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China Oilfield Services Limited

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

Proxy Form for Extraordinary General Meeting
to be held on Tuesday, 26 August 2008

Number of Shares related to H Share/A Shares*
this proxy form

being the holder(s) offe* 2 H Share(s)f

A Share(s)* of China Qilfield Services Limited (the “Company™) now appoiny'*®® ¥

(1.D. No.: of )
or failing him, the Chairman of the meeting as my (our) proxy to attend and vote for me (us} on the reselutions in accordance with the instructions below and on my (our)
behalf at the Extraordinary General Meeting ("EGM™) to be held at 2:30 p.m. (Beijing time) on 26 August 2008 (Tuesday) at Room 504, CNOOC Building, No. 25
Chaoyangmenbei Dajie, Dongeheng District, Beijing, PRC for the purpose of considering and, if thought fi1, passing the resolution as set out in the notice convening the said
meeting, In the absence of any indication, the proxy may vote for or against the resolution or abstain at his own discretion.

Special Resolutions: For (o4 ¥ Against e ¥ Abstain " 7

(a)

To approve the making of the Offer subject to the satisfaction of the conditions as set out in the
circular by the Cormpany dated 22 July 2008 {the “Circular”) and on the terms outlined in the
Circular.

(b)

The board of directors of the Company (“Director™) and any one Director be and is hercby
unconditionally and generally authorised to take any action and further actions on behalf of the
Company ithe considers necessary, appropriate, desirable or expedient in connection with the Offer,
including withowt limitation executing and delivering any and all agreements, documents and
instruments, if any, to execute andfor perform all necessary and ancillary actions with respect to the
Offer and te perfect the Offer, including without limitation making any amendments, revisions,
supplements or waivers of any matters in relation to, in connection with or incidemal to, the Offer
which the board of Directors consider are in the interest of the Company, provided that such
amendments, revisions, supplements or waivers shall not result in a material change to the material
terms of the Offer. and to authorise the boord of Directors 10 deal with any matters in connection
with the finzneing of the Offer; and any and all past actions by the Directors which they may deem
or have deemed in their sofc discretion to be necessary with respect to any of the matters
contemplated by this resolution be and are hereby authorised, approved and, to the extent necessary,
ratified and confirmed.

(c)

Resolutions passed at this meeting shall be valid for a period of twelve (12) months from the date of
passing,

Date:
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2008 Signature: tmore 5)

Full name{s) snd address(cs) lo be inscrted in BLOCK CAPITALS.

Pleasc insert the number of shares registered in your name(s) to which this form of proxy relates. 1 no number is insened, this form of proxy will be deemed 10 relate 10 all the
shares in the capital of the Company registered in your name(s).

If any proxy other than the Chairman is preferred. strike out the words “the Chairman of the Mecting or™ herein inseried and insert the name and address of the proxy desired in
the space provided. ANY ALTERATION MADE TO THIS FORM OF PROXY MUST BE INITIALLED BY THE PERSON WHO SIGNS IT. A member of the Company who
is the holder of two or more shares may appoint more than one proxy to atend and, on a poll, vote in his/er stead. If more than one proxy is #0 appointed, the appoiniment shall
specify the number of shares in respect of which each such prony is so appointed. A proxy need nol be » member of the Company. but must attend the Meeting to represent you.
IMPORTANT: IF YOU WISH TO VOTE FOR THE RESOLUTION, PLEASE TICK THE APPROPRIATE BOXES MARKED “FOR". IF YOU WISH TO YOTE
AGAINST THE RESOLUTION, PLEASE TICK THE APPROPRIATE BOXES MARKED “AGAINST”. IF YOU WISH TO ABSTAIN FROM VOTING ON THE
RESOLUTION. TICK IN THE BOX MARKED “ABSTAIN", ANY ABSTAIN YOTE OR WAIVER TO VOTE SHALL BE DISREGARDED AS VOTING RIGHTS FOR
THE PURPOSE OF CALCULATING THE RESULT OF THE RELEVANT RESOLUTION. Failure 10 tick the boxes will entitle your proxy to cast your voies at hisher
discretion or abstain from (he relevant resolutions, Your proay will also be cntiiled to votc 1 his/her discretion or abstain from any other resolution properly put to the Mecting
other than that referred to in the Notice convening the Meeting.

Where there are joint holders of a share of the Company, any one of such joint holders may voic at the Meeting either personally or by proxy in respect of such share as if hefshe
was solely entitled thereto, but if more than one of such joint halders are present a1 the Meeting personally or by proxy, that one of such joint holders s0 present whose pame
siands first on the register of members of the Company shall alone be eatitled to vote in respect of such sharc.

Completion and return of this form of proxy will not preclude you from attending the Meeting and voting in person if you so wish. ln the event that you attend the Meeting after
having todged this form of proxy, it will be deemed 1o have been revoked.

Holders of the Company’s overseas Jisted foreign inveated shares (in the form of H Shares (“H Sharcs™)) whose namcs appear on the Company’s register of members maintained by
Computershare Hong Kong Investor Services Limited on § August 2008 are entitled to attend and vote at the EGM.

Sharcholders who intend to attend the EGM must complete and return the written replies for attending the EGM to the Company's Hong Kong office by facsimile or post no later
than 5 August 2008;

Address: 65/F, Bank of China Tower, ! Garden Road, Hong Kong
Tel: (852) 2213 2500
Fax: (852) 2525 9322

Each Shareholder who has the right to attend and vote st the EGM is entitled (o appoint in writing one or more proxics, whether a shareholder of not. 10 attend and votc on his
behalf. Where a Sharcholder has appointed more than onc proxy to attend the EGM, such proxies may only vote on a pofl or a ballot, The instrument appointing a proxy must be in
writing under ibe hand of the appo:ntor or his attorney duly authorized in writing. In the case that an nppointer is a legal person, the power of attorney must be either nnder the
common scal of the legal person or under the hand of its dircctor or other person. duly authorized. If the instrument appointing a proxy is signed by an attorney of the appointor.
the power of atiorney authorizing that attorney ta sign, or other documents of authorization, must be notarially certified. The power of attorney or other documents of authorization
and proay forms must be delivered 1o the Company’s Hong Kong office st 65/F., Bank of China Tower, | Garden Road. Hong Kong, no less than 24 hours before the time
appoinicd for the holding of the EGM in order for such documents to be valid.

The Company’s register of members will be closed from 6 August 2008 10 26 August 2008 (both days inclusive), during which time mo transfer of H Shares will be registered.
Transferees of H Shares who wish to auend the EGM must deliver their duly stamped instruments of transfer, accompanied by the relevant Share cerificales, to Compulershare
Hong Kong Investor Services Limited by no later than 4:00 p.m. on § August 2008 for completion of the registration of the relevant transfer in accordence with the Anicles of
Association of the Company.

Address of Computershare Hong Kong Investor Services Limited is as follows:
446/F., Hopewell Centre
183 Queen's Road East

Wanchai
Hong Kong

Sharcholders or their proxies must present proof of their identities upon attending the EGM. Should a proxy be appoinied, the proxy must also present copits of his/her proxy form,
or copies of appointing instrument and power of atterney, if applicable.

Shareholders or their proxies attending the EGM are responsible for their own transportation and accommodation expenses.

* Please delete as appropriate
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China Qilfield Services Limited

(Incorporated in the People’s Republic of China as a joint stock limited liability company)
(Stock code: 2883)
Reply Slip for Extraordinary General Meeting
to be held on Tuesday, 26 August 2008

I(We) of
(address) R
telephone number: and fax number: )
being the holder(s) of H Share(s)/Domestic Share(s)* of

China Oilfield Services Limited (the “Company™) hereby confirm that I(We) wish to attend or appoint a
proxy to attend (on my(our) behalf) the Extraordinary General Meeting (“EGM”) to be held on 26 August
2008 (Tuesday) at 2:30 p.m. (Beijing time) at Room 504, CNOOC Building, No. 25 Chaoyangmenbei Dajie,
Dongcheng District, Beijing, PRC.

Signature:

Date: 2008

Note: Shareholders who intend to attend the EGM must complete and return the written replies for attending the EGM to the
Company's registered office by facsimile or post no later than 5 August 2008 (Tuesday):

Address:  65/F., Bank of China Tower
1 Garden Road, Hong Kong

Tel: (852) 2213 2515

Fax: (852) 2525 9322

* Please delete as appropriate
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China Oilfield Services Limited
(Established in the People's Republic of China with limited liability)

(Stock Code: 2883)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an Extraordinary General Meeting of the shareholders of China
Qilfield Services Limited (the “Company”) will be held at 2:30 p.m. on Tuesday, 26 August 2008 at
Room 504, CNOOC Building, No. 25 Chaoyangmenbei Dajie, Dongcheng District, Beijing, PRC, the
People’s Republic of China, for the purpose of considering and, if thought fit, passing the following
resolution of the Company:

SPECIAL RESOLUTION

“THAT

(a)

(b)

the making of the recommended voluntary cash tender offer by COSL Norwegian AS, an indirect
wholly-owned subsidiary of the Company, to acquire all issued and outstanding shares in Awilco
Offshore ASA, subject to the satisfaction of the conditions as set out in paragraph 2.5 of the Letter
from the Company in the circular issued by the Company to its shareholders dated 22 July 2008 (the
“Circular”) and on the terms outlined in the Circular (the “Offer”), including without limitation,
the method of acquisition, the subject matter of the acquisition, the party to the acquisition, the offer
price and the pricing basis, be and is hereby authorised and approved;

the board of directors of the Company (“Director”) and any one Director be and is hereby
unconditionally and generally authorised to take any action and further actions on behalf of the
Company it/he considers necessary, appropriate, desirable or expedient in connection with the
Offer, including without limitation executing and delivering any and all agreements, documents
and instruments, if any, to execute and/or perform all necessary and ancillary actions with respect
to the Offer and to perfect the Offer, including without limitation making any amendments,
revisions, supplements or waivers of any matters in relation to, in connection with or incidental
to, the Offer which the board of Directors consider are in the interest of the Company, provided
that such amendments, revisions, supplements or waivers shall not result in a material change to
the material terms of the Offer, and to authorise the board of Directors to deal with any matters in
connection with the financing of the Offer; and any and all past actions by the Directors which they
may deem or have deemed in their sole discretion to be necessary with respect to any of the matters
contemplated by this resolution be and are hereby authorised, approved and, to the extent necessary,
ratified and confirmed;




Y ours faithfully
By order of the Board
Chen Weidong
Company Secretary

Dated: 22 July 2008

Notes:

4y

(2)

(3)

1S

Holders of the Company’s overseas listed foreign invested shares (in the form of H Shares (“H Shares™)) whose names
appear on the Company’s register of members maintained by Computershare Hong Kong Investor Services Limited on 5
August 2008 are entitled to attend and vote at the Extraordinary General Meeting,

Shareholders who intend to attend the Extraordinary General Meeting must complete and return the written replies for
attending the Extraordinary General Meeting to the Company’s Hong Kong office by facsimile or post no later than 5
August 2008:

Address:  65/F, Bank of China Tower, | Garden Road, Hong Kong
Tel: (852) 2213 2500
Fax: (852) 2525 9322

Each Sharcholder who has the right to attend and vote at the Extraordinary General Meeting is entitled to appoint in
writing one or more proxies, whether a sharcholder or not, to attend and vote on his behalf. Where a Sharcholder has
appointed more than one proxy to attend the Extraordinary General Meeting, such proxies may only vote on a poll or
a ballot. The instrument appointing a proxy must be in writing under the hand of the appointor or his attorney duly
authorized in writing. In the case that an appointer is a legal person, the power of attorney must be either under the
common seal of the legal person or under the hand of its director or other person, duly authorized. If the instrument
appointing a proxy is signed by an attorney of the appointor, the power of attorney authorizing that attorney to sign, or
other documents of authorization, must be notarially certified. The power of attorney or other documents of authorization
and proxy forms must be delivered to the Company’s Hong Kong office at 65/F., Bank of China Tower, 1 Garden Road,
Hong Kong, no less than 24 hours before the time appointed for the holding of the Extraordinary General Meeting in
order for such documents to be valid.

The Company’s register of members will be closed from 6 August 2008 to 26 August 2008 (both days inclusive), during
which time no transfer of Shares will be registered. Transferces of H Shares who wish to attend the Extraordinary
General Meeting must deliver their duly stamped instruments of transfer, accompanied by the relevant Share certificates,
to Computershare Hong Kong Investor Services Limited by no later than 4:00 p.m. on 5 August 2008 for completion of
the registration of the relevant transfer in accordance with the Articles of Association of the Company.

Address of Computershare Hong Kong Investor Services Limited is as follows:

46/F ., Hopewell Centre
183 Queen’s Road East
Wanchai

Hong Kong




Should a proxy be appointed, the proxy must also present copies of his/her proxy form, or copies of appointing
instrument and power of attorney, if applicable.

(6} Shareholders or their proxies attending the Extraordinary General Meeting are responsible for their own transportation
and accommodation expenses.

As at the date of this notice, the executive directors of the Company are Mr. Fu Chengyu (Chairman and
Non-executive Director), Mr. Yuan Guangyu (Executive Director), Mr. Li Yong (Executive Director),
Mr. Wu Mengfei (Non-executive Director), Mr. Andrew Y. Yan (Independent Non-executive Director),
Mr. Gordon C.K. Kwong (Independent Non-executive Director) and Simon X. Jiang (Independent Non-
executive Director).




THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

The Stock Eachange of Hong Kong Limited takes no responsibility for the contents of this Circular. makes no
representution as o ity accurucy or completencss and expressly disclaims any liability whatsoever Tor any Joss
howsocver arising from or in reliance upon the whole or any part of the contents of this Circular,

If you are in any doubt as to any aspect of this Circubar or as to the action 10 be taken. you should consuli your
stockbroker or other registered dealer in securities. bank manrager. solicitor, professional accountamt or other
professional adviser.

If you have sold or transferred all of vour shares in China Qilficld Services Limiled. you should wm once hand
this Circular to the purchaser or transferce or (o the bank., stockbroker or other agent through whom the sale or
transler was effected for trunsmission 1o the purchaser or tramsferee.

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

OSL
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China OQilfield Services Limited

{Incorporated in the People’s Republic of China as a joini stock limited liability company}
(Stock code: 2883)

MAJOR TRANSACTION

Recommended Voluntary Cash Tender Offer
by the Offeror
to acquire all the issued and outstanding shares of
Awileo Offshore ASA

Financial Advisers to China Oilfield Services Limited and the Offeror

LEHMAN BROTHERS - "
o B 5L JPMorgant) O

PR PRy

A natice convening an extrdordinary general meeting 10 be held o 2:30 pan. on Tuesday. 26 August 2008, a1
Room 504, CNOOC Building. No. 25 Chaoyangmenbei Dajie. Dongeheng District. Beijing, PRC is set out on
pages V-1 1o IV-3 of this circular. A form of proxy for the extraordinary gencral mecting for use by the
Sharcholders is enclesed with this circular. Whether or not vou are able 10 auend the extraordinary gencral
meeting in person. you are requested 1o complete and return the enclosed form of proxy in accordance with the
instructions printed thereon and return the same 0 the oftice of the Company in Hong Kong w 63/F, Bank of
China Tower. T Gurden Road, Hong Kaong as soon as possible but in any event not less than 24 hours hefore the
time appoimed for the holding of the extranrdinary general meeting or any adjourned meeting thercof {as the case
mayv be). Completion and return of the form of proxy will not preclude vou from attending and voting in person al
the extroordinary generyl meeting or any adjourned wiceting thereol (as the case may be) should vou so wish.

Sharcholders who imiend 10 aitend the extraordinary general meeting must complete and return the writien replies

for mitending the exwraordinary general meeting 1o the Company’s office in Hong Kong by facsimile or post no
later than 3 Auvgusi. 2008,

22 July 2008
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DEFINITIONS

I this Circular, unless the comext otherwise requires, the following expressions shall
have the following meanings:

“A Shares” domestic share(s) of nominal value of RMB1.00 each
in the capital of the Company which are listed on the
Shanghai Stock Exchange;

“Announcement’” the announcement ol a possible major transaction dated
7 July 2008 issued by the Company;

“Applicable Laws” with respect to any person, any laws. rules, regulations,
guidelines. directives, treaties, judgments. decrces,
orders.  notices, rulings or decisions  of any
sovernmental or regulatory authority or stock exchange
that is applicable to such person. including without
limitation, the Norwegian Securities Trading Act. the
Norwegian Stock Exchange Regulations, the Listing
Regulations of the OSE. the Listing Rutles, the Listing
Rules of the Shanghai Stock Exchange and the
Securities Law of the PRC:

“Approvals” all necessary approvals. consents and permits in respect
of the making of the Offer from any relevant
government, administrative  or regulatory  hody or
governmental agency or authority or department or
stock exchange in Hong Kong or the PRC which has
jurisdiction  over the Offeror, ncluding  without
limitation, the State-owned Assets Supervision and
Administration Commission of the PRC. the National
Development and Reform Commisston of the PRC. the
Ministry of Commerce of the PRC. China Securities
Regulatory Commission, the State Administration of
Foreign Exchange of the PRC. and the Hong Kong
Stock  Exchange. and from the Sharcholders in
accordance with its arucles of association or as
reguired by Applicable Laws;

“associates” has the meaning as ascribed in the Listing Rules:
“Board™ the board of Directors:
“Business Day” a day (which is not a Sawrday. a Sunday or a gazetied

public holiday) on which commercial banks are open
for business in Hong Kong. the PRC and Norway:

“CET™ Central European Time. which is one hour ahead of the
Corordinated Universal Time and is used in most
Eurvpean countries:




DEFINITIONS

“Circular”

“CNOOC™

“Company”

“Compulsory Acquisition™

“Conditions”

“Directors™

“Drop-dead Date”

“"EBITDA™

“Encumbrance”

“Enlarged Group”

“Extraordinary General Meeting”

this Circular. which is issued by the Company 1o the
Sharcholders in respect of the Offer;

China National Offshore Oil Corporation, a state-owned
enterprise incorporated under the laws of the PRC, the
controlling shareholder of the Company. as well as the
controlling sharcholder of two companies listed in
Hong Kong, namely, CNOOC Limited (stock code:
883) and China BlueChemical Limited (stock code:
3983);

China Oilficld Services Limited, a joint stock comipany
incorporated in the PRC with limited liability, the A
shares of which are listed on the Shanghai Stock
Exchange and the H shares of which are listed on the
main board of Hong Kong Stock Exchange:

a compulsory acquisition as defined under paragraph
4.3 of this Circular;

the conditions to the Offer as set out in paragraph 2.5
of the Letter from the Company in this Circular and a
“Condition” means any one of them;

the directors of the Company;

20 October 2008, being the drop-dead date in respect
of the Offer. unless otherwise extended;

earnings before interest, taxes, depreciation and
amortisation;

a mortgage. charge, pledge. lien, option, restriction,
right of first refusal, right of pre-emption, third-party
right or interest, other encumbrance or security interest
of any kind, or uany other type of preferential
arrangement  (inctuding, without limitation, a e
transfer or retention arrangement) having similar effect;

the Group as enlarged by the consolidation of the
Target Group;

the extraordinary general meeting of the Company to
be convened at 2:30 p.m. on Tuesday, 26 August 2008
at Room 504, CNOOC Building, No. 25 Chaovangmenbei
Dajie, Dongcheng District, Beijing, PRC 1o consider
and approve, if appropriate, the Offer;




DEFINITIONS

“Financial Advisers”

“Further Information™

*“Group”

“H Shares™

hH KS-.-
"HKFRS”

“Hong Kong”

“Hong Kong SPV”™

“Hong Kong Stock Exchange”

“IFRS§”

“Independent Third Party(ies)”

“Latest Practicable Date”

“Listing Rules”

Lehman  Brothers Asia Limited and 1P Morgan
Securities {Asia Pacific) Limited, the international
financial advisers to the Company and the Offeror in
respect of the Offer, and China International Capital
Corporation (Hong Kong) Limited, the financial adviser
to the Company and the Offeror in respect of the Offer,;

has the meaning given under paragraph |5 headed
“Financial Information and Waivers from the Hong
Kong Stock Exchuange™ of the Letter from the Company
in this Circular;

the Company and its substdiaries:

overseas listed foreign share(s) of nominal value of
RMBI1.00 each in the capital of the Company which are
histed on the main board of the Hong Kong Stock
Exchange and subscribed for in Hong Kong dollars;

Hong Kong dollars, the lawful currency of Hong Kong;
Hong Kong Financial Reporting Standards:

the Hong Kong Speectal Administrative Region of the
PRC;

COSL Hong Kong International Limited. a limited
liability company incorporated under the Companies
Ordinances (Cap. 32 of the laws of Hong Kong) and a
wholly-owned subsidiary of the Company;

The Stock Exchange of Hong Kong Limited,;
International Financial Reporting Standards:

third party(ies) independent of the Company and any
connected person of the Company, and not a connected
person of the Company:

18 July 2008. being the latest practicable date for the
collation of relevant information prior to the printing of

this Circular:

the Rules Governing the Listing of Securities on the
Hong Kong Stock Exchange;




DEFINITIONS

“Major Shareholders™

“Mujor Shareholders® Shares™

“Major Shareholders
Undertaking”

“Mandatory Offer”

“Model Code™

“NOK™
“Norway™

“Norwegian Public Limited
Companies Act”

“Norwegian Securities Trading
Act”

“Offer”

“Offer Agreement”

“Offer Document™

Awilco AS and Aweco Holding AS. holders of the
Major Sharcholders™ Shares who are Independent Third
Parties:

59.,925.630 Target Shares, representing approximately
40.11% of the issued share capital of the Target as at 7
July 2008;

an undertaking by the Major Sharcholders dated 7 July
2008 in favour of the Offeror to, among other things,
pre-accept the Offer from the Offeror subject to the
terms and conditions of the Offer as set out in the
Offer Document;

a mandatory offer as defined under section 4-1 of the
Norwegian Securities Trading Act;

the Moaodel Code for Securities Transactions by
Directors of Listed Companies set out in Appendix 10
to the Listing Rules:

Norwegian Kroner. the lawful currency of Norway:
the Kingdom of Norway;

Norwegian Public Limited Liability Companies Act of
13 June 1997 no. 45 (“Allmennaksjeloverr™;

Norwegian Securities Trading Act of 29 June 2007 No.
75 (“Verdipapirhandelloven™);

the recommended cash tender offer by the Offeror on
17 July 2008 w acquire all the issued and outstanding
shares in the Target. subject to the satisfaction or
waiver of the Conditiong, by means of a voluntary cash
offer made pursuant to Section 6-19 of the Norwegian
Securities Trading Act;

the agreement dated 7 July 2008 in relation to the
terms and conditions of the Offer entered into between
the Company. the Offeror and the Target:

the formal offer decument dated 17 July 2008 issued
by the Offeror 1o the Target Sharecholders making the
Offter, setting out the terms and conditions of the Offer
in accordance with Section 6-19 of the Norwegian
Securities Trading Act and enclosing the appropriate
forms of acceptance;




DEFINITIONS

“Offer Price”

“Offeror”

“OSE.’

