable are the following amounts due from CNOOC Limited, its subsidiaries and
associates {collectively known as the "CNOOC Limited Group®) and CNOOC, its subsidiaries and associates other
than the CNOOC Limited Group (collectively known as the "ONOQC Group"), are arose fram the ordinary course of
business are repayable on similar credit terms to those offered to independent third party custorners:

Group Company
2006 2005 2006 2005
RMB'000 RMB'000 RMB’000  RMB'000
Due from CNOOC Gro.upmand" : : ;
CNOGC Limited Group ] 486,569 237,046 ' 437,746 237,046

included in the Company's accounts receivable at 31 December 2006 was an amount due from its subsidiaries of
RMB548,048,000 (2005: RMB228,431,000) was unsecured, non-interest-bearing and repayabie on similar cradit
tesms to those offered to the major customers of the Group.

20. DUE FROM/TO THE ULTIMATE HOLDING COMPANY
Except for the long term payable of RMB460 million due to CNOQC as disclosed in note 28 to the financial statements,
the other balances with CNOOC at 31 December 2006 under current assets and liabilities of the Group are unsecured,
interest-free and had no fixed repayment terms.
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21. BALANCES WITH OTHER CNOOC GROUP COMPANIES
The balances with other CNOOC group companies at 31 December 2006 are unsecured, interest-free and have no
fixed terms of repayment.

22. AVAILABLE-FOR-SALE INVESTMENTS Group and Company
2006 2005
RMB 0G0 &MB 000
Listed investments, at fair value: Mainland China 775008 -

The fair value of the listed investments are based on quoted market prices,

23. CASH AND CASH EQUIVALENTS AND PLEDGED TIME DEPOSITS

Group Company
2006 2005 2006 2005
RMB'000  RMB'O00 RMB'000 RMB'000

Cashandbalances e e e 924 e e e
Deposit with CNOOC Finance Company Limited
. LENOQC Finance Company’) 104 103 L L

Placements with other financdal institutions with
_original maturity of three months orfess 202,200 - 202200 -
Time deposits at ban > ... 873,793 283293

Cash and balances with banks

_and financialinstitutions 2,331,909 1014888 2000645 927,323
Less: Pledged time deposits for N

letters of credit facilities (22,466) " (1,093) (12,150) (1,093)
Cash and cash equivalents : 2,309,443 1,013,795 1,988,495 926,230

At the balance sheet date, the cash and bank balances and time deposits at banks of the Group denominated in
RMB arnounted to RMB1,259,157,000 (2005:RMB376,247,000). RMB is not freely convertible into other currencies.
However, under Mainland China's Foreign Exchange Control Regulaticns and Administration of Settlement, Sale
and Payment of Foreign Fxchange Regulations, the Group is permitted to exchange RMB for foreign currencies
through banks authorised to conduct foreign exchange business.

Cash at banks earns interest at floating rates based on daily bank deposit rates. The placements with financial
institutions earn interest at fixed rates and are made for a period of less than three months. The carrying amounts of
the placements with financial institutions approximate to their fair value. Time deposits are made for a period of three
rmonths according to the immediate cash requirements of the Group, and earn interest at the respective time deposit

rates. The carrying amounts of the cash and cash equivalents and the pledged deposits approximate to their fair values.
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24, TRADE AND OTHER PAYABLES

An aged analysis of the trade and other payables as at the balance sheet date is as follows:

Group Company
2006 2005 2006 2005
RMB'000 RMB'C00 RMB000 RMB'000

Outstanding balances aged: e

Within one year CB7s912 - 1750103 808,110
ot I e MR B e
B Tt e 0
“Over three years sga7 7 s7ge 5647
1,830,808 925,306 1,763,407 857,504

Trade and other payables are non-interest-bearing. Trade and other payables are normally settled on terms ranging
from one month to two years.

25. SHORT TERM DEBENTURES
in February 2006, the Group issued short term debentures with a total face value of RMB 1 billion at maturity,
resulting in net proceeds of RMB365 million far working capital purposes.

The debentures are unsecured, are circulated among domestic banks, and have a term of one year.
The coupon interest rate for the short term debentures is 3.1% per annum, which has been paid upfront.
The carrying amount of the short term debentures approximate to their fair values.