«;PRC."

“PRC GAAP”

“Pre-offer Anpouncement”

“SFO”

“Shanghai Stock Exchange”
“Sharcholders”

“Shares”

“Singapore SPV™

“Target”

“Target Board”
“Target Group”

“Target Shares”

“Target Shareholders™

NOKS85 per Target Share in cash (equivalent to
approximately HK$130.40 per Target Share). subject to
adjustment, if any, as more particularty described in
paragraph 2.3¢a) of this Circular;

COSL Norwegian AS, a private limited liability
company incorporated under the laws of Norway and

an indirect wholly-owned subsidiary of the Company:

the Oslo Bors ASA (wranslated as  Oslo  Stock
Exchange);

the People’s Republic of China;

the accounting standards generally accepted in the
PRC:

the formal announcement dated 7 July 2008 made by
the Offeror on the notification system of the OSE of an

intention to make the Offer;

the Securities and Futures Ordinance (Cap. 571 of the
Laws of Hong Kong);

The Shanghai Stock Exchange Limited:
the holders of Shares:

shares of RMBI1.00 euach in the share cuapital of the
Company, including A Shares and H Shares:

COSL Singapore Limited. a public limited lability
company incorporated under the laws of the Republic
of Singapore and a wholly-owned subsidiary of Hong
Kong SPV,

Awilco  Offshore ASA. a public limited liability
company incorporated under the laws of Nerway and
the shares of which are listed on the OSE;

the board of direciors of the Target:

Target and its subsidiaries:

all issued and outstanding shares of NOK10 e¢ach of the
Target;

sharcholders of the Target; and




DEFINITIONS

“US dollars”™ or “US§” the United Siates dellars. the lawful currency of the
United States of America.

All references in this Circular to times and dates are references to Hong Kong times
and dates unless otherwise indicated.

For the purposes of this Circilar and solely for illustration purpose onlv. amounis in
NOK have been converted at NOK:HKS 1:1.5337 and amounts in USS have been converted
at USS:HKS$ 1:7.7992.
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COSL

G HEESEKROHERLQE
China OQilfield Services Limited

{incorporated in the People’s Republic of China as a joint stock limited ligbility company)

Board of Directors:

Fu Chengyu (Chairiman)*
Yuan Guangyu

Li Yong

Wu Mengfei*

Andrew Y. Yan**
Gordon C.K. Kwong**
Simon X. Jiang*®*

{Stock code: 2883)

Legal address in the PRC:
3-1516 Hebei Road
Haiyang New and Hi-Tech
Development Zone
Tanggu, Tianjin

The PRC

Registered Office in Hong Kong:

65/F, Bank of China Tower

* o Noweexceutive Directory | Garden Road
®2 - Independent non-executive Directors Hong Kone
o

22 July 2008

To the Shareholders

Dear SirfMadam.

MAJOR TRANSACTION

Recommended Voluntary Cash Tender Offer
by the Offeror
to acquire all the issued and outstanding shares of
Awilco Offshore ASA

.  INTRODUCTION

Reference is made to the Announcement in respect of the intention of the Offeror 1o
launch the Offer made by the Company on the Hong Kong Stock Exchange on 7 July 2008.
By way of the Offer Documemt dated 17 July 2008 issued by the Offeror to the Target
Shareholders, the Offer was made by the Offeror.

The purpose of this Circular 15 to provide the Shareholders with further information in
relation to the Offer. The Offer, if completed according to its terms and coenditions. would
constitute a major transaction of the Company under Chapter 14 of the Listing Rules.
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This Circular also contains the notice of the Extraordinary General Meeting to be held

at Room 504. CNOOC Building. No. 25 Chaoyangmenbei Daiie, Dongcheng District,
Beijing. PRC on Tuesday. 26 August 2008 at 2:30 p.m. to consider and. if thought ht,
approve the Offer.

2.

THE OFFER
2.1 Contact between the parties prior to the Offer

The first contact between the Company and the Target was established during the
summer of 2007. The parties kept an informal dialogue on and off during the remainder
of 2007 and beginning of 2008 while evaluating possible strategic opportunities. In
May 2008, the parties entered into more detailed discussions on a possible transaction,
and on 13 June 2008, the Target and (among others) the Company agreed on a process
regarding the access 1o carry out a focused due diligence review of the Target, and
stipulated the further process towards a possible launch of an offer to acquire the
Target Shares supported by the Target Board.

2.2 Pre-offer Announcement in Norway

On 7 July 2008. the Offeror made the Pre-offer Announcement on the notification
system of the OSE in Norway announcing its intention to make the Offer and its
receipt of the Major Shareholders’ Undertaking from the Major Shareholders.
Following completion of a focused due diligence review, on 7 July 2008, the Target.
the Offeror and the Company entered into the Offer Agreement which sets out the
terms and conditions of the Offer 10 be made by the Offeror and recommended by the
Target Board. The Target Board has unanimously recommended to all Target
Shareholders 1o accept the Offer, which recommendation has been set out in the Offer
Document.

2.3 Offer Document

The Offeror made the Offer for all 1ssued and outstanding shares of the Target by
way of the Offer Document dated 17 July 2008 sent to the Target Sharcholders
following review und approval by the OSE pursuant 1o Section 6-14 of the Norwegian
Securities Trading Act.

2.4 Offer Price and Terms of the Offer
fa) Offer Price

The Offer was made at the Offer Price. namely NOKSS in cash (equivalent
to approximately HK$130.40) for each Target Share, subject to adjustment (if
any). If the Offer is fully accepted by all the Target Sharcholders at the Offer
Price. the total amount payable by the Otferor ts NOK12.700,316,395 {equivalent
to approximately HK$19.5 billion), subject to adjustment (if any).
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The Offer Price (without taking into consideration the adjustment, if any)
represents:

(i)Y a premivm of approximately 18.7% over the closing price of NOK71.60
{equivalent 1o approximately HK$109.80) per Target Share on 4 July
2008, being the last market day on which there were trades on the OSE
prior to the date of the Pre-offer Announcement;

(it) a premium of approximately 15.2% over the average closing price of
NOK73.81 (equivalent to approximately HK3113.20} per Target Share
for the one-month period prior to 4 July 2008:

(m) a premium of 42.4% over the closing price of NOK59.70 (equivalent to
approximately HK$91.56) per Target Share on 29 May 2008, being the
last market day on which there were trades on the OSE prior to the
Target confirming that a third party had expressed an interest in
acquiring the Target; and

(iv) a premium of approximately 30.4% over the average closing price of
NOK65.21 (equivalent to approximately HK$100.01) per Target Share
for the three-month period prior to 4 July 2008.

If the Target resolves to distribute dividends or other cuash distributions to
the Target Shareholders, the Offeror may adjust the Offer Price 1o compensate for
the effects of such dividends or cash distribution. If such adjustment is made, the
acceptance by a previous accepting Target Shareholder shall be deemed to accept
the Offer as revised.

The Offer Price has been determined on the basis of willing buyer, willing
selier negotiations having regard to various factors including. but not limited to.
the historical market price of the Target Shares. the nature and performance of the
Target’s business, the broader industry outlook and the strategic value of the
Target.

(b} Other terms of the Offer

Acceptance Period: From and including 18 July 2008 to and including
15 August 2008 at 16:30 CET. The Ofteror may in
its sole discretion extend the acceptance period
(one or more times) by up to an aggregate total of
two weeks. Any cxtension of the acceptance
period will be announced not later than 48 hours
prior to the cxpiry of the prevatling acceptance
period (as extended).

9.
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Settlement:

[t is expected that the conditions for the
completion of the Offer will be met in lale
September 2008: however, no guarantce can be
made. Target Sharcholders who have iendered the
Target Shares in the Offer remain bound by their
acceptance until the Drop-dead Date (unless
settiement has occurred prior to this or the Offer
has lapsed or the Target Shareholders have
withdrawn their acceptance in accordance with the
paragraph headed “Acceptance binding” below).

Settlement will be made within two weeks after
announcement that all Conditions have been met
or waived. If the acceptance period is exiended,
the  sewlement date may be  posiponed
correspondingly.

I scttlement of the Offer has not occurred within
seven weeks of the expiry of the acceptance
period {as extended), but occurs thereafter. the
Offeror will pay interest on the consideration
payable 1o the Target Shareholders who have
tendered the Target Shares at a rate of 8 per cent
per annum from but not including the date falling
seven weeks afier the last day of the acceptance
period to and including the date settlement takes
place.

On settlement, the relevant amount 1o each Target
Shareholder who has accepted the Offer will be
transferred to the bank account that at the time of
acceptance was registered in VPS as the account
for payment of dividends to the TTarget
Sharcholder.

If there are no records of a bank account in the
Verdipapirsentralen ASA (“VPS™) that can be used
for settlement. and accordingly no bank accoum
number is included in the box named “Bank
account for pavment” in the acceptance form sent
to each Target Shareholder together with the Offer
Document. the Target Shareholder must specify on
the acceptance form (or on a separate shect
submitted together with the acceptance form) the
bank account to which payment should be made.

-10-
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Drop-dead Date:

Compensation in the
cvent the Offer is
nol completed:

For Target Shareholders who do not hold a bank
account with a Norwegian bank, payvment details
for offshore payments must be included in
addition to the bank account number, such as
IBAN, SWIFT or similar payment codes
depending on the jurisdiction where the bank
account is located. The recetving agent should be
contacted in this respect. For sharcholders resident
in Norway, if there are no records of a bank
account in the VPS and no bank account is
specified by the Target Shareholder when
submitting the acceptance form, settlement will be
made hy issuing of a bank check,

Settlement will be made in cash in Norwegian
Kroner (NOK).

In the event the conditions for closing of the
Offer have not been met or waived by 16:30 CET
on 20 October 2008, the Offer will not be
completed and the Target Shareholders who have
tendered the Target Shares will be released from
their acceptance of the Offer.

The Ofteror has granted the Target a right to
extend the Drap-dead Date one or more time(s)
but by ne more than five weeks in the aggregate.
Further. following any such extension. the Target
and the Offeror may by mutual agreement extend
the Drop-dead Date one or more time(s) but by no
more than two weeks in the aggregate, implying
that the latest possible Drop-dead Dute will be
16:30 CET on 8 December 2008, Any extension
of the Drop-dead Date pursuant to the foregoing
will be binding upon the Target Shareholders who
have tendered the Target Shares in the Offer.

If the Condition as to acceptance level in item (a)
below is satisfied or waived by the Offeror, but
the Offer is not completed as a result of the
Conditions set out in 1tems {¢) and (d) below not
being satisfied or waived by the Drop-dead Date,
the Offeror will pay the Target Sharcholders who
have tendered the Target Shares an aggregate
amount of US$20,000.000 allocated pro rata to the
number of the Target Shares tendered in the Offer
{the "Compensation Payment™), such amount to be
paid no later than 5 Business Days after the date
on which the Offer lapses.

- fl -
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If all the Target Shares are tendered in the Offer,
the Compensation Payment will entail a payment
of approximately US50.134 per Target Share.

The Dircctors consider that the Compensation

Payment is fair and reasonable and is in the
interest of the Company and the Sharehoiders as a
whole, and is critical to the success of the Offer

due

to:

{1)

(2)

The Conditions that  t(rigger the
Compensation Payment, namely the
Shareholders’ approval at the
Extraordinary General Meeting and the
PRC regulatory approvals that are
required pursuant to the irelevant PRC
laws and regulations are not common to
the  Target Sharcholders nor the
Norwegian market.  Therefore, the
Compensation Payment creates an
incentive for the Target Sharcholders to
tender their shares.

The amount of the Compensation
Payment is arrived at after arm’s length
negotiation with the Target after taking
into account, among other things, the
total consideration payable by the
Offeror, the amount of the break fee
payable by the Target to the Offeror,
the time required to obtain the
regulatory approvals and the cenainty
of such approvals,

The Directors currently expect that the Conditions
upon which the Compensation Payment may be

triggered will be obtained or satisfied before the
Drop-dead Date.
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Acceptance Binding:

Recommendation from
the Target Board:

Break-fee:

Subject 1o the next paragraph. the acceptance of
the Offer is irrevocable, and may not be
withdrawn. in whole or in part, once the
settlement agent has received the acceptance form.

Any Target Sharcholder who has tendered the
Target Shares into the Offer shall have the right to
withdraw its acceptance of the Offer at any time
during the acceptance period if the Target Board
withdraws its recommendation of the Otfer. Upon
any such withdrawal. the Offeror will ensure that
any Target Shares tendered by such withdrawing
Target Sharcholder is released to such shareholder
as soon as practicable and in any event not later
than one Business Day after written notice of the
exercise of the withdrawal right has been received
by the receiving agent.

Targer Shareholders that accept the Offer will
remain the legal owners of the Target Shares and
retain voting rights and other sharcholder rights
related thereto until settlement has taken place.

The Target Board has issued a recommendation of
the Offer, stating among other things that the
Target Board considers the Offer Price represents
a fair value w the Turger Sharcholders reflecung
the current underlying values in the Target, and is
set out in the Offer Document. Furthermore. they
consider the completion of the Offer has a
positive effect on the Toarget’s employees and
customers. The Target Board has the right 1w
withdraw its recommendation at any time during
the acceptance period if the Target Board at its
discretion (after having consulted their advisers)
believes that this is necessary in order to comply
with its fiduciary duties. In such event. the Target
Board will announce such withdrawal through the
notification system of OSE.

tn the event (1} the Target Board withdraws its
recommendation ol the Offer and (2) the
Condition as to acceptance level in item (a) below
has {A) not been satisficd: and (B) has not been
wiived by the Offeror, the Target shall pay a
break-fee of US$10.000,000 to the Company. such
amount to be paid no later than five Business
Days after the date on which the Ofter lapses.
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Amendments to the The Offeror reserves the right to amend the Offer
Offer: in 1ts sole discretion at any time during the
acceptance period. provided however that the
Offeror may not amend the Offer in a manner
which disadvamages the Target Shareholders. Any
acceptance received by the receiving agent is
binding even if the acceptance period or the
Drop-dead Date is extended and/or the Offer is
otherwise amended in accordance with the terms
of the Offer. Target Shareholders who have
already accepted the Offer in its original form or
with previous amendments will be entitled to any
benefits arising from such amendments.

Coptes of the Offer Document will however not. due to legal implications

imposed on local authorities, be sent to the Target Shareholders who are resident
in Australia.

2.5 Conditions for completion of the Offer

The Offer is subject to the following Conditions being met or (subject to the
qualification set out therein} waived by the Offeror:

(a)

{b)

valid acceptances having been rendered and remaining valid and binding,
and not being subject to any third party consents in respect of pledges or
other rights. in respect of a number of the Target Shares which exceeds 90
per cent of the Target Shares and votes in the Target on a fully diluted basis
(for purposes of this caiculation disregarding any treasury shares held by the
Target or its subsidiaries in the numerator but not in the denominator), The
Offeror will not without the Target’s prior consent waive this condition
unless acceptances as mentioned have been received in respect of a number
of Target Shares which equals or exceeds two-thirds of the Target Shares and
votes in the Target (calculated as set out ahove);

the Target shall not have decided or made public its intention to: (i)
undertake any material acquisitions or material disposals (including by way
of sale of shares in a subsidiary or the Target’s 50% share in Premium
Drilling AS} or enter inte binding agreements for such acquisitions or
disposals; (i) enter into any contracts or agree to amend any existing
contracts which will materially change the business of the Target Group: (iii)
make or agree to any material change of the terms of employment of any
member of senior management in Norway which would cause the terms of
employment of such employece to deviate materially from customary terms of
employment of management of comparable Norwegtan companies; (iv) make
any proposal or pass any resolution to (a) change its share capital or number
of the Target Shares. (b) distribute any dividend or make any other
distribution to the Target Shareholders, or (c) issue any financial instrument
giving a right to subscribe for Target Shares: and (v) enter into any contracls

-4 -
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(c)

(d)

{e)

(f)

which are outside normal commercial terms at the time when they are
entered into; in each case except with the prior written consemt of the
Offeror, such consent not to be unreasonably withheld or delayed. For the
avoidance of doubt, the entry into a contract for the construction of one new
rig and any other contracts in relation to this, including financing agreements
provided that they are on normal market terms, shall not require the approval
of the Offeror;

all authorisations. consents. clearances and approvals necessary for the Offer
from the National Developmem and Reform Commission of the PRC. the
State-owned Assets Supervision and Administration Commission of the PRC,
the China Securities Regulatory Commission, the Ministry of Commerce of
the PRC and the State Administration of Foreign Exchange of the PRC
having been obtained on terms satisfactory 10 the Offeror and such
authorisations. consents, clearances and approvals remaining in full force and
effect as at the date of satisfaction of the last of the Conditions. provided
that such Condition may only be invoked if the Offeror provides evidence in
writing to the Target that such authorisations have not been obtained;

the Shareholders having duly approved, in a general meeting. the acquisition
of the Target Shares and the Offer;

no occurrence of any Target Group specific material adverse change relating
to the assets or operations of the Target Group taken as a whole, provided
that the effect of the following events shall not be deemed to be a material
adverse effect; (i) any matter that is publicly available prior to 7 July 2008
or that has been properly disclosed to the Offeror or the Company during the
due diligence investigations of the Target Group and (ii) any act by the
Offeror or the direct or indirect parent company of the Offeror which is
within such party’s control: and

the Target Board not having changed or withdrawn its recommendation for
the Offer.

The Offer will be withdrawn if the Conditions are not met or waived by the
Drop-dead Date. If the Conditions have not been met or waived by the Offeror, the
Offer will lapse. in which case all the Target Shareholders (including the Major

Shareholders) who have accepied the Offer will be released from their acceptances.

The Offeror reserves the right, in its sole discretion, at any time o waive. in
whole or in part, one or more of the Conditions.

The Offer is expected to close in September or October 2008. subject to the
satisfaction (or waiver by the Offeror) of the Conditions,
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2.6  Value of the Offer

On the basis of the Offer Price, the entire share capital of the Target of
149,415,487 shares in issue as at 7 July 2008, the date of the Announcement, was
valued at approximately NOKI2.7 billion (equivalent 1o approximately HK$19.5
billion), without taking into consideration the adjustment, if any. The Target Shares in
aggregate were valued at approximately NOK10.7 billion (equivalent to approximately
HK$16.4 biltion) based on the closing price of NOK71.60 (equivalent 10 approximateiy
HK$109.80) per Target Share on 4 July 2008 (being the last trading day of the Target
Shares on the QSE prior to the date of the Pre-offer Announcement}). without taking
into consideration the adjustment, if any.

2.7 Indicative Timetable of the Offer
Seis forth below is the indicative timetable of the Offer:

Date of despatch of the Offer 18 July 2008
Document 10 the holders of
Target Shares

Acceptance period From and including 18 July 2008 to and

including 15 August 2008, unless extended

in accordance with the terms of the Offer

Document

2.8

Expected day on which the
Conditions will be satisfied
{or waived)

L.ast day on which the Offer can
be declared unconditional
(i.e. the Drop-dead Date)

Setttement of the Offer

Legal implications

Late September 2008 (assuming the last day
of the acceptance period is 15 August 2008)

20 October 2008 (assuming the last day of
the acceptance period is 15 August 2008),
after which the Offer will lapse immediately.
unless extended in accordance with the terms
of the Offer Document

Within two weeks after the announcement on
all the Conditions have been satisfied (or
waived)

The completion of the Offer is subject 1o the required consents. clearances and

approvals being granted by relevant authorities of the PRC. Further. completion of the
Offer is subject to the Shareholders having duly approved. at the Exiraordinary General
Meeting, the acquisition of the Target Shares and the Offer. Assuming that the approval
from the Sharcholders is obtained, application for approvals from the relevant
authorities of the PRC will be made shortly thereafter.

The Offeror currently expects that all necessary regulatory approvals, consents
and clearances in respect of the Offer will be received.

—16H -
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2.9 Simplified Shareholding structure of the Group upon completion of the Offer

(a) The current simplified shareholding structure of the Target Group is as

follows:
Major Shareholders Public
40.11% 59.89%

Target Group

(b) Immediately upon completion of the Offer (assuming that the Offer has been
fully accepted by all the Target Shareholders and completion of the
Compulsory Acquisition), the simplified shareholding structure of the Group

would be as follows:

CNOOC Public Nete)
34.73% 43.27%
Company
£100% 100%,

Other subsidiaries,

Heng Kong 5PV

associates and
assets

160%

Singapore SPV

100%

Offeror

100%

Target Group

Newve:  lncluding shareholders of H Shares and shareholders of A Shares.

17~
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MAJOR SHAREHOLDERS UNDERTAKING
3.1 Undertaking to accept the Offer

On 7 July 2008, the Maujor Sharcholders provided the Major Shareholders
Undertaking in favour of the Offeror to accept the Offer. Pursuant to the terms of the
Major Sharcholders Undertaking. the Major Shareholders have undertaken to accept the
Offer in respect of the Major Sharcholders”™ Shares. representing approximately 40.11%
of the total issued share capital of the Target as at 7 July 2008, subject 1o the Offeror
making the Offer at the Offer Price, and on the other agreed terms and conditions of
the Offer.

The Major Shareholders Undertaking is irrevocable except that the Major
Shareholders shall have the right 1o withdraw the Major Sharcholders Undertaking and
acceptance of the Offer in respect of the Major Sharcholders’ Shares at any time during
the acceptance period if the Target Board changes or withdraws its recommendation for
the Offer in accordance with the Offer Agreement.

The Major Shareholders™ Shares will be tendered free from any Encumbrance and
together with all rights attaching to them.

The Major Shareholders Undertaking will lapse and cease to have any effect and
the Major Shareholders will have a right to withdraw their acceptance of the Offer
vpon the occurrence of any of the following events or circumstances:

(a) the intention of launching the Offer has not been publicty announced by 7
July 2008:

(b) the acceptance period has not started by 21 July 2008;

(c) the terms and conditions of the Offer are altered in a manner that is adverse
to the Major Shareholders compared to the terms and conditions set out in
the Offer Agreement;

(d) the Major Shareholders Undertaking is withdrawn by them in accordance
with the terms of the Major Shareholders Undertaking.

INTENTIONS IN RESPECT OF THE TARGET GROUP
4.1 On-going management and operation of the Target Group

It is the intention of the Offeror that the Target shall continue with its existing
activities and the Offerar has no current intention to (i) introduce any major changes Lo
the business of the Target. (1) change the domicile of the Target (i) affect the current
operations of any member of the Target Group, or (iv) discontinue the employment of
any of the existing employees of the Target Group. other than in the ordinary course of
business,

— 18 -
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No special advantages will be given to members of the executive management or
members of the Target Board in connection with making the Offer.

4.2 Mandatory Offer

If the Offer is completed and the Offeror, as a result of the Offer or otherwise,
acquires the Target Shares representing more than one-third of the voting rights, the
Offeror will be required under chapter & of the Norwegian Securities Trading Act 10
either make o mandatory offer for the remaining Target Shares or, if the Offeror holds
more than 90% of the Target Shares and votes in the Target, perform a Compulsory
Acquisition.

The offer price for the Mandatory Offer must be equal to. or higher than, the
highest price paid, or agreed to be paid, by the Ofteror for the Target Shares during the
six-month period prior to the date on which the obligation to make a Mandatory Offer
is triggered. I it is clear that the market price is higher than the price resulting from
the former when the mandatory offer obligation is triggered. the offer price shall be at
least as high as the market price.

4.3 Compulsory Acquisition of Target Shares

If. as a result of the Offer, a subsequent mandatory ofter or otherwise. the Offeror
acquires and holds more than 90% of the total issued share capital of the Target
representing more than 90% of the voting rights in the Target, the Offeror will have the
right (and each remaining Target Shareholder would have the right to require the
Target) to initiate a compulsory acquisition of the remaining Turget Shares not owned
by the Offeror pursuant to section 4-25 of the Norwegian Public Limited Companics
Act and scction 6-22 of the Norwegian Seccurtties Trading Act (the “*Compulsory
Acquisition™).

A mandawory offer will not be required by law if the Offeror at the completion of
the Offer holds more than 90% of the voting rights in the Target and within four weeks
of completion of the Offer initiates a compulsory acquisition offering a purchase price
equal to. or higher than the price that would have been offered in a mandatory offer
and issutng the necessary security for payment of the settlement in accordance with
section 0-22 of Norwegian Securities Trading Act. If the Offeror presents such offer in
writing to all of the remaining Target Shareholders with a known address, and the offer
is announced in the Norwegian Company Register’s electronic bulletin for public
announcement and in a newspaper generally read at the Target's place of business, the
Offeror may set a time limit for cach Target Shareholder to contest or refuse the offer,

If, as a result of the Offer, a subsequent mandatory offer or otherwise, the Offeror
acquires and holds more than 90% of the total issued Target Shares representing more
than 90% of the voting rights in the Target. the Offeror intends to carry out the
Compulsory Acquisition of the remaining Target Shares in accordance with the
procedures outlined above.

— 19—
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If the Offeror is required {0 make the Mandatory Offer andfor undertakes the
Compulsory Acquisition, the Company will make a further announcement to provide
detatls on the terms of the Mandatory Offer and/or the Compulsory Acquisition.

4.4 Delisting of the Shares

If. as a result of the Offer. a subsequent mandatory offer or otherwise, the Offeror
holds a sufficient majority of the Target Shares, the Offeror intends 10 propose to the
general meeting of the Target that an application is filed with OSE to de-list the Target
Shares. Such application will require a two-thirds majority of votes cast and the share
capital represented al the general meeting ot the Target,

FINANCIAL INFORMATION OF THE TARGET

5.1 Financial Information of the Target for the three vears ended 31 December
2007 and the three months ended 31 March 2008

The financial information {other than EBITDA) for the three years ended 31
December 2007 extracted from the audited financial statements of the Target prepared
in accordance with IFRS as adopted by the European Union uand the unaudited
condensed results for the three months ended 31 March 2008 extracted from the 2008
first quarterly report of the Target prepared in accordance with International Accounting
Standard 34 — Interim Financial Reporting are set out below:

As at
As at 31 December 31 March
(in US$ thousands) 2005 2006 2007 2008
Total assets 444,740 1,193,581  1.752.677 1,979,418
Total liabilities 144,520 706,272 1.256.177 1,464,330
Net assets value 300,220 487.309 466,500 515,088
Three
months
ended
Year ended 31 Decembher 31 March
(in US$ thousands) 2005 2006 2007 2008
Operating revenues 43.958 75,686 203.524 87,402
Net profit/ (loss) before tax
and minority interest 2.341 (3,419) 36,054 27.968
Net profit/ (loss) after tax and
minority interest 1,908 {1,664) 26,177 20,697
EBITDA {extracted from the
2007 annvual report of the
Target and the 2008 first
quarterly report of the
Target) 12,628 22787 93,432 49 800
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5.2 Difference in respect of the accounting standards between the Company in
Hong Kong and the Target in Norway

The Target. being a company listed on the OSE. & recognized exchange which
required its member companies 1o disclose to the public their financial information on
a periodical basis. Hence, the Target was not prepared to disclose financial information
in addition to which it already discloses on an annual, semi-annual. and quarterly basis
in accordance with its obligations to the OSE. The Company, therefore, applied to the
Hong Kong Stock Exchange pursuant to Rule 14.67(a)(i) of the Listing Rules for a
waiver from the requirement to prepare an accountant’s report in accordance with the
Listing Rule in this Circular. Insicad of preparing an accountant’s report on the Target,
in this Circular, the Company has reproduced the audited financial statements of the
Target for the three yecurs ended 31 December 2007 and the unaudited financial
information of the Target for the three months ended 31 March 2008. An accountants’
report in accordance with the requirements under Rule 14.67¢a)(i) of the Listing Rules
is required to be set out in a supplemental circular to be issued by the Company within
45 days of the earlier of the Company being able to exercise control over the Target or
gain access (o the books and records of the Target.

The Company prepares its financial statements using HKFRS. and the Directors
believe that, based on the internal assessment by the financial management team of the
Company, there are no principal differences between the financial information of the
Target as prepared under the IFRS adopted by the member countrics of the European
Union (including Norway) and the financial information of the Target if it was prepared
under HKFRS.

6. FINANCING OF THE OFFER

I the Offer is fully accepled by all of the Target Sharcholders at the Offer Price. the
total amount payable by the Offeror is NOK12,700.316.395 (equivalent 1o approximately
HK$19.5 billion). without taking into consideration the adjustment. i any. The Otfer is
expected 1o be financed by internal resources and commitied external financing from banks
and the terms and conditions of such financing shall be subject 10 final documentation.

7. REASONS FOR THE OFFER

The business currently operated by the Target Group has high growth potential. the
pursuit of which is in line with the growth and globalization strategy of the Company. The
Target currently owns and operates five newly built high specification jack-up drilling rigs
and two accommodation units, and has three jack-up drilling rigs and three semi submersible
drilling rigs under construction. In addition. it has options with shipyirds to build two more
semi submersibles drilling rigs. These, combined with the 15 drilling rigs the Company
currently owns and operates. will immediately bring the total number of operating drilling
rigs 10 22, representing an increase of approximately 47%. excluding any impact from the
delivery of rigs currently under construction. The Target currently operates in the following
five geographic markets: Australin. Norway. Vietnam. Saudi Arabia and the Mediterranean,
which will enable the Compuny to further diversify into new international markets and
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increase revenue contribution from international operations. Through this transaction. the
Company will also benefit from the access to international manugement expertise, advanced
technology and operating experience in challenging working environmenis.

The Board (including the independent non-executive dircctors of the Company)
considers that the terms of the Offer are on normal commercial terms and are fair and
reasonable and in the interesis of the Company and its shareholders as a whole.

8. EFFECT OF THE OFFER ON THE ASSETS, LIABILITIES AND EARNINGS OF
THE GROUP

Upon completion of the Offer and assuming the Condition on the acceptance level has
not been lowered or waived and the Compulsory Acquisition has not taken place. the Otferor
will be interested in at least 90% of the total issued share capital of the Target. As such, all
the earnings, assets and liabilities of the Target Group will be consolidated into the
consolidated financial statements of the Group after considering the impact of minority
interest, if any.

As at 31 March 2008. the unaudited total assets and towal liabilities of the Group
prepared in accordance with the PRC GAAP were approximately RMB23,768million and
RMB5.659 million respectively. As at 31 March 2008, the unaudited total assets and total
liabilities of the Target Group prepared in accordance with IFRS were approximately
US$1,979 million and US$1,464 million respectively. After the completion of the Offer and
taking into consideration of the potential debt financing in relation to the Offer, the total
assets and total labilities of the Group are expected to increase respectively. As extracted
from the 2007 annual report and first quarterly report of the Target Group. the audited net
profit of the Target Group for the year ended 31 December 2007 was approximately
US5$26.2 million and the unaudited net profit of the Target Group for the three months ended
31 March 2008 was approximately US$20.7 million. Considering the historical earnings of
the Target Group, and the potential synergies that may be rcalized by the Group after
completion of the Offer, the Offer could improve the earnings of the Group in the long term.

9.  PROSPECTS OF THE GROUP

Driven by the increasing global oil demand, a wcakening US$ and geo-political
uncertainties, the international crude oil price kept rising in the past few years, with the
average WTI crude oil price reaching US$72.41 per barrel in 2007. The global crude oil
price fusther reached above US$145 per barrel in early July 2008, The high oil price has
resulted in a rapid increase of global investment in oil exploration and development.
According to the statistics from OPEC. the global investment in il exploration and
development in 2006 has increased to approximately US$220 billion from US$110 billion in
1999, The investment size is expected to further increase to US$31E billion by 2010
according to estimate by International Energy Agency. Surging oil price and expansion of
the giobal oil exploration and development have led to the rapid increase in demand for
oilfield services. creating further growth opportunities tor oilfield services providers. and
particularly the tight supply and the high level of utilization ratio and day rate for drilling
rigs for the drilling service segment. As the main offshore oilfield service provider in the
PRC and with the mereasing revenue contribution from the nternational oilfield services

|
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market, the Company has achieved strong business and earnings growth in the past and will
be well positioned to take advantage of the favourable industry dynamics to strengthen its
competitiveness and profitability.

The Company currentty operates 15 drilling rigs, including 11 jack-ups and 3
semi-submersibles while operating one Jeased jack-up rig. In addition, the Company owns
and operates the largest and most diverse fleets in offshore China, including 75 support
vessels and 4 o tankers, 5 chemical tankers. 8 seismic vessels, and 4 geotech survey
vessels, It also has a vast array of modern facilities and equipment for wire-line logging,
drilling fluids, directional dritling, cementing, well completion. acidulation. and well
work-over services. The combination of the Company and the Target would create the
world’s 8th largest rig fleet. consisting of 34 operated rigs {(including rigs under
construction) with operation and growth opportunities in most major international markets.

With the expansion of drilling rig fleet and access to new international markets and
clients through the Offer. the Company may achieve additional revenue and cost synergies
which could further improve the development prospecis. The potential synergies include
cross selling opportunities of the non-drilling segment to the existing drilling services clients
of the Target. improvement in operating efficiency and management skills. and cost savings
through streamlined and integrated operations.

10. RISKS IN RELATION TO THE OFFER

Shareholders and potential investors should note that the completion of the Offer
is subject to satisfaction or waiver of all the Conditions. The Offer may not be
successful and may not complete.

There can be no assurance that shareholders of the Target other than the Major
Shareholders will tender their Target Shares in acceptance of the Offer.

Sharcholders and investors are advised to exercise caution when dealing in the
respective securities of the Company and the Tarpet.

11. INFORMATION ABOUT THE TARGET GROUP

The Target ks a company incorporated in Norway and the Target Shares are listed on
the OSE with ticker code "AWO™ since May 2005, The Target is an international offshore
drilling contractor owning and operating five jack-up drilling rigs and two accommodation
units. Another three jack-up drilling rigs and three semi submersible drilting rigs are under
construction. It also holds options for the construction of two sen submersible drilhing rigs.

In 2005 the Tuarget and Sinvest ASA established a 50/50 jointly owned company.
Premium Drilling AS, for the commercial and operational management of the fleet of
jack-up drilling rigs owned by both companies. Premium Drilling AS employs abour 750
people worldwide (including contracted personnel) representing more than 25 nationalities.
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The headquarters of the Target are at Aker Brygge in Oslo, Norway. The Target also
has offices in Stavanger and Singapore. and through Premium Drilling AS. offices in the
United States of America, Singapore. India. Vietnam. Brunei, Australia, China. Malaysia and
the United Arab Emirates.

Currently, the Target has three jack-up drilling rigs and three semi submersible drilling
rigs under construction. The Company is aware of the risk associated with timely delivery of
rigs which are under construction and has taken this into account in the pricing valuation.
After completion of the Offer, the Company will proactively work with the shipyards and
the clients of the rig employment contracts in order to avoid and minimise any possible
adverse effect to the Group which may be resulied from any non-timely delivery of rigs
under construction.

In addition, on 26 June 2007. the Target as borrower entered into a facility agreement
for the amount of US$1.085 million with a syndicate of banks under which Nordea Bank
Norge ASA acted as the lead arranger and as agent. Such loan agreement contains change of
control provisions which will be triggered if the Offer is completed, and the lenders wil
have 2 right to require the Target to prepay the loan unless the prior written consent of the
majority banks (as defined in such loan agreement) is obtained.

On 22 January 2008, Wiipromoter Pte Ltd, a wholly owned subsidiary of the Target, as
borrower entered into a facility agreement for an amount of up to US$335.6 million for the
purpose of financing the acquisition of a semi-submersible drilling rig known as
Wilpromoter between, among others. Citibank International plc {(as agent) and Citibank.
N.A.. Singapore Branch. Eksportfinans and the Export-Import Bank of China (as lenders
under the various tacihities). Pursuant to the terms of such loan agreement, in the event that
the Target Shares are de-listed from the OSE, an event of default will be triggered unless
Wilpromoter Pte Lid obtains the prior written consent of the majority lenders (o amend or
waive such provision.

Therefore, pursuant to the terms and conditions of the above existing loan agreements
entered into by the Target Group, in the event of any change of control on the Target or
delisting of the Target, the Target Group shall, unless with the prior consent of the relevant
financial institutions, repay the outstanding facilities. amounting up to approximately
UUSS$t.42 hillion (equivalent to approximately HK$11.07 billion). The Company shall use its
best endeavours to obtain the consent(s) from relevant financial institutions. If the Company
fails to obtain the necessary consent(s) prior to completion of the Offer. the Company shall
be required to repay such loans. The Company expects to finance the repayment of such
loans by way of borrowings.

12. INFORMATION ABOUT THE GROUP

The Group is principally engaged in the provision of offshore oilfield services. Its
services cover each phase of offshore oil and gas exploration, development and production.
It has four business segments, namely. geophysical services, drilling services, well services,
marine support and transportation services.
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13, VOTING UNDERTAKING BY CNOOC

CNOOC has given a voting undertaking in favour of the Target to vote in favour of all
resolutions to approve the Offer and any related matters necessary to implement the Offer
proposed at the Extraordinary General Meeting in respect of its legal and beneficial
shareholding in the Company of 2,460,468,000 Shares (representing approximately 54.73%
of the total issued share capital of the Company as at 4 July 2008, being the last trading day
of the H Shares on the Hong Kong Stock Exchange prior to the release of the
Announcement).

Under the terms of the voting undertaking given by CNOOC. the undertaking will
terminate upon the earlier of (i} the closing of the Extraordinary General Meeting (or any
adjournment thereof); (ii} the termination or lapsing of the Offer Agreement in accordance
with its terms and (iii) the termination of the Major Shareholders Undertaking in accordance
with its terms.

14. IMPLICATIONS UNDER THE LISTING RULES

The Offer (it completed) will constitute a major transaction for the Company under the
Listing Rules and shall reguire Shareholders™ approval by way of special resolution by a
two-thirds majority of the Shareholders attending and voting at the meetling. An
Extraordinary General Meeting will be convened to seek such approvals.

15. FINANCIAL INFORMATION AND WAIVERS FROM THE HONG KONG
STOCK EXCHANGE

Given the structure of the Ofier. and. in particular. the need to maintain confidentiality
prior o the Announcement and the Pre-offer Announcement being made, it has not been
possible to gain access to such financial and other records/information of the Target Group
prior to the Latest Practicable Date as 1 required in order to comply fully with the
disclosure requirements under the Listing Rules in relation to the inclusion of certain
financial and other information of the Target Group in this Circular.

For the purposes of this Circular, the Company has extracted the following published
financial information of the Target Group:

{1y oaudited consolidated financial statements of the Target Group prepared under
IFRS as adopted by the European Union for the three years ended 31 December
2005, 2006 and 2007 (which are unqualified) and audited by Ernst & Young AS. a
member of Ernst & Young Global Limited in Norway, in accordance with the
auditing standards and practices generally accepted in Norway including the
auditing standards adopted by the Norwegian Institute of Public Accountants,
extracted from the relevant annual reports or approved accounts (for the years
ended 31 December 2007 and 31 December 2006) of the Target; and

(2) the unaudited condensed financial statements of the Target Group tor the three
months ended 31 March 2007 and 2008 (the “Unaudited Financial Statements’).
prepared in compliance with the International Accounting Standard 34 — Interim
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Financial Reporting ("IAS 347), adopting accounting policies consistent with
those used in the audited financial statements of the Target Group for the year
ended 31 December 2007.

However, the Compuany is unable to comply with the feHowing requirements under the

Listing Rules in respect of the disclosure of the following information as at the Latest
Practicable Date:

()

(b)

(c)

(d)

(e)

(h)

(i)

an accountants’ report on the Target Group prepared using accounting policies
which are materially consistemt with those of the Group (Rules 4.01(3)
14.67(4){a)(i) of the Listing Rules);

an indebtedness statement as at the Latest Practicable Date of the Enlarged Group
(Rule 14.66 (2) and paragraph 28 and note 2 of Appendix |IB of the Listing
Rules);

a statement by the Directors that in their opinion the working capital as at the
[.atest Practicable Date available to the Enlarged Group is sufficient or, if not,
how it is proposed the additional working capital thought by the directors 10 be
necessary will be made available (Rule 14.66 {2) and paragraph 30 and note 2 of
Appendix 1B of the Listing Rules);

a pro forma statement of the assets and liabilities of the Enlarged Group on the
same accounting basis (Rule 14.67(4)(a)(ii) of the Listing Rules);

a management discussion and analysis of the results of the Target covering all
those matters set oul in paragraph 32 of Appendix 16 of the Listing Rules for the
period reported in the accountants’ report (Rule 14.67(5) and paragraph 32 of
Appendix 16 of the Listing Rules);

statement as to the financial and wrading prospects of the Enlarged Group (Rule
14.66{2) and paragraph 29(1}b) and Note 2 to Appendix |B of the Listing Rules);

particulars of any litigation or claims of material importance pending or
threatened against any member of the Enlarged Group (Rule 14.64(2) and
paragraph 33 and note 2 to Appendix 1B of the Listing Rules);

particulars of directors™ or experts interests in the assets of the Enlarged Group
(Rule 14.66(2) and paragraph 40 and Note 2 10 Appendix 1B of the Listing
Rules); and

the dates of and parties to all material contracts entered into by any member of
the Enlarged Group within the two years inmmediately preceding the issue of this
Circular together with & summary of the principal contents of such contracts and
particulars of any consideration passing to or from any member of the Enlarged
Group and inspeciion of such contracts (Rule 14.66 (2). paragraphs 42 and
43(2)(b) and Note 2 of Appendix 1B of the Listing Rules).