26. DEFERRED TAX LIABILITIES

The movements of deferred tax liabilities during the year are as follows:
Group and Company

2006 2005

RMB'000 RMB'OOQ

Balance ot beginring of theyear CT U Tsesmie amose
Credited 10'lh-é'consé!ic‘i.aléd-income-é%atérnénfEiu'ring'theyeaf ‘

{note 11) " (37,060) (47,442)

Balance at end of year - 348,756 385,816
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26. DEFERRED TAX LIABILITIES (continued)

The principat components of the provision for deferred tax are as follows:
Group and Company

2006 2005
RME'e00 . _..RMB'000
Deferred tax asset:
Prouision for staffbonus e AV 1S6T) L (96,155)
Deferred tax liabilities:
(Accelerated deprecialion s e 2AB585 230,544
Revaluation surplus on Reorganisation . 211,728 251,427
Net deferred tax habilittes 348,756 385,816

27. INTEREST-BEARING BANK BORROWINGS
In June 2006, the Group borrowed a bank loan from the Export-import Bank of China for the purpose of financing the
construction of certain modular drilling rigs. The total facilities amount to RMB344 million, of which RMB600
million has been utilised as at 31 December 2006.

The Gioup's borrowings are unsecured, bear fixed interest at a rate of 4.05% per annum and are payable by

instalments as follows: Group and Company

2006 2005
RMB’000 RMB'000
Bankborrowmgsrepayable ........
In the third to fifth years, inclusive ‘ 600,000 -
2006 2005

Effective Effective

interest interest
Group and Company tate (%) Maturity RMB'000 rate (%) Maturity RMB'000
T
Bank borrowings 405 2008-2010 600,000 - - -

The bank borrowings are denominated in RMB.

The estimated fair value of the long term bank loans totalled approximately RMB596,201.000 as at 31 December
2006, which was the present value of the foans' future cashflows discounted by the prevailing market interest rates
quoted by Export-lmport Bank of China.
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28. LONG TERM PAYABLE TO THE ULTIMATE HOLDING COMPANY
Group and Company

2006 2005
RMB 000 RMAB Q00

Amounts payable‘ S
. W"h'" bt 200 000 200 000
In the second year 200,000 200,000
) " 400,000 400,000
Portion classified as current liabilities {200,000) {200,000)
Long term portion 200,000 200,000

The long term payable 1o CNOOC is unsecured, interest-free and repayable over three years on an annual equal
installment basis commencing on 1 May 2005.

29. ISSUED CAPITAL

2006 2005

RMB'00D0 RMB 000

R, et and Ty . i s
2,460 468 000 State Iegal person shares of RMB1.00 each 1,534,852 1,534,852
1,534,852,000 H shares of RMB1.00 each . 3,995,320 3,995,320

The Company does not have any share option scheme.

There was no movement in issued share capital for the years ended 31 December 2005 and 2006.
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30. RESERVES
(@) Group
The amounts of the Group's reserves and the movements therein for the current year are presented in the
consolidated statement of changes in equity on page 68 of the financial statements.

(b} Company
Capital Statutory Retained
reserve reserve funds profits Total
RMB'G00 RMB’000 RMB 000 RMB'000
Balanceat ; January 2005 et et e e 1975810 T 628 n ; 810 486
Profitfortheyear et .- 858089 85808

Spe
Proposed fm

(555350

{95,535}

Transfer 1o sta[utory Teserve funds (note () T 123,149

At 31 December 2005 1,975,810 329,714 1,143,308 3,448,832

cat) January 2008 e 2272810 329714 ),143,308 3,448,832

1,223,297 1,223,297

(239719 (239.719)

Proposed flnal 2006 dmdend {note 3 )

Transker to s:azuiory reserve funds {note {:))“ e 112801 o (112,801} -
At 31 December 2006 1,975,810 442 515 2,014,085 4432410
Note:

{i) As detailed in note 13 to the financial statements, the Company is required 10 transfer a minimum percentage of after-tax profit, il any, lo

the statutory common reserve fund and the statutory public welfare fund. The Company transferred 10% of after-tax profit 1o the statutory
common resenve fund in 2006,

As at 31 Decemnber 2006, in accordance with the PRC Company Law, an amount of approximately RMB 976 million {2005; RMB1,976
million; sianding 1o the credit of the Company's capital reserve account and an amount of approsimately RMB443 million (2005: RMB3I29
million) standing to the credit of the Company's statutory resecve funds, as determined undet the PRC accounting principles and financial
regulations, were available for distribution by way of future capitafisation issue. In addition, the Company had retained profits of approximately
RME2,015 million (2005: RrAB1,142 million) avaidable for distribution as imdend. Save as the aleresaid, the Company did not have any
reserves available for distribution 1o its shareholders at 31 Decemter 2006,

The retained prefits of the Company determined under the relevant PRC accounting standards and financiat regulations amourted 1o
approximately RM31,965 million (2005:RMBT. 190 milticn) as of 31 December 2006,
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31.