- 26—
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(Paragraphs (b) to (i) above are collectively defined as the “Further Infermation™)

The Company applied to the Hong Kong Stock Exchange for a waiver from strict
compliance with the disclosure requirements of the Listing Rules set outl in paragraphs (a) to
(1) above and on 18 July 2008 the Hong Kong Stock Exchange granted a waiver to the

Company from

such requirements subject to the following conditions:

(a} this Circular contains:

(1)

(i)

(i)

{iv})

(v)

(vi)

(vii}

a statement of indebtedness of the Group (as included in Appendix | to this
Circular):

a statement by the Dircctors that in their opinion the working capital
available to the Group is sufficient (as included in Appendix 1 10 this
Circular):

a statement as to the financial and trading prospects of the Group:

the published audited financial statements of the Target for each of the three
years ended 31 December 2005, 2006 and 2007 prepared uwnder IFRS as
adopted by the European Union and audited by Ermst & Young AS, a
member of Ernst & Young Global Limited in Norway, in accordance with the
auditing standards and practices generally accepted in Norway including the
auditing standards adopted by the Norwegian Institute of Public Accountants,
extracted from the relevant annual reports or approved accounts (for the
vears ended 31 December 2007 and 31 December 20060) of the Target (as
included in Appendix I to this Circular):

the published Unaudited Financial Statement (as included in Appendix I to
this Circular);

a yualilative explanation by the Directors of the differences in accounting
practices between HKFRS and IFRS which may have a material impact on
the financial statements of the Target, if any;

details of any litigation or clmms of material importance pending or
threatened against any member of the Group (or an appropriate negative
statement) (as included in Appendix 11 to this Circular):

{viii) particulars of directors’ or experts intercsts in the assets of the Group (or an

(ix)

appropriate negative statement) (as included in Appendix Il 10 this
Circular):

all material contracts (not being contracts entered into in the ordinary course
of business) entered into by the Group within the two years immediately
preceding the issue of this Circular und documents for inspection of the
Group (as included in Appendix HI to this Circular):
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(x) other material information relating to the Target which is in the public
domain or made available by the Target and which the Company is aware of
and is under no confidentiality restriction to disclose, if any; and

(x1) the reasons why access to books and records of the Target has not been
granted to the Company.

(b) 1the Company is required 1o issue a supplemental circular within 45 days of the
earlier of the Company being able to exercise control over the Target and gain
access to the books and records of the Target for the purpose of complying with
the disclosure requirements in respect of the Target and the Enlarged Group under
Rules 14.66 and 14.67 of the Listing Rules. The supplemental circular will
include the following information:

(i) an accountants report of the Target Group for each of the three financial
vears ended 31 December 2005, 2006 and 2007 and the financial period
ended not more than 6 months from the date of issue of the supplemental
circular prepared using the accounting policies materially consistent with
those of the Group in accordance with Chapter 4 and Rule 14.67 (4)a)(i) of
the Listing Rulcs;

(i1} the Further Information: and
(1) any material changes 1o the information previously disclosed in this Circular.

In the event that the Company is unable to comply with the above timeline, the
Company will seek an extension from the Stock Exchange to issuve the supplemental
circular at a later date and further announcement will be made in this regard.

16. GENERAL AND THE EXTRAORDINARY GENERAL MEETING

The Directors contirm that, to the best of their knowledge, information and belief and
having made all reasonable enquiries, the Target Group. the Major Shareholders and the
ultimate beneficial owners of the Muajor Shareholders and their respective associates are
Independent Third Parues.

No Sharcholders will be required to abstain from voting at the Extraordinary General
Meeting in connection with the resolutions to be proposed thereat.

The Company will seek approval from the Shareholders of the Offer. A notice
convening the Extraordinary General Meeting to be held at Room 504, CNOOC Buwlding,
No. 25 Chaoyangmenbei Dajie, Dongcheng District. Beijing, PRC, the People’s Republic of
China on Tuesday, 26 August 2008 at 2:30 p.m. is set out on pages IV-1 to IV-3 of this
Circular.

A form of proxy for use at the Extraordinary General Meeting is also enclosed.

Whether or not the Shareholders are able to attend the meeting. they are requested to
complete and return the enclosed form of proxy to the office of the Company in Hong Kong
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at 65/F. Bank of China Tower, T Guarden Road, Hong Kong as soon as possible and in any
event not later than 24 hours before the time appointed for the holding of the meeting.
Completion and return of the form of proxy will not preclude the Sharcholders from
attending and voting at the meeting should they wish to do so.

17. BOOK CLOSE PERIOD

Holders of H Shares whose names appear on the register of members of the Company
as at 4 p.m. on 5 August 2008 (Tuesday) are entitied 1o attend and vote at the Extraordinary
General Meeting. The register of members of the H Shares will be closed from 6 Auvgust
2008 to 26 August 2008 (both days inclusive) in accordance with the Articles of Association
of the Company. During such period. no transfer of H Sharcs will be registered.

18. PROCEDURES FOR DEMANDING A POLL

Pursuant to Article 76 of the Company’s Articles of Assoctation, a resolution put to the
vote of a general meeting of the Shareholders shall be decided on a show of hands unless a
poll is {before or after any vote by a show of hands) demanded:

{a) by the chairman of the meeting;

(b) at least two Shareholders with voting rights or their proxies; or

(¢} one or several Shareholders {including proxies) holding wotally or separatety 10%
or more of the shares carrving the right to vote at the meeting,

19. RECOMMENDATION

The Board believes the terms of the Offer are fair and reasonable and in the interests
of the Shareholders as a whole and recommends the Shareholders to vote in favour of the
resolutions to be proposed at the Extraordinary General Meeting for approving, among other
things. the Offer.
20. ADDITIONAL INFORMATION

Your attention is drawn to the additional information sect out in the following
appendices to this Circular:

(a) Appendix I - Financial Information relating to the Group;
(b) Appendix Il - Financial Information relating to the Target Group: and
() Appendix IIl - General Information.
Yours faathfully
By order of the Board

Fu Chengyu
Chairman of the Board
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APPENDIX I FINANCIAL INFORMATION RELATING TO THE GROUP

(A) SUMMARY OF FINANCIAL INFORMATION OF THE GRQUP

The following is a summary of the consolidated financial information for the ithree
Sfinancial years ended 31 December 2007 extracted from the audited financial starements of
the Group for the three years ended 31 December 2005, 31 December 2006 and 31

December 2007 which are not qualified.

CONSOLIDATED INCOME STATEMENT

REVENUE
Other revenues
Operating expenses
Depreciation of property. plant and
equipment and amortisation of intangible
assets
Employvee compensation costs
Repair and maintenance costs
Consumption of supplies, materials. fuel.
services and others
Subcontracting expenses
Operating Jease expenses
Other operating expenses
Other selling, general and administrative
expenses

Total operating expenses

PROFIT FROM OPERATIONS

Financial income/(expenses)
Exchange losses. net
Finance costs
Interest income

Total financial expenses

Share of profits of jointly-controlled entities

PROFIT BEFORE TAX
Tax

PROFIT FOR THE YEAR

—1-1 =

2007 2006 2005
RMB'000 RMBEB 000 RMB'000
9,007,987 6,364,839 4,788,792

38.611 31,341 12,919
{1.042,081) (900,244) (755,676)
(1,123.041) (936,936) (833.345)

(317,546) (356,510) {285.166)
(2,524,514) (1,934.817) (1,437,233)
(357,191) (206,325) (259.563)
(365,706) (313.431) (213.436)
(387,108 (274,444) (105.288)
(102.003) (81.231) {61,737)
{6.219.190) (5,003,93%) (3,951.444)
2.827.408 1.392.242 850.267
(113,868) (46.694) {16.802)
{31,563) (36,708) (104)
71.437 27.856 16,956
(73,994 {55,546) 50
£13,153 113,505 106,617
2.866.567 1,450,201 956,934
(628.983) (321.966) (135.938)
2,237,584 1.128.235 §20.996
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Attributable to:
Equity holders of the Company
Minority interests

DIVIDENDS
Special interim dividend
Proposed final dividend

EARNINGS PER SHARE
ATTRIBUTABLE TO ORDINARY
EQUITY HOLDERS OF THE
COMPANY

Basic and diluted

2007 2006 2005

RMB 000 RMB'000 RMB’000
2,237,584 1,128,010 82(),996
- 225 —
2,237,584 1,128.235 820,996
- 55,535

539,438 239,719 164,208
539,438 239.719 164.208
54.24 cents 28.23 cents 20.55 cents

12—
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CONSOLIDATED BALANCE SHEET

NON-CURRENT ASSETS

Property, plant and equipment
Imangible assets

Interests in 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 investments

Pledged time deposits

Cash and cash equivalents

Total current assets

CURRENT LIABILITIES

Trade and other payables

Short term debentures

Salary and bonus payables

Tax payable

Current portion of long term bank loans
Due to the ultimate holding company
Due 1o other CNOOC group companies

Total current habilities

NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT
LIABILITIES

~1-3 -

2007 2006 2005
RMB 000 RME 000 RMB 000
11,118,005 B.876.894 7.258.247
52,122 - -
493,060 433.496 239.936
11,663,187 9.310,390 7.498.183
417,766 293,160 229,784
209,611 81,730 208,854
1,407,031 987,099 709,453
1,495 33,419 45,913
4.363 17.455 2,800
607,338 75.008 -
12,206 22.466 1,093
8,765.988 2,309,443 1,013,795
11,425,798 3.819.780 2.211.692
2.087.098 1.830.808 925.306
- 997.417 -

397,451 237.636 206,805
472,146 54,150 94.573
200,000 - -
203,248 217.09%0 218.844
24,465 25.769 23,789
3,384,408 3.362,870 1.469,317
8.041.390 456,910 742,375
19.704.577 9.767.300 8,240,558
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NON-CURRENT LIABILITIES

Deferred tax liabilities

Interest-bearing bank borrowings

Long term payable to the ultimate holding
company

Long term bonds

Total non-current liabilities

Net assets

EQUITY

Equity atiributable to equity holders of the
. Company

Issued capital

Reserves

Proposed final dividend

Total equity

2007 2006 2005
RMB’ 000 RMB'000 RMBE’000
235,569 348,756 385,816
744,000 600.000 -

- 200,000 200,000
1,500,000 - -
2.479.569 1.148.756 585.816
17,225,008 8.618.,544 7.654.742
4,495,320 3.995.320 3,995.320
12,190,250 4.383.505 3.495.214
539,438 239.719 164.208
17,225,008 8.618.544 7.654,742

— -4 =
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(B) AUDITED FINANCIAL INFORMATION

The followings are the audited financial statements of the Group for the financial year
ended 31 December 2007 extracted from the published annual financial statements of the
Group for the year ended 31 December 2007 which are not qualified.

CONSOLIDATED INCOME STATEMENT
Year ended 31 Deceniber 2007

Notes 2007 2006
RMB’000 RMB 000
REVENUE 3 9,007,987 6.364.839
Other revenues 4 38.611 31,341
Operating expenses
Depreciation of property, plant and equipment
and amortisation of intangible assets (1,042,081) (900.244)
Employee compensation costs (1,123,041) (936.936)
Repair and maintenance costs (317.546) (356.510)
Consumption of supplies, materials. fuel,
services and others (2,524,514  (1.934,817)
Subcontracting expenses (357,191 (206,325
Operating lease expenses (365.706) {313,431
Other operating expenses (387,108) (274,444)
Other selling. general and administrative
expenses (102.003) {81,231)
Total operating expenses (6.219.190)  (5,003,938)
PROFIT FROM OPERATIONS 5 2.827.408 1.392.242
Financial income/{expenses)
Exchange losses. net (113,868) {46.694)
Finance costs {31,563) (36.708)
Interest income 6 71,437 27.8560
Towal financial expenses {73,994) (55.546)
Share of profits of jointly-controlled entities 17 113,153 113,505
PROFIT BEFORE TAX 2.866.567 1,450,201
Tax 10 (628.983) (321.966)
PROFIT FOR THE YEAR 2,237,584 1,128.235
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Attributable to:
Equity holders of the Company
Minority interests

DIVIDENDS
Proposed final dividend

EARNING PER SHARE ATTRIBUTABLE TO
ORDINARY EQUITY HOLDERS OF THE
COMPANY
Basic and diluted

- 16 -~

Notes

1

13

2007 2006

RMB 000 RMB’000
2,237,584 1,128,010
— 225
2.237.584 1,128.235
539.438 239719
54.24 cents  28.23 cents
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CONSOLIDATED BALANCE SHEET
31 Decenber 2007

NON-CURRENT ASSETS
Property. plant and equipment
Intangible assets
Interests in 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 investments
Pledged time deposits
Cash and cash equivalents

Total current assets

CURRENT LIABILITIES
Trade and other payables
Short term debentures
Salary and bonus payables
Tax payable
Current portion of long term bank loans
Due to the ultimate holding company
Due to other CNOOC group companies

Total current liabilities
NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

— -7 -

Notes

14
15
17

18

19
20
21
22
23
23

24
25
26

28
20
21

2007 2006
RMEB 000 RMB’000
11,118,005 8,876,894
52,122 -
493,060 433,496
11,663,187 9,310,390
417,766 203,160
209,611 81,730
1,407.031 987.099
1,495 33,419
4.363 17,455
607,338 75,008
12,206 22,466
8.765.988 2,309,443
11.425.798 3,319,780
2.087,098 1,830,808
- 997.417

397.451 237.636
472,146 54,150
200,000 -
203,248 217.090
24,4635 25.769
3,384,408 3.362.870
8.041.390 456,901
19.704.577 9,767,300
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FINANCIAL INFORMATION RELATING TO THE GROUP

Notes
NON-CURRENT LIABILITIES
Deferred tax liabilities 27
Interest-bearing bank borrowings 28
Long term payable to the ultimate holding
company 29
Long term bonds 30
Total non-current liabilites
Net assets
EQUITY
Equity attributabte to equity holders of the
Company
Issued capital 3]
Reserves 32
Proposed final dividend 12
Total equity

—1-8 -

2007 2006
RMB 000 RMB’000
235.569 348.756
744.000 600,000

- 200,000
1,500.000 -
2.479.569 1,148,756
17.225,008 8.618.544
4,495,320 3.995.320
12,190,250 4.383.505
539.438 239.719
17,225,008 3.618.544
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Year ended 31 December 2007

Altributable 10 equity helders of the Company

Statutery Propased Cumulative
Issued Capital reserve  Retained finul (ransiation Minorily Toizt
capital  Reserves funds profits  dividend reserve Total  inderesis equity

RMBO00  RMB'OGO  RMB'O00  RMEOO0  RMB'ONO  RMB'OOD  RMB'OX  RMEOOD  RME000

Al 1 January 2006 3995320 1.975.810 329714 1189.6%0 164,208 - 1M - T6sA2
Final 2005 dividend devlared - - - - (1,205 - {164.208) - (1,208}
Profis for the year - - - 11284010 - - L128010 225 1823
Additional capita] injection to

a subsidvary - - - - - - - 1.596 1.§%6
Acquisition of minerity

interesis - - - - - - - 12,121 (2121
Proposed final 2006 dividend

{naie 12) - - - BRIy 230714 - - ~ -
Transfer to slatutory reserve

funds - - 112801 {112.500) - - - - -
At 31 December 2006 and |

January X007 3995320 LOISSIT 42515+ 196R180* 239719 - BAI8SH - B6IsSH
Final 2006 dividend declared - - - - {13931%) - 239719 - 2WI%
lssue of shzre fnore 31) 300.000 6,240,000 - - - - AT40.000 - A
Share issue expenses

(note 31} - {4145 - - - - {HLU9 - (HLMS
Profit for the year - - - 1237584 - - 1131584 - 111584
Exchange realigpment - - - - - 9544 9.844 - 9.844
Proposed final 2007 dividend

(nute 42 - - - 1530438 539438 - - - -
Transfer 10 statetory reserve

funds ~ - 235000 (235,100 - - - - -
A1 3] Decenher 2007 449533 QO04I65 677.6)5% 3AM226* SB4N 9.844* 17,125,008 - 11225008

* These reserve  accounts  comprise the  conselidated  reserves  of  RMB1E2.190.250,000  (2006:
RMB4.385.505.000) in the consolidated balgnce sheet.
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CONSOLIDATED CASH FLOW STATEMENT
YEAR ENDED 31 DECEMBER 2007

CASH FLOWS FROM OPERATING ACTIVITIES

Cash generaied from operations

Taxes paid;
Mainland China corporate income tax paid
Mainland China corporate income tax refund
Overseas income taxes paid

Net cash inflow from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of items of property, plant and
eguipment

Purchase of available-for-sale financial assets

Sale of available-for-sale financial assets

Proceeds from disposal of items of property.
plant and equipment

(Decrease)/increase in net balances with
jointy-controlied entities

{Increasel/decrease in time deposits with orginal
maturity of more than three months

Decrease/(increase) in pledged time deoposits

Interest received

Drividends received from jointly-controlled
entities

Investment in jointly-controlled entities and a
subsidiary

Net cash outflow from investing activities

Net cash {outflow)/inflow before financing
activities

-1-10 -

Notes

34

2007 2006
RMBE 000 RMBE'000
3.298.057 2,269,134

(574.210) (542.539)
272,309 175,991
{22,273) (32.901)

2,973,883 1.869,685

(3.128,404)

(1.785.547)

(708.628)  (300,000)
176.298 224,992
40,667 9,701
(9.502) 5,037
(1,851.735) 165,538
10.260 (21,373)
46.466 27,856
83.781 80,188
(13.282)  (164,698)
(5.354.079) (1,758,306)
(2.380,196) 111.379
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CASH FLOWS FROM FINANCING ACTIVITIES

Procceds from issue of shares

Proceeds from issue of short term debentures

Proceeds from issue of long term bonds

Receipt of research and development subsidy

New long term bank loans
New short term bank foans

Repayment of short term loans/debentures

Settlements of balance due to the u
holding company

Share issue expenses

Bonds issue expenses

Dividends paid

Interest paid

Itimate

Net cash inflow from financing activities

NET INCREASE IN CASH AND CA
EQUIVALENTS

Cash and cash equivalents at begining of year

Effect of foreign exchange rate chang

CASH AND CASH EQUIVALENTS AT END OF

YEAR

ANALYSIS OF BALANCES OF CASH AND

CASH EQUIVALENTS

Cash and balances with banks and financial

institutions

Less: Pledged time deposits for letter of credit

facilities

CASH AND CASH EQUIVALENTS FOR THE

SH

es, net

CONSOLIDATED BALANCE SHEET

Less: Non-pledged time deposits at bank with

original maturity of more tha
months when acquired

CASH AND CASH EQUIVALENTS FOR THE

CONSOLIDATED CASH FLOW
STATEMENT

n three

~ 11 -

Notes

23

23

23

2007 2006
RMB'000  RMB 000
6.740.000 -

- 965,000
1.500.000 -
69,150 -
344.000 600,000
150,000 -~
(1.150.000) -
(200,000) -
(141,245) -
(20,354) -
(239,719)  (164,208)
(43,719) (4,291)
7.008.113 1,396,501
4,627.917 1,507,880
2.192.312 731,126
(23.107) (46,694)
6.797.122  2.192.312
8.778.194  2.331.909
(12.206) (22.466)
8,765,988  2.309.443
(1.968,866)  (117.131)
6.797.122  2.192.312
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BALANCE SHEET
31 DECEMBER 2007

NON-CURRENT ASSETS
Properiy, plant and equipment
Intangible assets
Investments in subsidiaries
Interests in 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 investments
Pledged time deposits
Cash and cash equivalents

Total current assets

CURRENT LIABILITIES
Trade and other payables
Short term debentures
Salary and bonus payables
Tax payable
Current portion of long term bank loans
Due to the ultimate holding company
Due to other CNOOC group companies

Totai current habihities
NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

~1-12 -

Notes

14
15
16
17

24
25
26

28
20
24

2007 2006
RMB'000  RMB 000
10.932.699  8,729.674
52.122 -
9,061 9,061
133.304 124,260
11.127,186 _ 8,862.995
409,224 291.059
584,253 486,108
2,061,797  1.350.157
1,495 33,419
4,363 9,808
607,338 75.008
3,874 12,150
8.331.564 _ 1.988.495
12,003.908 _ 4.246.204
2.010.620  1,763.407
- 997.417

396.700 237.530
461,908 52,253
200,000 -
203.248 217.090
23914 25.297
3,296,390 _ 3.292.994
8,707,518 953.210
19,834,704 _ 9.816.205




APPENDIX 1

FINANCIAL INFORMATION RELATING TO THE GROUP

NON-CURRENT LIABILITIES
Deferred tax liabilities
Interest-bearing bank borrowings
Long term pavable to the ultimate holding

company

Long term bonds

Total non-current liabilities

Net assets

EQUITY

Issued capital

Reserves

Proposed final dividend

Total equity

-1-13 -~

Notes

27
28

29

37
32
12

2007 2006

RMB 000 RMB 000
235.569 348,756
744.000 600.000

- 200,000
1.500.000 -
2,479,569 1.148.756
17,355,135 8.067.449
4,495,320 3.995.320
12,320,377 4,432,410
539,438 239.719
17,355,135 8.667,449
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NOTES TO THE FINANCIAL STATEMENT OF 2007
31 December 2007

1. CORPORATE INFORMATION

China Oilfield Services Limited (the "Company™) is a limited liability company incorporated in the
People’s Republic of China (the “PRC™ or “Mainland China”}. The regisiered office of the Company is
located at 3-1516 Hebei Road, Haivang New and Hi-Tech Development Zone. Tanggu. Tianjin 300451, the
PRC. As part of the reorganisation {the “Reorganisation™) of China National Offshore Oil Corporation
("CNQOC™) tn preparition for the listing of the Company’s shares on The Stock Exchange of Hong Kong
Limited (the "HKSE™) in 2002, and pursuvant w 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 (hereinatter collectively refesred to as the
“Group™) were principally engaged in the provision of oilfield services including drilling services, well
services, maringe suppoernt and transporntalion services, and geophysical services.,

In the opinion of the directors, the holding company and the uwltimaie holding company of the
Company is CNOQC. which is a state-owned enterprise incorporated in the PRC.

2.1.  BASIS OF PREPARATION

These firancial statements have been prepared in aceordance with Hong Kong Financial Reporting
Standards  ("HKFRS8s™) (which include all Hong Keong Financial Reporting Standards. Hong Kong
Accounting Standards ("HKASs™) and Interpretations) issued by the Hong Kong Institme of Certificd Public
Accountants, accounting principles gencrally accepted in Hong Kong and the disclosure requirements of the
Hong Kong Companics Ordinance. They have been prepared under the histerical cost convention, exeept for
availuble-for-sale investments which have been measured at fair value, These financial saiements are
preseanted in Renminbi ("RMB™} and all values are rounded 10 the nearest thousand (RMB 0G0} eacept when
otherwise indicared.

Basis of consolidation

The consolidated financial statements include the financial statemems of the Company and its
subsidiaries (collectively referred to as the “Group™) for the yeur ended 31 December 2007, The
results of the subsidiaries are consolidated trom the date of acquisition, being the dute on which the
Group obtains control. and continue 10 be consolidated until the date that such control ceases. All
significant intcrcompany transactions and balances within the Group are climinated on consolidation.

The acquisition of subsidiarics during the vear has been accounted for using the purchase
method of accounting, This method involves allocating the cost of the business combinations (o the
fair value of the identifiuble asscts acquired. and lizbilities and contingent liabilitics assumed at the
date of scquisition. The cost of the acquisition is measured at the aggregate of the fair value of the
assels given, equily instruments issued and liabilities incurred or assumed at the date of exchange,
plus cosis directly atributable to the acquisition.

Minority interests represent the inlerests of outside sharcholders not held by the Group in the
results and net assets of the Company’s subsidiaries, An acquisition of minority interesis is accounted
for using the paremt entity extension method whereby the difference between the consideration and
the book value of the share of the net assets acquired is recognised as poodwill. if any.
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2.2, IMPACT OF NEW AND REVISED BONG KONG FINANCIAL REPORTING STANDARDS

The Group bhas adopted the following new and revised HKFRSs for the first time for the current
year's financial statemems.

HKAS | Amendment Capital Disclosures

HKFRS 7 Financial histruments: Disclosures
HK(IFRIC)-Im § Scope of HKFRS 2

HEKAIFRIC)-1mt 9 Reassessment of Embedded Derivatives
HK{FRIC)-Int 10 Interim Financial Reporting and lmpairment

The principal effects of adopting these new and revised HKFRSs or interpreiations are as follows:

(a)

{b)

(d)

(e}

HKAS 1 Amendment requires the Group to make disclosures that enable users of the financial
statements to evaluate the Group’s objectives. policies and processes for managing capital.
These new disclosures are shown in note 39 to the financial sivements,

HKFRS 7 requires disclosures that enable uvsers of the financial statements 1o evaluate the
significance of the Group’s finuancial instruments and the nature and extent of risks arising
from those financial instruments. The new disclosures are included throughout the financial
statements. While there has been no cffect on the financial position or results of operations of
the Group, comparative information has been included/revised where appropriate.

HK(IFRIC}-1nt 8 Scope of HKFRS 7 requires HKFRS 2 10 be applied to any arrangement in
which the Greup cannal idemify specifically some or all of the goods or services received. for
which equity instruments are granted or liabilities based on a value of the Group's equity
instruments are incurred by the Group for a consideration. and which appears Lo be less than
the fair value of the equity instruments granted or liabilities incurred. As the Company has
issued no equity instruments, the interpretation has had no effect on these financial statements.

HK{IFRIC)-im 9 requires that the date to assess whether an ecmbedded derivative is required to
be separated from the host contriact and accounted for as a derivative is the date that the Group
first becomes a parly to the comtract, with reassessment only if there is u change to the
contract that significantly modifies the cash flows. As the Group's existing policy of
accounting for derivatives complies with the requirements of the  inlerpretation, the
interpretation has had no material impact on the firancial position or results of the Group.

The Group has adopted HKUFRIC)-Int 10 as of 1 January 2607, which requires that an
impairment loss recognised in a previous interim period in respect of goodwill or an
investment in either an equity classified as available lor sale or a financial asset carried at cost
is not subseguently reversed. As the Group hud no impairment losses previously reversed in
respect of such assets, the interpreiation has had no impact on the financial position or resuits
af operations of the Group.

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

vet effective, in these lnancial statements.

HKAS | (Revised) Presentation of Finencial Statements

HKAS 23 (Revised) Borrowing Caosts

HKFRS 8 Operating Segmenis

HK(IFRIC)-Inat 11 HKEFRS 2 — Group and fTreasury Shave Transactions
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HKAS | {Rcvised) requires #n ennty 1o present, in a statement of changes in cquity. all owner
changes in equity. All non-owner changes in equily (i.c. comprehensive income) are requited 1o be
presented in one statement of comprehensive income or in two statements {a separate income statement and
a statement of comprehensive income). I also requires an entity to present a statement of financial position
as at the beginning of the earliest comparative period in o complete set of financial statemems and disclose
reclassification adjusiments and income 1ax relating to each compenent of other comprehensive income.
Dividends recognised as distributions 1o owners and related amounts per share are required 1o be presented
in the statcment of changes in equity or in the notes.

HKAS 23 has been revised to require capitalisation of borrowing costs when such costs are directly
auributable o the acguisiion. construction or production of a qualifying asset. As the Group’s current
policy for horrowing costs aligns with the requirements of the revised standard, the revised siandard is
unlikely to have any tinancial impact on the Group.

HKFRS 8, which will replace HKAS 14 Segment Reporiing, specifies how an entity should report
information aboul its operating scgments. based on information about the components of the entity that is
available to the chiel operating decision maker for the purposes of allocating resources to the segments and
assessing their performance. The standard also requires the disclosure of information about the products and
services pravided by the segments. the geographical areas in which the Group operates, and revenue from
the Group’s mjor customers. The Group expects to adopt HKFRS 8 from | January 2009,

HK(IFRIC)-1n1 F] requires arrangements whereby an emplovec is granted rights to the Group's equity
instruments, to be accounted for as an cquity-sctiled scheme. even if the Group acquires the instruments
from another party. or the sharcholders provide the equity instruments needed. HK(IFRIC)-Im 11 also
addresses the accounting fur share-based pavment transactions involving two or more entities within the
Group. As the Group currently has no such transaction. the interpretation is unlikely to have any financial
impact on the Group.

2.4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Subsidiaries

A subsidiary is an cntity whose financial and operating policies the Company controls, dircetly
or indirectly, so as to obtain benefits I'rom #s acvvities,

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

Jointly-controlled entities

A jointdy-comtrolled entity is a juint ventlure that is subject w joint contrel, resulting in none of
the participating partics having unilaleral control over the cconomic activity of the joimtly-controlled
entity.

The Group’s interests in jointy-controlled entities are stated in the consolidated balance sheet
at the Group’s share of net assets under the eyuity method of accounting. less any impairmem fosses.
The Group's share of the post-aequisition results and reserves of jointly-controlled entities is included
in the consolidated income statement and consolidated reserves. respectively. Unrealised gains und
loses resulting from transactions between the Group and its jointly-controlled entities are eliminaled
10 the extent of the Group’s interests in the jointly-controlled entities, except where unrealised losses
provide evidence of an inpairment of the asset transferred.

The resulty of jointly-controfled entities are included in the Company’s income statement 1o the

extent of dividends received and receivable, The Company’s interesis in jointly-controlled entities are
treated as nonscorrent assets and are stided at cost Tess any impairment losses,
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Impairment of non-Nnancial assets

Where an indication of impairment cxists, or when annual impaianent testing for an assct is
required (other than inventories. deferred tax asseis and financial assets). the asset’s recoverable
amount is estimated. An asset’s recoverable amount is the higher of the asset’s or cash-gencrating
unit's value in use and its fair value less cosis 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 assels
or groups of assets. in which case the recoverable umount is determined for the cash-generating unit
to which the asset belongs,

An impairment loss is recognised only if Lhe carrying amoumt of an asset exceeds iis
recoverable amount. In assessing value in use, the estimated fulure cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset. An impairment loss is charged to the consolidated
income stalement in the peried in which it arises.

An assessment is made at cach reporting date as o whether there is any indication that
previously recognised impairment losses may no lomger cxist or may have decreased. M such
indication cxists, the recoverable amount is estimaied. A previously recognised impairment loss of an
asset is reversed only if there has been a change in the estimutes used to determine the recoverable
amount of that asset, but not 1o an amount higher than the carrying amount that would have been
determined (net of any deprectation/asmortisation) had no impairment loss been recognised for the
asset in prior years. A reversal of such impairment loss is credited o the consolidated income
statement in the period in which it arises.

Relaled partics

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

(a)  the party, directly or indirectly through one or more inlermediaries, (i} controls, is
controlled by, or is under common centrol with. the Group: (i} has an interest in the
Group that gives it significant infloence over the Group: or (iii} has joint control over
the Group;

{b)  the pany is an associatc:

(c)  the party is a jointly-controlled entity:

{dy  the pany is a member of the key mansgement personnel of the Group or its parent;

{e) ihe pany is a close member of the family of any individual referred to in (a) or {d);

(f) the party is an entity that is controlled. jointly contrelled or sigrificantly influenced by
or for which significant voting power in such entity resides with, directly or indirectly.

any individual referred to in (d) or (e): or

(g) the party is a post-employment benetiv plan for the benefit of employees of the Group.
or of any entity that is a retated party of the Group.

Property, plant and equipment and depreciation

Property. plant and equipment, other than construction in progress, are stated al cost less
gccumulated depreciation and any impairment losses. The cost of an item of property, plant and
equipment comprises ils purchase price and any directly atiributable costs of bringing the asset 1o its
working condition and lecation for its intended use. Expenditure incurred after items of property.
plant and cquipment 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 shuations
where it can be clearly demonstrated that the expenditure has resubted in an increase in the future
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ceonomic henefits expected to be nbtained from the use of an item of property, plant and equipment,
and where the cost of the item can be measwred reliably, the expenditure is capitalised as an
additional cost of that asset or as a replacement.

Depreciation is calculated on the siraight-line basis 10 write off the cost of euch item of
property. plant and equipment to its residual value over its estimated useful life. The estimated wseful
lives of property, plant and cquipment are as follows:

Tankers and vessels 10 to 20 years
Drilling rigs 25 years
Michinery and equipment 510 10 years
Motar vehicles 5 years
L.and and buildings 20 vears

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

Residual  values, useful lives and depreciation method are reviewed, and  adjusted il
appropriate, at each balance sheet date.

An item ol property, plant and equipment is derccognised upon disposal or whep no future
economic benefus are expected from its use or disposal. Any gain or loss on disposal or retirement
recognised 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.

Construction in progress

Construction in progress represemts drilling rigs, vessels and equipment under construction,
which is stated at cost dess any impairment losses. and is not depreciated. Cost comprises the direct
costs of construction and capitalised borrowing costs on related borrowed funds during the period of
construction.

Construction in progress is reclassificd o the appropriate category of property. plant and
equipment when completed and ready for use.

Intangible assets

The useful lives of imangible assets are assessed 10 be cither finhe or indefinite. Imangible
assets with finite lives are amortised over the uscful cconomic life and assessed for impairment
whenever there is un indication that the intangible asset may be impaired. The amortisation period
and the amortisation method for an inmangible asset with o finite uselul lile are reviewed at Jeast at
each bidunce sheet Jute.

Operating leases

Leases where substantially all the rewards and risks of ownership of asscts remain with the
Jessor are accounted lor as operating leases. Where the Company is the lessee, renats pavable under
operating leases are charged to the consolidated income statement on the siraight-line basis over the
lease 1erms,

Investments and other financial assets

Financial assets in the scope of HKAS 39 are classified as financial asscls at fair value through
profit or loss. loans and reccivables, held-io-maturity investments. and available-for-ssle financial
assets, as appropriate. When financial assets are recognised initially, they are measured at fair value,
plus. in the case of investments not ai fair value through profit or loss. dircetly auributable
transaction costs.
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The Group assesses whether a coniract contains an embedded derivative when the Group first
becomes a party te it and assesses whether an embedded derivative is required 1o be separated from
the host contract when the analysis shows that the cconemic characteristics and risks of the
cimbedded derivatives are not closely related o those of the host contract. Reassessment only occurs
if there is o change in the terms of the contract that significamly modifics the cash flows that would
otherwise be required under the contract,

The Group determines the classification of its financial assets afier initial recognition and,
where allowed and apprepriate, re-evatuates this designation al the balance sheet date.

All regular way purchases and sales of financial assets are recognised on the trade date. that s,
the date that the Group commits to purchase or scll the asset. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of asscts within the period generally
established by repulation or convention in the marketplace,

Financial assets at fair value through profit or loss

Financial asseits at fair value threough profit or loss include financial asseis held for trading.
Financial assets are classitied as held tor trading if they are acquired for the purpose of sale in the
ncar term. Gains or losses on investments held for trading are rccognised in the consolidated income
statement. The net fair value gain or loss recognised in the consolidated income siatement does not
include any dividends or interest earned on these financial assets, which are recognised in accordance
with the policies set out for "Revenue recognition” below.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or deierminable payments
that are not quoted in an active market. Such assets are subsequently carried at amortised cost using
the elfective interest method less any allowance for impairment. Amortised cost is calculated 1aking
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 ameortisalion process.

Held-to-marrity inmvesiments

Non-derivative Timancial assets wih {ixed or determinable payments and fixed maturity are
classified as held-to-maturity when the Group has the positive intemion and ability to hold to
maturity.  Held-to-maturity investments are  subsequently meusured at amortised cost Jess any
allowance for impairment. Amortised cost is computed as the amount initially recogniscd minus
principal repayments, plus or minus the cumulative amortisation vsing the effective interest method
of any difference berween the initially recognised amouat and the mawrity 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 rale. transaction costs and all other premiums and discounts. Gains and losses
are recognised in the consolidated income statemenmt when the investments are derecogmised or
impaired, as well as through the amortisation process.

Available-for-sale financiul assets

Available-for-sale financial assets are non-derivative financial assets in lisied and wnlisied
cquity sccurities that are designated us availauble-for-sale or are not classified in any of the other
three categories. After iniial recognition available-for-sale financial assets are measured at fair value.
with gains or losses recognised as o separate component of equity until the investment is
derecognised or until the invesument is determined to be impaired, at which time the cumulutive gain
or loss previously reporicd in equity is included in the consolidated income statement. Interests and
dividends carned are reported as inlerest income and dividend income, respectively and are
recognised in the consolidated income statement as “Interest income”™. Losses arising from the
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imppirment of such invesiments, if any, arc recognized in the consolidated income statement as
“Impairment  losses  on available-for-sale  financial  assets™ and  arc  transferred  from  the
available-for-sale invesiment revaluation reserve,

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

Fair value

The fair value of investments that are actively traded in orgunised financial markets is
determined by refercnce to quoted market bid prices al the close of business at the balance sheet
date. For investmenls 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 subsiantially the same; a discounted cash flow
analysis: and option pricing models.

Impairment of financial assets

The Group assesses at cach balance sheet date whether there is any objective evidence that a
financial asset or a group of financial assets is impaired.

Assets carried al amentised cost

Ii there is objective evidence that an impairment loss on loans and receivables or
held-to-maturity investment carried at wmortised cost has been incurred, the amount of the loss is
measured as the difference beiween the asset’s carrying amount and the present value of estimated
future cash flows texcluding future credit losses that have nel been incurred) discounted at the
financial asset’s original cffective imerest rate (i.e.. the effective interest rate computed at mital
recognition). The carrying amount of the asset is reduced either directly or through the use of an
allowance account. The amount of the impairmemt loss is recognised in the consolidated income
statement. Loans and receivables together with any associated allowance are written off when there is
no realistic prospect of future recovery.

If, in a subscquent period. the amount of the impairment loss decreases and the decrease can
be related objectively 1o an event occurring after the impairmend was recognised. the previously
recogaised impairment loss is reversed by adjusting the allowance account. Any subsequent reversal
of an impairment Joss 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 1o accounts and other receivables, a provision Tor impuairntent is made when there is
objective evidence (such as the probability of insolvency or significam financial difficultics of the
debtor and significant changes in the 1echrological, market economic or legal environment that have
an adverse effect on the debtor) that the Group will not be able to collect all of the amounts due
under the original werms of an invoice. The carrying amount of the receivables is reduced through the
usc of an allowance account. Impaired debts are derecogniscd when they are assessed  as
uncolicctible.

Assets carried ar cost

If there is objeciive evidence that an impairment loss has been incurred on an unquoted equity
mstrument that is not carricd at fair volue because its tfair value cannol be relinbly measured, the
amount of the loss is measured as the difference between the asset’s carrying amount and the present
value of estimated future cash flows discounted at the current market rate of return for @ similar
financial assel. Impairment losses on Lthese assets are not reversed,
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Available-for-sale financial assers

If an available-for-sale asset is impaired. an amount comprising the difference between its cost
(nct of any principal payment and amortisation) and its curremt fair value, less any impairment loss
previously recognised in the consolidated income stalement, is transferred from equity to the
consolidated income staiement, A provision for impairment is made for available-for-sale equity
imvestment when there has been a significant or prolonged decline in the fair value below its cost or
where other objective evidence of impairment exists. The determination of what is “significant™ or
“prolonged™ requires judgement. In addition, the Group evafuales other factors, such as share price
volatility. Impairment losses on equity instruments classified as available-for-sale are not reversed
through the consolidated income statement.

Impairment losses on debt instruments are reversed through the consolidated income statement.
il the increase in fair value of the instrument can be objectively related to an evenl occurring after
the impairment loss was recognised in the consulidated income statement.

Derecognition of financial assets

A financial asset {or. where applicable, a part of a financial asset or part of a growp of similar
financial assets) is derccognised where:

. the rights 1o receive cash flows from the assel have expired:

. the Group retains the rights to receive cash tlows from the asset. but has assumed an
obligation to pay them in full without material delay to a third party under a
“pass-through™ arrangement; or

. the Group has transferred its rights to receive cash flows from the asset and cither (a)
has transferred substanuially all the risks and rewards of the asset, or {b) has ncither
transferred nor retained substantally all the risks and rewards of the asset. but has
transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither
transfeered nor retained substantially all the risks and rewards of the asset nor transferred control of
the asset. the asset is recognised to the extemt of the Group's continuing involvement in the asset.
Continutng involvemnent that takes the ferm of a guaraniee over the transferred asset is measured wt
the lower of the original carrying amoum of the asset and the maximum amount of consideration that
the Group could be required to repay.

Where continuing invelvement takes the forim of a writen and/or purchased option tincluding a
cash-settled option or similar provision) on the wransferred asset, the extent of the Group's continning
involvement is the amount of the transferred asset that the Group may repurchase, except in the case
of a written put option (including 2 cash-settled option or similar provision) on an asset measured at
fair value, where the extent of the Group™s continuing involvemem is limited 1o the lower of the fair
value of the transferred asset and the opiton exercise price.

Financial liabilities at amortised cost (including interest-hearing loss and borrowings)

Financial liabilities including trade and other pavables, an amount due te the ultimate holding
company and intercst-bearing loans and borrowings are initially stated at fair value less directly
atributable transaction costs and are subsequently al amortised cost. using the effective interest
method unless the effcct of discounting would be tmmaicrial, in which case they are stated at cost,
The related interest expense ts recognised within “linance costs™ in the income statement.

Gains and losses are recognised in the consolidated income statemient when the liabilities are
derecognised as well as through the amortisation process.
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Derecognition of financial liabilities

A financiub liability is derccognised when the obligation under the liabitity is discharged or
cuncelled or expires.

When an existing financial liability is replaced by another from the same lender on
subsianially different terms, or the terms of an existing liability are substantially modificd. such an
exchange or madification is tremed 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
conselidated income statememnt,

Inventories

Inventories primarily consist of materiais 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
reabisable value after allowances for obsolete or stow-moving itcms. Cost is determined on the
wetghted average basis. The materials and supplies are capitalised o plant and equipment when used
for renewals or beticrments of plant and cquipment or recognised as expenses when uscd 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 equivalenis

For the purpose of the consolidated cash flow statemcent. cash and cash cquivalents comprise
cash on hund and demand deposits, and short 1erm highly liquid investments that are readily
convertible into known amounts of cash. are subject to an insignificant risk of changes in value. and
have i short maturity of generally within three months when acquired, less bank overdrafis which are
repayable on demand and form an integral part of the Group’s cash management.

For the purpose of the balance sheets. cash and cash equivalents comprise cash or hand and at
banks, including term deposits. which are not resiricted as to use.

Provisions

A provision is recognised when o presenl obligation (legal or constructive) has arisen as 2
result of a past event and it is probable that a future outflow of resources will be required to sentle
the obligation. provided that a reliable estimate can be made of the amount of the obligation.

When the effect of discounting is material, the amount recognised for a provision is the present
vatue at the balunce sheet date of the future expenditures expected to be required to schile the
vbligativi. The increase in the discounted present value amount arising from the passage of time is
included in finance costs in the conselidated income statement.

Income tox
Income 1ax comprises current and deferred tax. Income tax is recognised in the conselidaed
income statement. or in equity H it rekates 10 items that are recognised in the same or a different

period dircctly in equity,

Current tax assets and liabilities for the current and prior periods are messured at the amount
expecied Lo be recovered from or paid (o the taxmion authoritics,

Deferred tax is provided. using the liahility method, on all temporary differences at the balance

sheet dute between the tax bases of assets and lHabikitics and their carrying amoums for financial
reporting purposcs.
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. where the deferred tax liability arises from the initial recognmition of an asset or liability
in a transaction that is not a business combination and, at the tme of the transaction.