32.

33.

34.

OPERATING LEASE ARRANGEMENTS
The Group and the Company lease certain of their office properties and equipment under operating fease arrangements.
Leases for properties and equipment are negotiated for terms ranging fram one to five years,

At 31 December 2006, the Group had following minimum lease payments under non-cancellable operating leases

falling due as follows: Group and Company

2006 2005
RMB'000 RMB 000

Within one year , 30,83 59,960
i the seconnl o i v, iy il S
After five years o R TETY)

.-376,129 339,344

CAPITAL COMMITMENTS

The Group and the Company had the following capital commitments, principally for construction and purchases

of property, plant and equipment at the balance sheet date:
property, p and equipmer ¢ balance s Group and Company

2006 2005

RMB'000 RiMB'G00

Cor]lré(led, but not pr-c;\"'i'déd“fo.l 450316
Authonsed, but not contracted for 5,285,537 1,877,503
7.368,686 2,327,819

CONTINGENT LIABIUTIES

At the balance sheet date, neither the Group, nor the Company had any significant contingent habilities.

RELATED PARTY TRANSACTIONS

Companies are considered to be related il one company has the ahility, directly or indirectly, ta control the other
company, or exercise significant influence on the other company in making financial and operating decsions.
Companies are also considered 1o be related if they are subject to common centrol or common significant influence,
The transactions were made on terms agreed among the parties.

The Group has extensive transactions and relationships with the members of C(NOOC. The transactions were made
on terms agreed among the parties.

In addition to the transaclions and baltances detailed efsewhere in these financial statements, the following is a
summary of significant transactions carried out between the Group and {1) the CNOOC Limited Group; (i) the CNOGC
Group; and (i} the Group's jointly-controlled entities.
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34. RELATED PARTY TRANSACTIONS (continued)
2006 2005
RMB'000 RMB'000

A. Induded in revenue-gross revenue eared from
proviston of services to the fol!owing related parties:

a The CNOOC Limited Group )
Provision of dr|IImg serwces ST 1 786 019 I 498 929
Prows:on o well servnces 1 107 180 . 772 070
Prowsnon of marine support and transportauon serwces U o 699 921 527 149
“Provision of geophysncal ServICes T o 531 059 346,033

4,124,179 3,144,181

_ b The CNOOC Group

526
) Prmnsnon of manne support and lransportatlon serwces o 147 083
" Provision of geophysucal SErVICes 63 887
221,120

< Jointly-controlled entities e e e
mesmn o d"”mg senices e et et e - 264 ‘ : . 1 665
B mesmn 2 vl serices e e 4745 vh | ,,,” 182
Prowsmn of marine supporl and lransportallon SEI'VICES S - 54-""" - ]0
5,003 12,857

B. Included in operating expenses for services
provided by the CNGOC Group:
e - 10 463 T 1 l 383

Labourserwces 192 586 ]66 139

Materials, utilives and other anoilary ser\nces e 5 244 o 3 028
~Transportation services 47 651 o 29 739

Leasing of offlce warehouse and berths T 7 12 332 o 10 256
""Repa;r and maintenance services o s, a49 29 636

Management services 283,725 250,181

C. Included in interest income: e e e+t i e
Interest income earned from the CNOOC Group 1 -

0. Deposits: e e et e et
Deposits placed with CNOOC Finance Company 104 103

Purchase of items of propeﬂ,' plant and eqmpment from the CNOOC Group - 11,688
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34. RELATED PARTY TRANSACTIONS (continued)

35.

The Company and the ahove related parties are within the CNOOC Group and are under common control by the
same ultimate holding company.

In connection with the Reorganisation, the Company entered into several agreements with the CNOOC Group which
govern the employee benefits arrangements, the provision of materials, utilities and ancillary services, the provision
of technical services, the leasing of properties and various other commercial arrangements.