‘ affects neither the accounting profit nor taxable profit or loss: and
. in respect of taxable wmporary differences associated with invesiments in subsidiaries
and interests in jointly-controlled entities, where the timing of the reversal of the
temporary differences can be controlted and il is probable that the temporary differences

will not reverse in the foreseeable future.

Deferred 1ax assets are recognised for all deductible wemporary differences. carryforward of
unused tax credits and vnused tax losscs, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences. and the carrvforward of unuosed tax
credits and unused 1ax losses can be wiilised, except:

. where the deferred 1ax asset relating to the deductible temporary differences arises from
the initial recognition of an assct or liability in a transaction thal is not a business
combination and, at the time of the transaction, affects neither the accouming profit nor
taxable profic or loss: and

. in respect of deductible temporary differences  associmed  with  investments in
subsidiaries and interests in joimly-controlled entities. deferred tax assets are only
recognised Lo the extent that it is probable that the temporary differences will reverse in

| the foreseeable future and taxable profit will be available against which the wmporary
| differences can be wilised.

The carrying amount of deferred tax assets is reviewed at cach balance sheet date and reduced
tor the extent that it is no longer probable that sufficienmt taxable profit will be availuble 1o allow all
' or part of the deferred tax assel o be utilised. Conversely, previously unrecognised deferred tax
assets are reassessed at each balance sheet dJate and are recognised to the extemt that it is probable
that sufficient t1axable profit will be available to allow all or part of the deferred 1ax asset 10 be

utilised.
]
|
|

Deferred tax assets and liabilittes are measured at the tax rates that arc expected 10 apply (o
the period when the asset is realised or the Habilhy 1s settted, based on tax mtes (and tax laws) that
have been enacted or substantively enacted at the balance sheet date.

Deferred tax assets and delerred (ax liabilities are offset il a legally enforceable right exists to
set off current tax asse1s against current tax liabilities and the deferred wxes relate to the same
taxable entity and the same taxation authority.

Government grants
Governiment grants are recognised w their fair value where there is reasonable assurance that
| the grant will be received and all conditions are complied with. When the grants related to an
expense item, it is recognised as income over the pericds nccessary to match the grant on a
systematic to the costs that it is intended to compensate.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow 1o the Group
and when the revenue can be measured relinbly, on the following bases:

{a)  income from day rate contracts 1s recognised as and when services have been performed:
(bY income from turnkey contracts is recognised to the extent of costs incurred until the

I

|

‘ specific turnkey depth and other contract requirements are met. When the turnkey depth
and contriact requirements are met. revenue on turnkey contracts s recognised based on

|
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the percentage of completion. Provisions for future losscs on turnkey contracts are
recognised when they become apparent that expenses to be incwred on a specific
contract wil exceed the revenue from that contract:

{c} imlerest income, on un accrual basis using the effective interest method by applving the
rate that discounts the estimated future cash receipt through ihe expected lile of the
financial instrument Lo the net carrying amount of the financial asset: and

td)  dividend income when the shareholders’ right to receive payvment has been established.
Share-based paymeni transactions

The Company operates a share appreciation rights plan (the “SAR Plan™) for its senior officers.
The purpose of the SAR Plan is 10 provide incentives and rewards (o cligible participanis who
contribule to the success of the Group’s operations.

The cost of cash-scitled transactions is measured initially a1 fair value at the grant date using
the Black-Scheles formula, taking into account the terms and conditions upon which the instruments
were granted (note 26). The fair value is expensed over the period vwntif vesting with recognition of a
corresponding Hability. The liability is measured at each balance sheet date up 10 and including the
settlement date with changes tn fair value recognised in the consolidated income siatement.

Research and development costs
All research costs are charged wo the consolidated income stalement as incuorred.

Expenditure incurred on projects o develop new products is capitalised and deferred only
when the Group can demonstrate the technical feasibility of compleiing the intangible asset so that it
will be available for use or sale, its tmention 10 complete and its ability to use or sell the asset, how
the asscl will generate future economic benelits, the availability of resources to complete the project
and the ability to measure reliably the expenditure during the development. Product development
expenditure which does not mect these criteria is expensed when incurred. No development costs
were capitalised during the year,

Borrowing costs

Borrowing costs directly  anributable 1o the acquisition, construction or production of
quatifying assets. i.c.. asscis tha necessartly take a substantizl perind of time 10 get ready for their
intended use or sale, are capitalised as part of the cost of those assets. The capitalisation of such
borrowing costs ccases when the assets are substantially ready for their intended use or sule.
Investment income eurned on the temporary of specific borrowings pending their expenditure un
qualifying assets is deducted from the borrowing costs capitalised.

Retirement benelits costs

The Group’s employees in the Mainland China are required o participate in a central pension
scheme operated by the local municipal governments. The Group is required to contribute 19% to
22% of s payroll costs 1w the cemral pension scheme. The contributions are charged o the
consolidated income stiatement as they become pavable in accordance with the rules of the central
pension scheme.

Dividends
Final and/or interim dividends proposed by the directors are classificd 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 us o liability,
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Foreign currencies

These financial statements are presented in RMB. which iy the Company’s functional and
presentation currency. Each entity in the Group determines its own functional currency and items
included in the financial statemems of cach entity are mcasvred using that functional currency.
Forcign currency transactions are initially recorded using the functional currency rates ruling at the
date of the transactions. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the tunctional currency rates of exchange ruling at the balance sheet date. All
differences are taken to the consolidaled income statement. Non-monetary Hems that are measured in
terms of historical cost in a forcign currency are translated using the exchange rates ar the dates of
the initial transactions. Non-monetary items measured a0 fair value in a foreign currency are
translated using the exchange rates a1 the date when the fair value was determined.

The functional currencies of certain overseas subsidiaries and jointly-controlled cotities are
currencies other than the RMB. As at the balance sheel date. the assets and liubilities of these entities
are translated into the presentation currency of the Company at the exchange rates ruling al the
balance sheet date, and their income statemems are iranslated into RMB 2t the weighted averape
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 in
cquity relating to that particular forcign operation is recognised in the consolidated income stalement.

For the purpose of the consolidmed cash flow siatement, the cash flows ol overscas
subsidiaries are translated into RMB a1 the exchange rates rubing at the dates of the cush flows.
Frequently recurring cash flows of overseas subsidiaries which arise throughouwt the year are
translated into RMB at the weighted average exchange rates for the vear.

2.5, SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of the Group’s financial statements requires management to make cstimates and
assumptions that affect the reported amounts of revenues. expenses, assets and linbilities and the disclosure
of contingent liabilities, at the reporting date. However. uncertainty uboul those assumptions and estimates
could result in outcomes that could require a material adjusunent o the carrying amount of the asseis or
lizbilities aftfected in future.

The nost significant judgements and estimates pertain 1o the determination of the estimated usclul
lives and impairment of property, plant and equipment and the provisions for doubtful debts and inventorices
obsolescence. as well as the judgement on the eligibility Tor the tax rate reduction as further described in
note 10 10 the financial statements. Actvual amounts could differ from those estimates and assumptions.

The estimated useful life and impairment of property, plam and equipment

The cstimated uscful life of property. plani and equipment is based on the actual vseful life of
property, plant and property with similar characteristics and functions. If' the usetul life of these
property. plant and equipment is less than previousty estimated, (he Group will accelerated the related
depreciation or disposed of idle or obsolete propeny, plant and equipment. This requires management
to use past experience in estimating the appropriate useful life,

An impairment loss is recognised only if the carrving amoont of an asset cxceeds ifs
recoverable amount. In assessing valuc in use. the estimated future ¢ash 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 10 the asset. An asset’s recoverable amount is the higher of the
asset’s or cash-gencrating umit’s value in use and its fair value less costs to sell. This requires the
managemenl o make assumptions about the future cash flows and pre-tax discount rate and hence
they are subject to uncertaimty. As at 3] December 2007, none of the property. plant and equipment
of the Group was assessed 10 be significantly impaired.
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The impairment of accownts receivable and the provision for inventories obsolescence

The impairment of accoums receivable is determined by the management based on available
objective cvidence. e.p. # becoming probable that a debtor will enter bankruptey or significant
financial difficulty of a debtor. The Group bases on its acceunting policy Tor inventories. delermines
the provision for inventorics obsolescence required by comparing the cost and net realisable for

obsolete or slow-maving items.

The Impairment or provision amount is subject to management’s assessment at cach balance
sheet dates, hence they are subject to uncertainty.

3 SEGMENT INFORMATION

Segment information is presented by way of 1wo segment forinats: (1) on a primary segment reporting
basis, by busincss segmoent; and (ii) on a secondary segment reporting basis, by geographical segment.

The Group is engaged in a broad range of petroleum related activities through its four major business
segmems: drilling services, well services, marine suppont and transportation services, and geophysical
services.

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

{a)  ihe drilling services segment is engaged in the provision of oilfield drilling services:

{b)  the well services segment is engaged in the provision of lopging and downhole services, such
as drilling fluids, directional dribfling. cementing and well completion, sales of well chemicul
materials and well workovers:

(¢)  the marine support and (ransportation services segment is engaged in the transportation of
materials. supplies and personnel to offshore facilities. moving and positioning  drilling
structures, the transportation of crude oil and refined products and the ransportation of
methanel or other petrochemical products: and

(dy  the geophysical services segment is engaged in the provision of ollshore scismic data
collection, marine surveying and data processing services,

BPuring 1the yvear, management decided that well workover services, which were reporied in the
drilling services segment in prior vears, should be reported in the well services segment in order to provide
more relevant segment information. As such, the prior years” numbers have been reclassified to contirm
with the current year's classification. As a result of the reclassification. the revenues and segment results
for the year ended 31 December 2006 of the well services segment have increased by approximately
RMB455.9 million and RMB183.7 million respectively. The revenues and segment results for the year
ended 31 December 2006 of the drilling services scgment have decreased by approximately RMB455.9
million and RMBI183.7 million respectively. There was no change in the Group's revenues or operating
results,

Intersegmem sales and transfers are trunsacted with reference to the selling prices used for sales
made (o third parties at the then prevailing market prices,
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(a)})  Business segments

The following table presents revenue net of sales surtaxes. profit and certain asset, lability and
expenditure information for the Group’'s business scgments for the year ended 31 December 2007:

Marine
support and
Drilling Well transportation  Geophysical
services Services services services Total

RMB'000 RMB 000 RMB'000 RAMBO0) RMB000

REVENUE

Sales {including intersegment} 4,684,771 2.452.805 1.430.540 1,628,163 10,246,279
Less: Intersegment sales (763.103; {182.762) (106.059) (186.368) (1,238.292)
Net sales to external customers 1.921.663 2.270.043 1.374.481 1,441,795 9.007.987

PROFIT FROM OPERATIONS

Segment resuhs 1,489.371 390.601 409.453 537.983 2,827.408
Exchange losses. net (113,868)
Finance costs (31.563)
Interest income 71437
Share of profits of

jointly-controlled entities 113,153
Profit before tax 2.866.567
Tax {628.983)
Profit for the vear 2.237.584
ASSETS
Scgment assels 6.795.301 2,833,746 3141987 1,520.18 14,291.i52
Interests in jeintly-controlled

entities 36.103 273338 154.52] 29.098 493.060
Unallocated assets §.304,773
Total assets 23.088.985
LIABILITIES
Segment liabilities 1.048.207 120512 328934 383.663 2481316
Unaltecated liahikities 3,382,661
Total liabilities 5.863.977

OTHER SEGMENT

INFORMATION
Capital expenditure 1.825.389¢1) 651,430 411941 576.524 3465484
Depreciation of property. plant

and equipment and

amortisation of intangible

assels 514378 194,344 199,691 133.675 1.042 081
(Reversal)fimpairment of

accoants receivable (543 (2N (215) 3.357 o
Provision against inventories 1.603 966 635 631 3.833
(1) The balance included a capital conribution of US$1.74 million {approximmely RMBI13.3

million), which represented the cash portion of the investment in Atlantis Deepwaler.
Please refer to note 17(¢) to the financial statements for details.
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The following table presents revenue net of sales surtaxes. profit and certain asset. liability and
expenditure information for the Group™s business segments for the year ended 31 December 2006:

REVENUE
Sales {including intersegment)
Less: Inerscgment sakes

Net sales to externdl customers

PROFIT FROM OPERATIONS
Sezment resulis

Exchange losses. pet

Finance costs

Interest income

Share of profits of
jointly-controlled entities

Profil before tax
Tax

Profit for the year

ASSETS
Segmen! assels

Interests in jointly-controlled
entitics

Unattocated assets

Teual assels

LIABILITIES
Sezment lahilities
Unallocaied Rabilitics

Towal liwhilitics

OTHER SEGMENT
INFORMATION

Capital expenditre

Depreciation of property. plam
and eynipmen

Impairment of accounts
receivable

Provision against inventorics

Marine
support and

Drilling Well transportatien  Geephysical
services Services services services Total
RMB 000 RMB'000 RMB 00} RME'000 RMB'000
{Restated) {Restated)
2.880.538 1,851,188 £,080.095 893,166 6,713.987
{244.990 (43,151 (37,327) 123.680) 1349,148)
2.644 548 1,508,037 1,042,768 369,486 6.364,339
663,564 360,621 215,590 150467 1.392,242
(46.694)
(36,708)
21.856
113,505
1.450.204
(321,966)
1,128,235
L}
5.192.274 1.468.481 1.674.394 802,978 10,228.127
- 418.550 - 14.946 433,496
2.468.547
13,430,870
—
815,906 123931 455420 76.106 1.371,063
3.040.563
4.511.626
—
1.201.664 522.684 846.721 144177 2715246
391087 181,286 10708 117,163 900,244
340 17 e 83 F. 156
169 252 204 147 1,102
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(b)  Geographical segments

The Group mainly engages in the provision of drilling services. well services. marine support
and transportation services and geophysical scrvices in offshore China. Any activities ouside the
PRC arec mainly conducted in Indonesia, Australiz, Mexico, and Myanmar,

In determining the Group’s geographical segments, revenues and results are auributed 1o the
segmemts based on the location of the Group's customers, and assels are attributed 10 the segments
based on the locauon of the Group’s assets. No further analysis of geographical segment information
is presented for revenues as over 81.7% of the Group's revenues are generated from customers in
Mainland China. and revenues generated from customers in other locations are individually less than
10%.

The following table presents revenue information for the Group's peographical segments for
the years ended 31 December 2007 and 2006.

Mainland
China Others Total
Year ended 31 December 2007 RMB 0G0 RMB 000 RMB 000
Segment revenue:
Sales 10 external customers 7.363.011 1.644,976 9.007 987
Mainland
China Others Total
Year ended 31 December 2006 RMB 000 RMB 000 RMB 000
Segment revenuc:
Sales to external customers 5.260.851 1,103.988 6.364 839

REVENUE AND OTHER REVENUES
Revenue represents the net invoiced value of offshore oilfield services rendered. net of sales suraxes.

Other revenoes comprise the following:

2007 2006

RMB00 RMB OO0

Gain on disposal of scrap materials 1,804 8,286
Insurance claims recetved 4.491 14.959
Government subsidies 31,150 5179
Others 1,166 2.877
Total other revenoes 38.611 31341
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5, PROFIT FROM OPERATIONS

The Group's profit from operations is arrived at atier charging:

2007 2006
RMB 000 RMB 000
Auditors’ remuneration:
Audit 6,399 4.000
Non-audit 2422 940
Employce compensation costs {inciuding dircctors’ remuneration
{note 7))
Wages, salaries and bonuses 737,991 699,350
Social security costs 294,955 169.981]
Retirement benefits contributions (nate 9) 82.785 67,605
Sharc appreciation rights {nore 26) 7.310 -
1,123,041 936.936
Depreciation of property. plant and cquipment and amortisation of
inlangible assets 1,042,081 900,244
Loss on disposal of property, plant and equipment, net 18.869 20.780
Lease pavments under operaling leases in respect of land and
buildings, berths and equipment 365.706 313,431
Impairment of accounts receivable, net 2.272 1,156
Provision against inventories 3855 1102
Repair and maintenance costs 317.546 356.510
Research and development costs, included in 275,247 189,549
Deprectation of property, plant and equipment i3.731 6.105
Employee compensation costs 33.348 33,260
Consumption of supplics. materials. fucl, services and others 186.015 91.561
Other operating cxpenscs 42,153 38.623
6. FINANCE COSTS
Group
2007 2006
RMB 000 RMB7000
interest on bank loans 45.095 12.062
{merest on short term debentures 2.583 32417
interest on long term bonds 42,000 -
Total interest $9.678 44,479
less: Tnierest capitalised (58.115}) (7.771)
31.563 36.708
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7. DIRECTORS” AND SUPERVISORS™ REMUNERATION

Directors™ and suopervisors’ remuneration for the year. disclosed pursuant to the Listing Rules and
Section 161 of the Hong Kong Companies Ordinance, is as follows:

Group

2007 2006

RMB 000 RMB 000

Fees 1.280 1,290
Other emoluments:

Basic salaries, allowances and benefits in kind 1,051 904

Bonuses 1.075 736

Share appreciation rights (nore 26) 2,982 -

Pension scheme contributions 138 125

5.246 1,765

6.526 3,055

(n} 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

2007 2006
RMB'000 RMB'000

Independent non-exccutive directors:
Gordon C. K. Kwong 400 400
Andrew Y. Yan 400 400
Simon X. fang 400 400
1,200 1.200

Independent supervisor:

Zhang Dunjie 80 90
1.280 1,290

There were no other emoluments payable to the independent non-executive directors and the
imdependent supervisor during the year (2006: Nil).
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{b)  Executive directors, non-executive directors and supervisors

Salaries,
allowances Pension Share
and benefits scheme  appreciation
in kind Bonuses  contributions rights Total
RAB'000 RMB 000 RAB'000 RMB000 RMB'000
2007
Executive directors;
Yuan Guangyu 410 KBl 48 1.560 2,358
Li Yong 254 263 38 1,140 1,607
664 603 86 2,700 4.055
Non-executive direclors:
Fu Chengyu i - - - 10
Wu Mengfei 10 - - - 10
20 - - - 20
Supervisors:
Zhang Benchun 9 - - - 9
Xiao Jianwen fiv) 12 ~ - - 12
Tang Daizhi (v) 99 191 19 282 591
Yang linghong (vi) 180 279 LX) - 492
300 470 52 182 [R{13)
Tosal 984 1,075 138 2,982 5,179
26
Executive directors:
Yuin Guangvu 48 258 46 - 652
Li Yong (i) 101 197 KA - 432
Wu Mengfei i) 76 97 0 - 183
613 552 9% - 1.257
Non-exccutive directors:
Fu Chengyu - - - - -
Wu Menglei (i) 19 - - - 29
29 - - - 29
Supervisors;
Zhang Benchun 24 - - - P2
Xiao Jianwen 24 - - - 2
Tang Daizin 212 184 35 - 431
260 184 35 - 479
Towal 904 736 125 - 1.765
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During the vear. share appreciztion rights were grunted 10 certain executive directors and
supervisors in respect of his services to the Group, further details of which are incloded in the
disclosures in note 26 to the {inancial statements.

Notes:

(i) Appointed on 25 May 2006

(i) Resigned on 1 April 2006

tii}  Appointed on 1 April 2006

(iv}  Resigned on 4 June 2007

() Resigned on 25 July 2007

(vi) Elccied on 26 July 2007

There was no arrangement under which a director or a supervisor waived or agreed to waive
any remuneration during the year. There was no emolument paid by the Group to the directors or
supervisors as an induccment 10 join or upon joining the Group or as compensation for loss of office
during the year

8. FIVE HIGHEST PAID EMPLOYEES
The five highest paid employees during the vear included two (2006: two) directors, details of whose

remuncration arc sct out in nete 7 to the financial statemenis. Details of the remuneration of the remaining
three (2006: three) non-director, non-supervisor, highest paid employees lor the year are as follows:

Group
2007 2006
RMB 000 RMB 001}
Basic salarics, allowances and benefits in kind 3,620 6.528
Bonuses 1.362 1,324
Shares appreciation rights 4,980 -
Pension scheme contributions 334 87
10,296 7,939

The number of non-director, non-supervisor, highest paid employees whose remuneration fell within
the following bands is as follows:

Number of employees

2007 2006

Nil to RMBL,000.000 - 2
RMB1.000,001 1o RMB1,500,000 - -
RMB1.500.001 o RMB2.000,000 2 -
RMB2.000.004 to RMB3.000,000 - -
RMB3.000.001 to RMB3,500.000 i !
3 3

During the year. sharc appreciation rights were granted to certain cxecutive directors and supcrvisors
in respect of his services to the Group. further details of which are included in the disclosures in note 20 to
the financial staternents.
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There was no cmolument paid by the Group 1o the employees as an inducement 10 join or upon
joining the Group or as compensation for loss of office during the year,

9. RETIREMENT BENEFITS

All the Group’'s full-time employees in Mainland China are covered by a governmeat-regulated
pension scheme, and are entitled (0 an annual pension determined by their basic salaries upon their
retirement. The PRC government is responsible for the pension liabilitics to these retived emplovees. The
Group is required to make annual contributions 10 the governineni-regulated pension at rates ranging from
19% to 22% of the employees’ basic salaries. The related pension costs are expensced as incurred.

As part of the CNOQC group. the employees of the Group as at the time of the Reorganisation were
entitled to the supplementary pension benelits {the “Supplemeniary Pension Benefits™) provided by CNOOC
in addivion 1o the benefits under the governmem-regunlated pension fund described above. The
Supplementary Pension Benefits were calculated based on factors including the number of vears of service
and sakary level on the date of retirement of the emplevee. Following the Reorganisation, CNOQC agreed
with the Group that the Supplementary Pension Benefits of the Group’'s existing emplovees attributed (0 the
period prior 10 the Company’s public listing in Hong Kong and the Supplementary Pension Benefits of the
Group’s retired employces will continue to be assumed by CNOOC. As the oblipations under the
Supplementary Pension Benefits have been fully assumed by CNOOC., the costs of such Supplementary
Pension Benefits have not been recorded in the Group's financial statements for the vear cnded 31
December 2007 (2006; Nil).