During the year, all pension scherme payments refating to the Supplementary Pension Benefits of approximately
RMB36 million (2005: RMB33 million) were borne by CNOOC (note 10).

Prior to the Reorganisation, the Group occupied certain properties owned by CNOOC at nil consideration. The
Company entered into various property lease agreements in Septlemher 2002 with the CNOOC Group to lease the
aforesaid properties together with other properties for a term of one year. These leases have baen renewed annually
on terms based upon corresponding market prices.

The directors of the Company are of the opinion that the above transactions with related parties were conducted
in the usuat course of business.

Apart from the transactions disclosed above, certain of the Group's business activities were conducted with other
state-owned enterprises. The Group considers that those activities are in the ardinary course of its business and
has not accumulated or disclosed such transactions.

Details of the compensation of key management personnel of the Group are disclosed i note 8 to the finandial
staterments.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group's principal financial instrumeants comprise related party loans, short term debentures, long term bank
loans, cash and short term deposits, placement with other financial institution and available-for-sale investments.
The main purpose of these financial instruments s to raise finance for the Group’s operations. The Group has
various other financial assets and habilities such as trade receivables and trade payables, which arise directly from
its operations,

It s, and has been the Group's policy that no trading in financial instruments shall be undertaken.

The main risks arising from the Group's finandial instruments are foreign currency risk, credit risk and liquidity risk
The Board reviews and agrees policies for managing each of these risks and they are summarised below:

Foreign currency risk

The Group has transactional currency exposures, Such exposures arise as cerlain of the Group's safes and purchases
are denominated in currencies other than the functional currency of the operating units making the sale or purchases.
It is not the policy of the Group to hedge such exposures as the impact is not considered 10 be material to the Group.

Cash flow interest rate risk
The Group's exposure to the risk of changes in market interest rates relates primarily to the Group's long term debt
obligations with a floating interest rate.

At 31 Decemmber 2006, all of the Group's interest-bearing borrowings bore interest at fixed rates.
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35.

36.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

Credit risk

The Group trades only with recaognised and creditworthy third parties. It is the Group's policy that ali customers
who wish to trade on credit terms are subject to credit verification procedures. In addition, receivable balances
are monitored on an ongoing basis and the Group's exposure 10 bad debts is not significant.

The credit risk of the Group's other financial assets, which mainly comprise cash and cash equivalents and available-
for-sale investments, arises from the default of the counterparty, with a maximum exposure equal o the carrying
amount of these instruments. The Group manages this credit risk by only dealing with reputable financial institutions.

Since the Group trades only with recognised and creditworthy third parties, there is no requirement for collateral.

Liquidity risk
The Group's objective is ta maintain a balance between continuity of funding and flexibility through the use of
short term and Jong term financing, including short term debentures and fong term bank loans.

SUBSEQUENT EVENTS

(t} In accordance with the Company's Articles of Association, an Extraordinary General Meeting of the shareholders
was convened on 31 January 2007 for the approval of the special resolution in relation to the issue of fong
term financing bonds with the principal amount not exceeding RMB 2 billion. The long term financing bonds
will be issued to institutional investors in the PRC. The long term financing bonds are unsecured, with a term
of 10 to 20 years. It is expected that the proceeds from the bonds issue will be used by the Company for building
and upgrading of drilling rigs, purchase and building of chemical tankers and oilfield working vessels, upgrading
of seismic vessels and building of multi-function platforms and as general working capital of the Company.

(i} The short term debentures of total face value of RMB1 billion were repaid in full by the Group in Febroary 2007.

{iii} During the 5th Session of the 10th National People's Congress, which was concluded on 16 March 2007, the
PRC Corporate Income Tax Law {"the New Corporate Income Tax Law’) was approved and will become effective
on 1 January 2008. The New Corporate income Tax Law introduces a wide range of changes which include,
but are not limited to, the unification of the income tax rate for domestic-invested and foreign-invested enterprises
at 25%. Since the detailed implementation and administrative rules and regulations have not yet been announced,
the financial impaci of the New Corporate income Tax Law to the Group cannot he reasonably estimated at
this stage.

37. COMPARATIVE AMOUNTS

Certain comparative amounts have been reclassified to conform with the current year's presentation.

38. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authorised for issue by the Board of Direclors on 23 March 2007,
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Notice i1s hereby given that the 2006 Annual General Meeting ("AGM"} of China Qilfield Services timited (the
*‘Company®) will be held on 6 June 2006 (Wednesday) at 10:00 a.m. {Beijing time)} at conference room 61086,
CNOOC Plaza, No. 25 Chaoyangmen North Avenue, Dongcheng District, Beijing, the People's Republic of China,
to consider and, if thought fit, to pass the following resolutions. Unless otherwise indicated, capitalized terms
used herein shall have the same meanings as those defined in the circular of the Company dated 18 April 2007
{the "Circular):

By way of Ordinary Resolutions:

1.

oD W o

10.

To consider and approve the audited financial statements and the report of the auditor for the year ended
31 December 2006,

To consider and approve the proposed annual dividend for the year ended 31 December 2006;

To consider and approve the budget for fiscal year 2007;

To consider and approve the report of the directors for the year ended 31 December 2006;

To consider and apprave the report of the supervisory committee of the Company for the year ended 31
December 20006;

To consider and approve the re-appomtment of non-executive directors and independent non-executive
directors; {The intormation of re-election Director 1s set oul in the Circular).

To re-appoint Ernst & Young Hua Ming and Ernst & Young as the domestic and international auditors of
the Company for the year ending 31 December 2007 and to authorize the board of directors to fix the
remuneration theteof;

Subject to the passing of the below spedial resolution 12 and conditional upon the completion of the A
Share Issue, the adoption of the procedural rules of the Shareholders' general meetings as set out in Appendix
[2} to the Circular be and is hereby approved:;

Subject 1o the passing of the below special resolution 12 and conditional upon the completion of the A
Share Issue, the adeption of the procedural rules of the Board meetings as set out in Appendix [3] to the
Circular be and is hereby approved;

Subject to the passing of the betow special resolution 12 and conditional upon the completion of the A
Share Issue, the adaption of the procedural rules of the Supervisory Committee meetings as set out in
Appendix [4] to the Circular be and is hereby approved;

Subject to the passing of the below special resolution 12 and conditional upon the completion of the A
Share Issue, the adaption of the Decision-making Procedures on connected transaction as set out in Appendix
[5] to the circular be and is hereby approved.

By way of Special Resclutions:

12.

To consider and approve, subject to the approvals by the Shareholders at Class Meetings and by the relevant
requlatory authorities, which include the CSRC, the allotment and sssue of A Shares by the Company in the
PRC by way of placing andfor public offering of new shares and each of the following terms and conditions
for the A Share Issue be and are hereby approved one by one:

(1} Class of Shares: A Shares;

{2)  Total number of A Shares to be issued: not more than 820,000,000 A Shares, The final number of A
Shares 1o be issued and the structure of the issue is subject to the approval by CSRC and other Relevant
Authorities and the adjustments (if any) made by the Board;

{37 Neminal value: RME1.00Q each:




(Bl COSL ANNUAL REPCRT 2006

{4)

(5)

{6)

(8

(10

(a1

Target subscribers: (i} securities investment funds, securities companies, trust and investment companies,
financial companies, insurance institutional investors and qualified foreign institutional investors satisfying
the requirements of CSRC; and (i} other institutional investers and public investors and other investors
as approved by CSRC, except for those prohibited under the PRC laws and regulations;

Basis of determining the issue price: issue price of the A Share Issue will be determined on the basis of
market conditions, the condition prevailing in the PRC securities market at the time of the A Share Issue
by way of customary market consultation and such other ways as approved by CSRC;

Place of listing: Shanghai Stock Exchange;

Use of proceeds: Funds raised will be mainly used for the following projects: building of the second 400-
feet rig (942), building of a multi-purpose drilling platform, building of the second multi-purpose platform,
building of '24-2' rigs of 3001 jackup rigs, building of eighteen Type & service vessels, building of two
deep-water AHTS vessels, modifying the eight-cable seismic vessel, building of one twelve-cable seismic
vessel, building of one deep-water investigation vessel and the purchase of following equipments incuding
vertical seismic profile, two sets of coil tubing unit and nitrogen equipment, three sets of LWD, magnetic
resonance imaging log-prime, extended range micro-zmager. The funds raised will also be used to substitute
the funds raised by the Company that have been already put into the projects, Apart from financing the
above projects, the remaining funds will also be used as additional working capital of the Company;