The expenses attributed to the PRC government-regulated pension scheme are as follows:

Group
2007 2006
RMB 000 RMB 000
Contributions to the PRC government-regulated pension scheme
(nute 5) 82.785 67,605

At 31 December 2007, the Group hud no forfeited contributions available 10 reduce its comtributions
to the pension scheme in future years (2006: Nil).

0. TAX

The Group is subject o income 1ax 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 asscssable income currentty sourced from Hong Kong.

In accordance with the refevant tix laws in the PRC, the Company and its subsidiary ircorporated in
the PRC are subject to corporate 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 CIT Law"™) was approved and became cffective on 1
January 2008. The regulations on the implementation of the New CIT Law were approved at the 19Tih
Exceutive Meeting of the State Council on 28 November 2007, The New CIT Law and the implementation
regulations introduce a wide range of changes which include, bu are not limited 10, the unification of the
income 1ax rate for domestic-invested and foreign-invested enterprises ut 25%.




APPENDIX I FINANCIAL INFORMATION RELATING TO THE GROUP

As a result of the tax rate change. the Group estimates that the change in the corperate income tax
rates has had the following impact on the results and financial position of the Group for the vear ended 31
December 2007:

Group

RMB 000

Decrease in income tax expense 85,631
Decrease in deferred 1ax ussets 13,122
Decrease in deferred 1ax liability 98,753

In additior, the new detuiled Implementation Rules of the Corporate Income Tax Law (CITLIR) was
approved on 28 November 2007 and is effective [rom [ January 2008 onwards.

During the vear, the application by the Company as an advanced iechnology enterprise for 1ax
exemption purposcs was approved and the Company’s corporate income tax rate for the fiscal year 2006
was reduced from 33% 1o 15%. As a resulte 3 tax refund of approximatcly RMB272 million relaing to
fiscal year 2006 has been recorded by the Company.

The Stale Administration of Taxation Circular Guoshuifa [2008] Number 17 confirms that enterprises
which had been recognised as advanced technology enterprise prior to 1 January 2008 should pay
provisional CIT at the rate of 25% pending a re-recognition process under the New CIT Law, and the
CITLIR sers out a framework of five conditions, which include a minimum proportion of sales of advanced
technology services to total sales and minimum proportion of research and development expenses 1o total
revenue under the PRC accounting principles, respectively. Detailed guideline and the relaied proportion are
¢ be formulated by the Science and Technology Commission, the Ministiry of Finance and the Statc
Administration of Taxation (“SAT”). and hence, such tax rate reduction is still pending the completion of
the re-recognilion process.

As the reduction in the corporate income tax rate from 33% to 15% for the year ended 31 December
2007 cannot be ascentzined. at the date of this report. managemem considers it is appropriate 1o use the
rates of 33% and 25% 10 accrue for the income 1ax liability of the Company for ihe year ended 31
December 2007 and deferred tax liability, respectively.

The Company’s drilling activities in Indonesia are mainly subject (o a deemed profit withholding tax
of 4.5% based on its gross service income generated from its drilling aciivities in Indonesia, and a further
branch corporate income tax of 10% on the remaining deemed profit for the year. The Group's drilling
activities tn Australia are subject to income tax of 339 based on its taxable profit generated. The Group's
drilling activities in Mexico arc subject to an income tax rae of 28%. The Group's drilling activitics in
Myanmar are subject to income tax of 3% based on irs gross service income generated from its drilling
activities in Myanmar,

An analysis of the Group's provision for tax is as follows:

Group
2007 2006
RAE 000 RMB'000
Hong Kowg profiis wx - -
Overseas income axes:
Current income taxes 43,338 32.90
PRC corporate income 1axes:
Current income taxes 971,141 502,116
Tax refund as an advanced 1cchnology enterprise (272.309) (175,991)
Deferred income taxes (note 27) (113187 (37.06()
Total tax charge for ihe year 628,983 321.966
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A reconciliation of the tax cxpense applicable to profit before tax using the siatutory rate for the
Mainlind China where the Company and its jointly-controlled entities are domiciled to the 1ax expense uat
the cffective tax rate and a reconcHistion of the applicable rate {i.e., the stawtory 1ax rate} to the effective
tax rate are as {ollows:

2007 2006
RMB 000 T RMB 000 %

Profit before tax 2,866,567 1,450.2(1
Tax at the statutory tax rate of 33%

(2006: 33%) 945,967 330 478.566 33.0
Profits and losses auributable to

Jointly-controlled entities (28.704) (1.0} 138.813) 2N
Tax refund as an advanced

technology entcrprise {272.309) (V.5) (175,991) (12.1)
Effect of different tax rates lor

overseas subsidiarics 70,003 2.4 62,418 4.3
Tax benefit for qualifying research

and development ¢xpensc (10,346) (0.4) (8.851) (0.6)
Change in PRC statutory tax ratc (85.631) (3.0} - -
Expenses not deductible for wax and

others 10.003 0.3 4,637 (.3
Total tax charge at the Group's

effective rate 628,983 21.8 321.966 22.2

The share of 1ax  attributable 1o jointly-controtled  entitics  amounting 1o approximately
RMB25,740,000 (2006: RMB29.652.000) is included in “Share of profits of juinlly-controlled entities™ on
the face of the consolidaled income statement,

I, PROFIT ATTRIBUTABLE TO EQUI'TY HOLDERS OF THE COMPANY
The consolidated profit atiribmable to cquity holders of the Company for the year ended 31
December 2007 includes a profit of approximately RMB2,327.298.000 ¢2006. RMB1.223,297.000) which

has becn dealt with in the financial statements of the Company (note 32(h)).

12.  DIVIDENDS

2007 2006
RMB (000 RMB 000

Proposed final dividend — 12,00 Fen per ordinary share (2006: 6.00
Fen per ordinary share} 539,438 239,719
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The proposed final dividend for the year is subject 1o the upproval of the Company’s shareholders ug
the forthcoming annual general meeting.

Cash dividends 1o shareholders in Hong Kong will be paid in Hong Kong dotlars.

Following the establishment of the Company, under the PRC Company Law and the Company's
articles of associztion, net profit afier tux as reported in the PRC stawtory financial staiements can only be
distributed as dividends after allowance has been made for the following:

()

(i}

(ii)

making up prior ycars’ cumulative losses. if anyv:

allocations 1o the statutory common reserve fund of ai feast 10% of after-tax profit. wntil the
fund aggrepates 509 of the Company’s registered capital. For the purposc of calculating the
transfer to the reserves, the profit after 1ax shall be the amount determined onder the PRC
accounting principles and financial regulations. Transfer to this reserve must be made belore
any distribution of dividends to sharcholders.

The statulory commeon rescrve can be used to offsct previous years™ losses, if any. and pan of
the statutory common reserve can be capitalised as the Company’s share capital provided that
the amount of such reserve remaining after the capitalisation shall not be less than 25% of the
registered capital of the Company:

allocations to the discretionary common reserve if approved by the sharehelders. The
discretionary common reserve can be used 1o offset prior years® losses, if any, and can be
capitalised as the Company’s share capital.

In accordance with the articles of association of the Company. the net profit after tax of the Company
for the purpose of profit distribution will be decmed to be the lesser of (i) the net profit determined in
accordance with the accounting principles generally accepted in PRC and financial regulations and (ii) the
net profit determined in accordance with Hong Kong Financial Reporting Standards.,

13.  EARNINGS PER SHARE ATTRIBUTABLE TO ORDINARY EQUITY HOLDERS OF THE
COMPANY

The calculation of basic earnings per share amounts is based on the net prefit auribotable to equity
holders of the Company for the vear ended 31 December 2007 of approximately RMB2,237 584.000 (2006:
RMBI.128.010,000) and weighted average 4,128.196,712 shares {2006: 3.995,320.000 shares) in issue
during the year.

There were no potentiably dilwting events for the years ended 31 December 2007 and 2006.
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Group

31 December 2007
Al 31 December 2006
and al | January

2007:

Cost
Accumulated
depreciation

Nel carrving amount

Al | January 2007, nel
ol accumulated
depreciation

Additions

Provided during the
year

Disposalsiwrite-offs

Transfers fromfito)
construction in
progress

Translers to a
jointly-contrelled
entity

Exchange realigninent

Al 31 December 2007,
nel of accumulated
depreciation

At 31 Becember 2007

Cost

Accumulated
depreciation

Exchange realignment

Net carrying amoun

Machinery
Tankers Dritling and Motor Constraction
and vessels rigs  equipment vehicles Building  in progress Total
RMB'000  RMB'000 RMB'0G0  RMBOO0  RMB'000 RMB 000 RAMB 000
5,578.81% 6983857 3.059.160 §3.202 14077 2422661  18.111.776
(3.275003) 4397319  (),526.489) {34,074 (1,997} - (9234882}
2303816 2586538 1.532.071 19,128 12,080 2,422,661 8,876,894
2303816 2.586.533 1.532.67) 19.128 12,080  2.422.661 5.876.894
50.294 31.930 302.273 12,176 - 293791 3394.647
(233.228) (3624000 (435150} (3.893) (.97 - (1,036,649}
1724) 19,3981 (64,472} (734) “h - (75.369)
423,293 1305.446)  ESI4913 1,468 35026 (1,661.254) -
- - - - - (33.489) (33,489
- - (4.029 - - - (8,029
1,543,451 2,001,224 2,842,208 30,145 35,088  3.665.892  H1.118.005
6.022,002 6,695.650 4673385 62,188 38,882 1665892  21.157.9%
(3478,551)  (4.694,426)  (1.823.151) (32.0:40) (3,794} - {10,031.962)
- - 18.029) - - - (8.02%
2,543,451 2.001.224 2,842,205 30,145 35,088 3.665.892  11,118.005
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Machinery
Tankers Prilling and Motor Construction
and vessels rigs  equipment vehicles Building  in progress Total

RMEB'000 RMB 000 RMB 0G0 KMz 000 RMB 000 RMB 000 RMBE 000

31 December 2006
Al 31 December 2005
and a1 | Janvary

2006:
Cost 5,546.533 3.782.080 2.561.085 5007t 12,739 1,692,738 15,645,342
Accumulated

depreciation (3.026.518)  {4,105,390y (1,228,735 (25.914) 1538) - 18,387,095)
Net carrving amount 1,520,015 1.676,690 1,332,350 24,257 12.201 1,692,734 7,258,247

At 1 January 2006. net
of accumulated

depreciation 2520015 1,676.690 1.332.350 24,257 12,201 1,692,934 7,258,247
Addiions 26.692 - 235393 4,534 - 2281439 2.548,058
Acquisition of a

subsidiary - - 328 153 559 274 1304
Depreciation provided

during the year (248.485 291929y (339.228) {9.628) 1974) - (900,244}
Disposalsfwrite-ofis (8913 - 129.402) {138} - - (30.481)

Trans{ers from
construction in

Progress 6483 1,201.777 343.230 - 294 11.551.786}) -
At 31 December 2006.

net of accumulated

depreciatian 2.303.816 2.586.538 1.532.671 19.128 12,080 2.422,661 8,876,894
At 31 December 2006
Cost 5.578.819 6,953,857 3.059.160 33.202 14077 2422661 18111776
Accumulated

depreciation {3.273.003) (4397319} (1,526,489 (34,074} (1.997) - (9.2M.882)
Nel carrving amouns 2301816 2,586,538 1.532.671 19,128 12,080 24220661 3.876.894

During the year. the Group completed the title re-registration procedures of a drilling rig. which due
to the drilting rig’s operation in Indonesia. were outstanding since the Reorganisation in 2002, Upon
completion of the re-registration procedures, the Group has obtained the relevant title certificate.
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Compuny

Machinery
Tankers Prilling and Motor Construction
and vessels rigs  equipment vehicles Building in progress Total
RMB 000 RMB 000 RMB 000 RAMB 000 RMB'000 RMB'000 RMB'0060
31 December 2007
AL 3 December 2006
and at | January
2007:
Cost 55520149 6,983.855 1915516 52,827 12,739 2421479 17.938,565
Accumulated
depreciation (3.275003) (4,397,319} (1,501.476) (31,641} (1452} - 19,208.891)
Net carrying amoent 2,277,146 2,586.536 1,414,040 19,186 11.287 2421479 8,729.674
At 1 January 2007, net
of accumulated
depreciation 2277140 2.586,536 1.414,040 19.186 15,287 2,421,479 8729674
Additiens - 91,933 278,168 10.829 - 2935870 1316800
Provided during the
year (224.947) (362.400) (419.393) i3.606) (1.876) - (Lo
Dispesalsfwrite-offs (7123) 19.39% {57.173) t728) 41} (33,489 (101,353)
Transfers from/(10)
construction in
progress 423,232 (305,446} 1,514.272 3468 22,480  {1.658,006) -
Al 31 December 2007,
net of accumulated
depreciation 2474708 2000224 2,729.914 29,149 ILB50  3665.854  10,932,69%
At 31 December 2007,
net of accumulated
depreciation
Cost 5944977 6.695.650 4,504,987 60.525 39T 3665854 20.906.990
Accumulated
depreciation (3470269 (3,699.426)  (1.775.073) (31.376) (3.147) - (9974290
Net carrying #mount 2,474,708 2,001,224 2.729.914 9149 31,850 3.665.85¢ 10,932,699
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15.

16.

Machinery
Tankers Drilling and Motor Construction
and vessels rigs  equipmem vehicles Building in pragress Total
RMB'000 RMB GO0 RMB000 RMB'000 RAB 000 RMB 000 RME 000
31 December 2006
At 31 December 2005
and at 1 Janvary
2006:
Cost 5.546,533 5782080 244742 30071 12.73% 1,692,734 15.531.399
Accumulated
depreciation £3,026.518) (4.105,3%0y (1.223,268) {25.914) 1538) - (8,381.628)
Net carrying amownt 2,520.015 1,676,690  1.223.874 24,257 12.201 1,692,734 7.149.771
At | January 2006. net
of accumulated
depreciztion 2520015 1,676,690 1.223,874 24,257 12.201 1,692,734 7.149,771
Additions 22 - 206,797 4,535 - 2280236 2.491590
Depreciation provided
during the year {248.485) (291,929} (330.641) (9,418} {914} - (881.387)
Disposalsfwzite-offs {891) - (29.221) {188) - - (30,300}
Transfers from
CensiFuction in
progress 6.485 1,201.775 343,231 - - {1.551.491) -
At 31 December 2006,
net of accumulated
depreciation 3277146 2.586,536 1,414,040 19,186 11.287 2421479 8.729.61
At 31 December 2006:
Cost 5.552,149  6,983.855 2915516 51,827 12,739 2421479 17938565
Accumulated
depreciation (3.275,003)  (4.397.319F  {1.501.476) (33.641) 11.452) - (9.208.491)
Net carrying amount 2277.146  2.586.536 1.414.040 19.186 11,287 2421479 8.729.674

INTANGIBLE ASSETS

The imangible asscts of the Growp and the Company mainly consisted of well testing sofiware,
clectric circuit design programmes, and oil reserves testing sofiware. The software is amortised over 3 10 5
years on a straight-line basis. During the year, the new software additions and the related amonisation are
approximately RMBS57.5 million and RMB35.43 million. respectively.

INVESTMENTS IN SUBSIDIARIES

Unlisted shares, at cost
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Particulars of the principal subsidiaries arc as Tollows:

Place and date of

Nominal value

Percentage of

incorparation/ of issved and  equity directly
regisiration and paid-up  attributable to
Name of entity operztiens capital the Group Principat activities
Direct Indirect
COSL. America Inc. United Siates of US$100.000 100 - Sale of lopging
America equipment
2 November 1994
China Qilfield Services (BYD) British Virgin Islands ussi 160 - Invesiment holding
Lirmited 19 March 2003
COSL {Labuan} Company Malaysia UssI - 100 Provision of drilling
Limited 11 April 2003 services in Indonesia
COSL Services Southeast Asia  British Virgin lslands uss! - 100 Investment holding
(BVI) Limiled 29 May 2603
COSE Chemicals (Tianjin), Ltd.  Tianjin. PRC RMB4.639.326 100 - Provision of drilling
(formerly known as Tianjin 7 September 1993 Muids services
Jinlong Petro-Chemical
Company Lid.)
COSL tAustralia) Pry Lid. Australia AS10.000 - 100 Provision of drilling

} January 2006 services in Ausiralia

The above table lists the principal subsidiarics of the Company, which. in the opinion of the
directors, principally affected the results for the period or formed a substantial portion of the net assets of
the Group. To give detqils of other subsidiaries would. in the opinions of the directors, resulls in particulars
of excessive kenath,

17.  INTERESTS IN JOINTLY-CONTROLLED ENTITIES

Group Company
2007 2006 2007 2006
RMB'000 RMB 000 RMB'000 RMB'000
Unlisied investmenis, at cost - - 129.330 125,873
Share of net assets 485171 435,109 - -
Due from jointly-caentrolled entities 7.985 1.628 4,070 1.628
Due 1o jointly-controlled entities (96) (3,241) (96) (3.241)
493,060 433.496 133.304 124,260

The amounts due from and due 10 joindy-conirolled entities are unsecured. interesi-free and have no
fixed terms of repayment. The carrving amounts of these amounts due from and due to jointly-controlled
entitics approximate 1o their tair values.
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Particulars of the principal jointly-controlled enuities are as Tollows:

Nominal value

Place and date of

of issued and  Incorporation/ __Percentageof
paid up registration and Ownership Profit

Name capital operations interest sharing Principal activities

Chiaa-France Bohai USD6.650.000  Tianjin, PRC 50 50  Provision of logging
Geoservices Co.. Lid. 30 November 1983 services
{"China-France™)

China Nanhai-Magcobar Mud RMB4.640.000 Shenzhen. PRC 601b) 60  Provision of drilling
Corporation Lid. 25 October 1984 fluids services
{"Magcobar™)

CNCOC-0TIS Well USD2.000.0060  Tianjin, PRC 50 50 Provision of well
Completion Services Lid. 14 April 1993 completion services
{“CNOOC-OTIS™)

China Petroleem USD2.000.000  Shenzhen, PRC 50 50 Provision of logging
Logping-Atlas Cooperation 10 May 1984 services
Service Company
(“Logging-Atlas™}

China Qffshore Fugro Geo USDE,720.790  Shenzhen, PRC 50 50 Provision of
Solwtions {Tianjin) 24 August 1983 geophysical services
Company Lid. (*China
Oilshore Fugro™)

Eastern Marine Services Lid. HKD1.000.000 Hong Kong 5Hb) 5} Marine transportation
("Eastern Marine™) 10 March 2006 services

PT Tritunggal Sinergy USD700.00¢  Indonesia 55k 55  Provision of oilfield
“PTTS™) 30 Decensher 2004 repair services

COSL-Expro Testing Services USD3 600,000 Tianiin, PRC Sa} 50 Provision of well
(Twanjin) Company Ltd. 28 February 2007 lesting services
{"COSL-Expra™)

Atiantis Deepwuter Orient HKDI.000 Hong Kong ) 50 Provision of artificial

Lid. {"Atlantis Deepwater™)

28 August 2006

buoyant sesbed unit
services

All of the above invesiments in jointly-controlled entities are direcily held by the Company except

for Eastern Marine, PTTS and Atlantis Deepwater, which are indirectly held through China Oilfield Services
{(BVI) Limited.

(a)

(13)]

(c)

COSL-Expro was spun off from China-France on 6 February 2007,

In the opinion of the directors, the Company does not have control over Mageobar's, PTTS's
and Eastern Marine’s financial and operiting decisions, and accordingly. the financial
statenments of Magcobur, PTTS and Eastern Marine have not been incorporated into the

Group’s consolidated (inancial statements as  swbsidiaries. The financial siatements of

Magcobar. PTTS and Eastern Marine have been dealt with in the Group’s consolidawed
financial statements using the cquity accounting method.

Atlantis Deepwiler was established by Atlantis Deepwater Technology Holding AS to provide

artificial buoyant seabed (“ABS") units and other associated services. On 8 June 2007, Alamis
Deepwaler became u jeintly-controlled entity of the Group. when the Grovp contributed
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US$6.27 million (equivalent 10 RMB46.77 million. including RMB13.28 million cash patd and
RMB33.4% million of transfer of propenty. plant and equipment) in return for a 50% equity

interest in Aukantis Deepwater.

The following table illustrates the summarised financial information of the Group's jointly-controlled

cntities:

2007 2006
RMB 000 RMB 000
Share of the jointly-controlled entities™ assets and liabilities:
Current assels 397.844 272,065
Non-current assets 251,146 235374
Current liabilities (163.819) (72.930)
Nel assets 485.171 435,109
Share of the joimly-controlled entities” resulls;
Revenue 523.153 452,992
Other income 1,109 4,391
Total expenses (375.951) (314.226)
Tax (35.158) {29,652)
Sharc of profits of jointly-controlled cntities 113,153 113,505
18.  INVENTORIES
Group Company
2007 2006 2007 2006
RMB 000 RMEB 000 RMEB 000 RMEB'000
Gross inventory 429,607 301,146 421,065 299 045
Less: Provisions {(11.841) {7,986) {11.841) (7.986)
417.766 293,160 409,224 291.059

Inventories consist of materials and supplies.