The A Shares are listed Domestic Shares and except as otherwise provided for in the applicable laws,
rules and regulations and the Articles of Association, will rank pari passu with the existing Domestic Shares
and H Shares in all respects. Once the A Share Issue is completed, both new and existing Shareholders
will be entitled 1o share the Company's accumulated retained earnings at the time of the A Share Issue;
Vatidity period of this resolution: This special resolution shall be effective for a period of 12 months
from the date of the approval by the Shareholders at AGM and the Class Meetings;

The Board (and its delegates) shall be and are authorized to determine and deal with at its discretion
and with full authority, matters relating to the A Share tssue (including but not limited to the specific
timing of the issue, number of A Shares to be issued, offering mechanism, pricing mechanism, issue
price, target subscribers and the number and proportion of A Shares to be issued to each subscriber,
the engagement of advisers and underwriters and the granting of over-allotment option); and

The Board {and its delegates) shall be and are authorized to, at their discretion and with full authority,
sign ot execute all necessary documents (including but not limited to the preliminary offering circular,
the prospectus, underwriting agreement, listing agreement and any related announcements}, effect
and carry out necessary formalities (including but not limited to procedures for fisting of the A Shares
on Shanghai Stock Exchange), and take all other necessary actions in connection with the A Share Issue,
as well as to handle all registration requirements in relation to changes in the registered capital of the
Company following the completion of the A Share Issue;

Subject to the passing of the above special resglution 12 and conditional upon the completion of the A Share
Issue, {a) the amendments to the Articles of Association as set out in Appendix [1] to the Circular be and are
hereby approved; and (b)‘ the Board {and its delegates) be and are hereby authorized to make further amendments
which in their opinion may be necessary, desirable and expedient in accordance with the mandatory requirements
of the applicable laws and requlations, and as may be required by the Relevant Authorities, and to apply for
approvals from the Relevant Authorities after the completion of the A Share Issue;
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The amended Articles of Association as referred to in this specal resolution 12 shall come into effect on
the date when all the relevant approvals are obtained;

To consider and, if thought fit, pass the following special resolution to authorise the board of directors of
the Company (the “Beard'} to allot, issue and deal with overseas fisted foreign shares ("H Shares') subject to
the following conditions:

{a)

(b)

{c)

{d)

{e)

subject to paragraphs (¢) and {d) below and subject to all applicable laws, rules and regulations and/or

requirements of the governmental or regulatory body of securities in the People's Republic of China

{the "PRCY), The Stock Exchange of Hong Kong Limited (the "Stock Exchange”) or of any ather governmental

or regulatary body, the Beard be and are hereby authorised to exercise, whether by a single exercise

or otherwise, all the powers of the Company to allot, issue and deal with H Shares during the Relevant

Period (as defined in paragragh (e) below);

the authonty granted under paragraph (a) above shall authorise the Board to make an offer or

agreement or grant an option during the Relevant Period which would or might require H Shares to

be allotied and issued either during or after the end of the Relevant Period;

the aggregate nominal value of H Shares allotted or agreed to be allotted (whether pursuant to an

option or otherwise} by the Board pursuant to the authority granted under paragraphs {a} and (b)

above shall not exceed 20% of the aggregate nominal value of H Shaies in issue of the Company at

the date of passing of this resolution;

the authority granted under paragraph (a) above shalt be conditional upon the approvals of any regulatory

authorities as required by the laws, rules and regulations of the PRC being obtained by the Company;

for the purpose of this special resolution, "Relevant Period® means the period from the passing of this
special resolution until whichever is the earlier of:

(i} the conclusion of the next annual general meeting following the passing of this special resolution;

(i) the expiration of a period of twelve months following the passing of this special resolution; and

{iijthe date on which the authority set cut in this special resolution is revaked or varied by a special
resolution of the members of the Company in any general meeting;

subject to approval of all relevant governmental authorities in the PRC for the issue and allotment of

and dealing in such H Shares being granted, the Board be and is hereby authorised to:

(1} make such corresponding amendments to the Articles of Assaciation (the "Articles”) of the Company
as it thinks fit so as to change the registered capital of the Company and to reflect the new capital
structure of the Company upon the exercise of the authosity ta allot, issue and deal in H Shares as
conferred under paragraph (a) above; and

{ii} file the amended Articles with the relevant governmental authorities of the PRC.

By order of the 8oard

China Oitfield Services Limited
Chen Wei Dong

Company Secretary

Hong Kong, 18 April 2007
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Notes:

{n
(2)

(3

(4}

{5)

&)

7

(8

(%

Sharcholders are reminded to read carefully the details of the proposed A Share Issue as contained in the Ciicular 1o be despatched to the
Shareholders.
Details of the proposed amendments to the Articles of Association zre set out in Appendix [1] to the Circular to be despatchied to the
Shareholders and are alse available for inspection on the website of the Hona Kong Stack Exchanga (hyyp /s, hkax.com.hij.
Details of (a) the pracedural rules of the Shareholders' general meetings; (b) the procedural rules of the Board meetings: {c) the procedural
rules of the Supervisory Commitiee meetings and {d) Decision-making Procedure on Connected Trasaction as set out in Appendices [2] 1o [5]
respectively to the Circutar and are also avaitable for inspection on the website of the Hong Kong Stock Exchange thyyp/www.hkex.com hk).
Holders of the Company's overseas lisied foreign invested shares (in the form of H Shares {"H Shares"})) whose names appear on the Comgany's
register of members maintained by Computershare Hong Keng Investor Services Limited o [6 June 2007 (Wednesday}] are entitled to attend
and vote at the AGM.
Shareholders whe interid 10 atiend the AGM rmust complete and retutn the written rephes for attending the AGM to the Campamny's registored
office by facsimile o1 post o later than 17 May 2067 (Thursday):

Address: 65/, Bank of China Tower 1 Garden Road, Hong Kong

el (852} 2213 25915

fax: (852; 2525 9322
£ach hoMder of Shares who has the right to attend and vote at the AGM is entitled to appeint in writing one or more proxies, whether a
shareholder or not, to attend and vote cn his behalf at the AGM. Where a shareholder has appointed more than ane prosy to attend the
AGM, such proxies may only vote on a poll or a ballot. The instrurent appotiting & praxy must be in writing under the hand of 1he appoinior
or his atierney duly autharized in writing. in the case that an appointer is a legal persor, the power of attoraey must be either urder the
comman seal of the legal person o1 under the hand of its directon or other person, duly authonzed. ¥ the instrument appointing a proxy is
signed by an attorney of the appointor. the power of attorney authorizing that attorey to sign, or other documents of authorzation, must
be notarially certified. for holders of H Shares, the power of atterney or other documents of authorization and proxy forms must be delivered
10 the Company's regislered office a1 65, Bank of China Tower, 1 Garden Road, Hong Kong, no less than 24 hours belore the tme appointed
for the helding of the AGM in arder for such decuments to be valid.
The Company's reqister of members will ba closed from 7 May 2007 {Monday) 1o 6 lune 2007 (Wednesday) (both days inclusive), during
which time no transfer of shares will be registered. Transferees of H Shares who wish to attend the AGM and qualify for entitlement 1o the
26G6 dindend referred to above must deliver their duly stamped instruments of transfes, accompanied by the relevant share certificatss, to
Computershare Hong Kong Investor Services Limited by no later than 4:00 p.m. on 4 May 2007 (Friday) for completion of the registration of
the relevant transter in accordance with the Articles of Association of the Company.

Computershaie Hong Kong Investor Services Limited's address is as follows:

S5/F., Hopewell Centre

183 Queen's Road Fast

Wanchai

Hong Kong
Shareholders or thair proxies must present proof of their identities upon attending the AGM. Should a proxy be appainted, the proxy must
also present copies of hisher Proxy form, or copies of appointing instrument and power of attorney, if applicable.
The AGM 15 expected to last not more than cne day. Sharehalders or proxies attending the AGM are responsible for their own transportation
and accommodation expenses,

As at the date of this announcement, the executive directors of the Company are Mr. Yuan Guangyu and My, Li Yong: Lhe non-esecutive directors
of the Company are Mr. fu Chengyu and Mr. Wu Mengfei; and the independent non-executive diseciers of the Company ate Mr, Andrew Y. Yan,
Mr. Gordon C.K. Kwong and M. Simon X. Jiang.

Please afso refer 1o the published version of this announcement in The Slandard.
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