19. ACCOUNTS RECEIVABLE

The general credit terms of the Group range from 30 te 45 days upon the issuance of the invoices.
The Group's accounts receivable relate to 3 targe number of diversified customers. Other than the accounts
receivable related to the CNCGOC Group and the CNOOC Limited Group as disclosed below, there is no
significant concentration ot credit risk of the Group’s accounts receivables. All accounts receivable are

non-interest-bearing.
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An aged analysis of the accounts receivable based on the invoiced date as at the balance sheet date i

as follows:
Group Company
2007 2006 2007 2006
RAMB000 RMB 000 RMB'000 RMB 000
Outstanding balances aged:

Within one yeuar 1,401,956 976,219 2,060.841 1.347,377
One (o 1wo years 7,323 11,246 1,438 3,146
Two to three years - 826 - 826
Over three years 2,550 1,453 858 1,453
1,411,829 989.744 2,063,137 1.352,802

Less: Provision for impairment of
accounts receivable (4,798) (2.645) (1,340} (2,645}
1,407,031 987.09% 2,061,797 1,350.157

The movements in provision for impairment of accounts receivables are as follows:

Group

2007 2006

RMH°000 RMB 000

At | January 2,645 1,489
Impairment losses recognised 4,059 1,223
Amount written of( as uncollectible - -
Impairment losses reversed (1,787) (69)
Exchange realignment (119) -
AL 31 December 4,798 2.645

Included in the above provision for impairment of accounts receivable is a provision for individually
impaired accounts receivable of RMB4.797,726 (2006: RMB2.645.40)) with a carrying amount of
RMB9,872.602 (2006: RMB16.942.334). The individually impaired accounts receivable relate to a customer
that were in financial ditficulties and only a portion of the receivable is expected to be recovered. The
Group does not hold any collateral or other credit enhancements over these balances.

As at 31 December 2006 and 2007, the Group does not have any significant accounts reccivable past
due but not impaired. Receivables that were neither past due nor impaired relate 10 a large number of
diversified customers for whom there was no recemt history of default. Based on past experience, the
directors of the Company are of the opinion that no provision for impairment is necessary in respect of
these balances as there has not been a significant change in credit quality and the balances are still
considered fully recoverable. The Group does not hold any collaleral or other credit enhancements over
these balances.
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Included in the accoumts receivable arc the following amounts due from CNOOC Limited. its
subsidiaries and associates (collectively known as the “CNOOC Limited Group™ and CNQOC, its
subsidiaries and associates other than the CNOOC Limited Group (collectively known as the "CNQOC
Group™). which arose from the ordinary course ol business are repayiable on similar credit terms 10 those
offered 10 independent third party customers:

Group Company
2007 2006 2007 2006
RMB 000 RMB 000 RMB 000 RMR 000
Due from CNOOC Limited Group 822.816 458.923 732,457 310,428
Due from CNOOC Group 102.371 27,646 102.371 27.318
925,187 486,569 834,828 437,746

Included in the Company's accounts receivable at 31 December 2007 was an amount duc from its
subsidiaries of RMB903.829.049 (2006: RMBS48,047.821) which is unsecured, non-interest-bearing and
repayable on similar credit terms to those offered to the major customers of the Group.

20. DUE FROM/FO THE ULTIMATE HOLDING COMPANY

Except for the current portion of long terim payable of RMB200 million due to CNOOC as disclosed
in note 29 o the {inancial statements, the balunces with CNQOC at 31 December 2007 under current assels
and liabilities of the Grouwp are unsecured, interest-free and have no fixcd repayment terms,

21, BALANCES WITH OTHER CNOOC GROUP COMPANIES

The balances with other CNOCC group companies wt 31 December 2007 are unsccured. inierest-free
and have no fixcd terms of repayment.

22, AVAJLABLE-FOR-SALE INVESTMENTS

iroup and Company

2007 2006
RMB'000 RMEB 000

Unlisted investments, at fuir value:
Mainland China 607.338 75.008

The fair values of unbisted investments are based on the prices quoted by fund managers. The
directors believe that the estimated fair values quoted by fund managers, which are recorded in the
conselidated balance sheet. and the related changes in fair values, which are recorded in the consolidated
balance shect or income statement, are reasonable, and that they are the most appropriate values at the
balunce sheer date.,
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23, CASH AND CASH EQUIVALENTS AND PLEDGED TIME DEPOSITS

Group Company
2007 2006 2007 2006
RMB'000 RMB'000 RMB 000 RMBE'(G0G
Cash and balances with banks 1.445,733 1,245,496 1.011.309 924,548

Deposit with CNOOC Finance

Carporation Lid. {"CNOQC

Finance™) 105 104 105 104
Placements with other financial

institutions with original maturity

of threc months or less - 202.200 - 202,200
Time deposits at banks 7.332,356 884,109 7.324,024 873,793

Cash and balances with banks and

finarcial institutions 8,778,194 2,331.909 8.335.438 2,000,645
Less: Pledped time deposits for

letiers of credit facilities (12,206) (22.466) {3.874) i12,150)

Cash and cash equivalents 8.765,988 2,309.443 8.331,564 1,988,495

At the balance sheet date, the cash and bank balances and time deposits at banks of the Group
denominated in RMB amounted to approximately RMB7.761.195.000 (2006:RMB1.259.157.000). The RMB
is not freely convertible into other currencies. However, under Mainland China’s Foreign Exchange Control
Regulations and Administration of Settlement. Sale and Payment of Forcign Exchange Regulations. the
Group is permitied (o exchange RMB for foreipn currencies through banks authorised 1o conduct foreign
exchange business.

As at 31 December 2007, included in the time deposits at banks of the Group were non-pledged time
deposits  with original matwrity of wmore than three months when  acquired of approximalely
RMB1,968,866.000 (2006: RMB117.131.,000).

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 o period of less than three months. The
carrying amounts of the placements with financisl institutions approximite to their fair valve. Time deposits
are made (or a period of three months according 1o the immediate cash requirements of the Group, and carn
interest at the respective time deposit rates. The bank balances and pledged deposits are deposited with
creditworthy banks with no recent history of default. The carrying amounts of the cash and cash equivalents
and the pledged deposits approximate to their fair values,

24,  TRADE AND OTHER PAYABLES

An aged analysis of the trade and other pavables as at the balance sheet date is as follows:

Group Company
2007 2006 2007 2006
RMB 000 RMB 000 RMB000 RMB 000
Outstunding balances aged:

Within one year 2,030,967 1.817.032 1,935,636 1.750.103
One 10 two ycars 45,628 7.21% 5$9.401 6,747
Two to three years 4.608 771 3.655 771
Over three years 5,895 5.786 11.928 5,786
2,087,098 1,830,808 2,010,620 1,763,407
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Trade and other payables are non-intercst-bearing. Trade and other payables are rormally setiled on
terms ranging from one month to two years. As 2t 31 Becember 2007, included in the trade and other
payables was a balance of research and development subsidy approximately RMBS8.72 million.

25. SHORT TERM DEBENTURES

In February 2006, the Group issued shori lerm debentures with total a face value of RMBI billion at
maturity, resulting in net proceeds of RMB965 million for working capital purposes.

The debentures were unsecured and had a term of one year. The coupon interest rate for the shorn
term debentures was 3.1% per annum. and the interest was paid upfront. The balance as at 31 December
2006 was RMB997.417,000. including interest accrued from the issue diate 0 31 December 2006,

The debentures were repaid in full in February 2007.
26.  SHARE APPRECIATION RIGHTS PLAN

On 22 November 2006, the share appreciation rights plan for senior officers (the "SAR Plan™) was
approved by the shareholders in an extraordinary general meeting. A rotal of five million share appreciation
rights with an exercise price of HK$4.09 per share were awarded under 1the SAR Plan 10 scven senior
officers, including the chief executive officer (general manager). three executive vice general managers, and
three other non-exccutive vice gencral managers, 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. beginning vear 3 (first exercisable date: the first wrading day after 22 November 2008). 4. 3 and 6
from the approval date of the SAR Plan.

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

1Y between HKS0.99 and HK$1.50, at 50%:

2) between HK$1.51 and HK$2.00, at 30%:

3 between HK$2.01 and HK$3.00. a1 20%: and
4) HK$3.0! or above. at 15%.

The grant of the share appreciation rights was completed and became effective on 6 June 2607 when
all the entitled senior officers agreed and signed individual performance contracts with the Company.

The foir value of the shure appreciation rights granted as wm 31 December 2007 was measured a
HK33.19 per share. The fair value of the rights is calculated using the Black-Scholes model with the
following assumptions: expected dividend yield of 111%, expected life of two vears. expected volatility of
42.03% and a risk-free interest vate of 4.417%. The fair value is cxpensed over the period uniil vesting with
recogrition of a comesponding liability. The liability is measured at each balance sheet date up to and
including the seulement date with changes in fair value recognised in profit or loss.
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27.

The amortisation of the share appreciation rights lability amounted to approximately RMB7.3 million
for the year ended 31 December 2007. and was recorded in salary and bonus payables and general and
administrative expenses:

Al At

Shares 1 January 31 December

granted 2007 Addition Decrease 2007

RMB000 RMB 000 RMB'000 RMB'000 RMB000

Chief Executive Officer Yuan Guangyu 964.200 - 1,560 1560
Executive Vice President  Li Yong 704,300 - 1140 1.140
Exccutive Vice President Zhong Hua 704,300 - 1.140 1.140
Executive Vice President  Chen Weidong 704.300 - 1140 1,140
Vice President Li Xunke 656,900 - 1.063 1,063
Supervisor Tang Daizhi* 636,900 - 282 282
Viee President Xu Xiongfei 609.100 - 985 985
5.000,000 - 7310 7.310

* During the year, Mr. Tang Daizhi was resigned as a supervisor of the Company and joined

CNOOC. According to the terms of the SAR Plan, he was entitied to his benefits up to the

date of his resignation,

The assumptions on which the valvation model is based rcpresent the subjective estimation of the
directors.

DEFERRED TAX LIABILITIES

The mavements of deferred 1ax liabilities during the year are as follows:

Balance at beginning of the year

Credited to the consolidated income statement during the year

frore 1)

Balance at end of vear
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2007 2006
RAIR'000 RMB000
348,756 385.816
(113,187) (37.060)
235,569 348.756




APPENDIX 1 FINANCIAL INFORMATION RELATING TO THE GROUP

The principal components of the provision for deferred 1ax are as follows:

Deferred
tax asset Deferred tax Habilities
Revaluation
Provision for Accelerated surplus on
staff bonus depreciation Reorganisation Total
RMB000 RMEB 000 RMB000 RMB'000
Balance at 1 January 2006 (96.155) 230.544 231427 385,816
Recognised in income statement (15.413) 18.052 (39.699) (37.060)
Balance at 31 December 2006 (111.568) 248.596 211,728 348,756
Movement during the year {12.655) 24,798 (39.699) {(27.556)
Change in PRC statutory tax rate 13,122 {57.049) (41,704} {85,631}
Recognised in income statement 467 {32.25I (81.403) {113,187}
Balance at 31 December 2007 (111,100 216,345 130.325 235,569

AL 3t December 2007, there was no significant wnrecognised deferred tax liability (2006: Nil) for
taxes that would be payable on the unremined carnings of certain of the Group's subsidiaries or
jomtlv-controlled entities as the Group has no liability (o additional tax should such amounts be remitted.

28. INTEREST-BEARING BANK BORROWINGS

In June 2006, the Group borrowed n RMB deneminated bunk loan from the Export-lmport Bank of
China for the purpose of financing the construction of certain modular drilling rigs. The total facilities
amounted 10 RMB944 million of which RMB600 mitlion was utilised as at 31 December 2006. In February
2007. the Group fully wilised the total facilities by drawing down the remaining RMB344 million.

The harrowings are unsccured. bear interest al 4.05% Tor the first year and at market imerest rate of
similar loun (ype quoted by the People's Bank of China subsequently. The borrowings should be repaid
from 30 June 2008 to 30 June 2013 by instalments as follows: RMB200 million on every 30 func from
2008 10 2011, RMBHOG million on 30 June 2012, and RMB44 million on 30 June 2013,

Group and Company

2007 2006
RMB 000 RMB 000

Bank borrowings repayable:
Within one vear, inclusive 200,000 -
In the second o fifth years, inclusive 400,000 600,000
In the sixth to cighth years. inclusive 344,000 -
944,000 600.000

As at 31 December 2007, the estimated fair value of the long term bank loans using the ctfective
interest rate totalled approximately RMB944.3 million (2006: RMB600O million). which was the present
value of the toans” future cash flows discounted by the prevailing market interest rates quated by the
People™s Bank of China.
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29.  LONG TERM PAYABLE TO THE ULTIMATE HOLDING COMPANY

Group and Company

2007 2006
RMB (00 RMB OO0

Amounts payable:
Within one year 200,000 200,000
In the second year - 200,000
200,000 400,000
Portion classified as current liabilities (note 20) £200.000) 1200.000)
Long term portion - 200.000

The long term payable to CNOOC is unsccured, interest-free and is repayable over three ycars on an
annual cqual instalment basis commencing on 1 May 2005. The Company settled RMB200,000,000 in the
current ycar, with RMB 200.000,000 1o be settled before 30 April 2008,

30. LONG TERM BONDS

On 18 May 2007. the Group issued 15-year corporate bonds. with a nominal valuc of RMBI00.00 per
bond, amounting to RMB1,500.000,000. The bonds carry intcrest at a fixed coupon rate of 4.48% per
annum, which is payable annually in arrears on 14 May, and the redemption or maturity date is 14 May

2022,

3.  ISSUED CAPITAL

2007 2006
RMB 000 RMB 000

Registered, issued and fully paid:
2,460.468,000 state-owned shares of RMBI1.00 cach 2,460,468 2,460,468
1.534,852,000 H shares of RMB1.00 each 1,534,852 1,534,852
500,060,000 A shares of RMBI1.00 cach 500,000 -
4,495,320 3,995,320

In September 2007, the Company issued 500,000,000 new A shares, with a nominal value of
RMB1.00 each. 10 the public at an issue price of RMB13.48 per share. and such A shares were listed on the
Shanghai Stock Exchange (“SSE"™) on 28 September 2007. Afier deducting the share issuc expenses of
approximately RMB141 million, the Company raised net proceeds of approximately RMB6.599 million. The
excess of the net proceeds over the paid-up capital of RMBS500 million. amounting to approximately
RMB6,0Y99 million. was credited 10 capital reserves,

The A shares rank pori passu, in all material respects, with the staie-owned shares and H shares of
the Company.
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A summary of the transactions during the year with reference to the above movements in the
Compuny’s issued ordinary share capital is as follows:

AL 1 January 2006 and 31 December 2006

AL T January 2007
[ssue of new ordinary shares, A shares

At 31 December 2007

Registered.
issued and

Number of fully paid
shares in share
issue capitat

600 RMB 000
3.995,320 3,995,320
3.995,320 3,995,320
500,000 500,000
4.495,320 4,495,320

The Company does not have any share optien scheme but has a share appreciation rights plan for

senior officers (note 26).

32. RESERVES

{a)

(h)

Group

The amounts of the Group’s reserves and the movements therein for the current year are
presented in the consolidated statement of chunges in equity on page 5 of the financial statements.

Company

Balance at | January 2006

Profit {or the yeur

Proposed final 2006 dividend

Transfer to staiuory reserve
funds

At 3F December 2006

Balance at | Janvary 2007

Issue of shares

Share issue expenses

Profit for the vear

Exchange realipnmens

Proposed final 2007 dividend

Transfer to staivtory reserve
funds

At 31 December 2007

Notes

(i)

{i}

Siatutory Cumulative
Capital reserve Retained  translation
reserves funds profits reserve Total
RMB'OM)  RMB'OO0  RMBO00 RMBO00  RMB'000
1.975.810 329714 1143308 - 3448832
- - 1223247 - LM
- - (239.719) - (239.719)
- 112,801 (112801 - -
1975810 2515 2.014.085 - 4432310
1975810 443515 2014085 -~ 4432410
6.240.000 - - - 6.240.000
(141,245} - - - (141.245)
- - 2327298 - 137298
- - - 1.352 1,352
- - (539.438) - (539.438)
~ 235100 1235100y - -
8.074.563 677,615  1.566.845 1352 12320377
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33.

Note:

(1) As detailed in note 12 1o the {inancial statements, the Company is reguired to transler a
minimum percentage of after-tax profit, if any, to the statutory common reserve fund.
The Company transferred 10% of after-tax profit o the statutory common reserve fund
in 2007.

As at 31 December 2007, in accordance with the PRC Company Law, an amount of
approximately RMBS.075 million (2006: RMB1.976 million) standing to the credit of the Company's
capital reserve account and an amount of approximately RMB678 million (2006: RMB443 million)
standing to the credit of the Company’'s stattory reserve funds, as determined under the PRC
accounting principles and financial regulations. were available for distribution by way of future
capitalisation issue. In addition. the Company had retained profits of approximately RMB3,567
million (2006: RMB2.0t4 million) available for distribution as dividend. Save as the aforesaid, the
Company did not have uny reserves available for distribution to its shareholders al 31 December
2007,

The relained profits of the Company determined under the relevant PRC accounting standards
and financial regulations amounted to approximately RMB4,274 million as of 31 December 2007,

OPERATING EEASE ARRANGEMENTS

The Group and the Compuny lease vertain of their office properties and equipment under operating

lease arrangements. Leases for properties and equipment are negotiated for terms ranging (rom one o five

VCurs.

At 31 December 2007, the Group had following minimum lease pavments under non-canceliable

operating leases falling due as follows:

Group and Company

2007 2006

RMB'000 RMB000

Within one year 64,939 8(1.834
In the second yecar to fifth years, inclusive 204,675 295,295
After five years - -
269,614 376,129
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34. NOTES TO THE CONSOLIDATED CASH FLOW STATEMENT

a)

b)

Reconciliation of profit before tax to cash generated from operations

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before 1ax
Adjustmemts for:
Financial costs
Interest income
Share of profuts of jointly-controlled emiities
Exchange losses, net
Loss on disposal of items of property. plant and equipment
Depreciation of property, plamt and cquipment and
amortisation of intangible assels
Impairment of accounts receivable
Provision against inventories

Increase in inventories

Increase in accounts receivable

Decreasc/(increase) in net balances with the vhiimate holding
company and other CNOOC group companies

(IncreaseMdecrease in prepayinents, deposits and other
reccivables

(Decrease)/increase in trade and other payables, net of
payvables for property, plant and equipment purchases

Increase in salary and bonus payables

Cush generated from operations

Major non-cash transaction

2007 2006
RMB 000 RMB 000
2.866,567 1,450.201

31,563 16,708
(71.437) (27.856)
(113,153) (113,505}
113,868 46.694
18.868 20,780
1.042.081 900,244

2272 1.156

3.855 1,102
3,894.484 2.315,524

(128.460) (64,478)
(510.888) {278,802)
29.870 (1,935)
(93.025) 127,124
(53.739) 140.870
159,815 30,831
3.298,057 2,269,134

During the year, the Group has invested RMB46.77 million in a jointly-controlted entity. of
which, RMB33.49 million (2006: nil) represented transfer of property, plant and equipment {(note
17(c))
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35, CAPITAL COMMITMENTS

The Group and the Company had the following capital commitmems. principally for construction and
purchases of property, plant and equipmeni at the balance sheet date:

Group and Company

2007 2006

RMB'000 RMEB 000

Contracted. but not provided for 4,593,536 2,083,149
Authorised. but not contracted for 6,103,393 5.285.537
143,696,931 7,368,686

36. CONTINGENT LIABILITIES

At the bilance shect date. neither the Group. nor the Company had any signilicant contingent
liabilities.

37.  RELATED PARTY TRANSACTIONS

Companies are considered to be related if one company has the ability, directly or indivecily, to
control the other company, or cxercise significant influcnce on the other company in making financial and
operating decisions. Companies are also considercd 1o be related if they are subject to common control or
common significant infleence.

The Group has cextensive transactions and relationships with the members of CNOOC. The
transactinns were made on terms agreed among the parties.

In addition to the transactions and balances dcetailed clsewhere in these financial statements, the
following is a summary of significamt transactions carried out between the Group and (i) the CNOOC
Limited Group: (1) the CNCOC Group: and {iii) the Group’s jointly-controlled entities,

2007 2006
RMB 000 RMB 000
A, Included in revenue — revenuc carned trom pravision of scrvices

to the following rclated partics:

a.  The CNOOC Limited Group
Provision of drilling services 2.568.662 1,786,019
Provision ol well services 1,797,711 1,107.180
Provisien of marine support and transportalion services 979403 699.921
Provision ol geophysical services 484.806 531,059

5.830.582 4,124,179

b.  The CNOOC Group

Proviston of drilling services 6.063 9.624
Provision ol well services 4,342 526
Provision of marine suppornt and transportation scrvices 193,487 147,083
Provision of geophysical services 153,001 03.887

361,953 221.120
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2007 2006
RMB'U00 RMB 000
c. Jointly-controlled entities
Provision of drilling services 5.262 204
Provision of well services 11.218 4,745
Provision of marine support and transporiation services 2,848 54
19,328 5,003
B. Included in operating expenses for services provided by the
CNOOC Group:
I.abour services 16,994 10,463
Materials, utilities and other ancillary services 236,588 192.556
Transportation services 8.062 5,244
Leasing of office, warchouses and benhs 65,751 47.651
Repair and maintenance services 2:4.530 12,332
Management services 6,923 15,449
358,848 283,725
C. Incleded in interest income/expenses
CNGOC Finance
Interest income t 1
Interest cxpenscs 780 -
[, Loans drawn down and repaid during the year:
CNOOC Finance 150,000 -
E. Depuosits:
Deposits placed with CNOOC Finance as at year end 105 104

The Company and the above related parties are within the CNOOC Group and are under common
control by the same ultimate holding company.

In cennection with the Reorgamisation. the Company entered into several agreements with the
CNOOQC 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 scheme payments relating to the Supplementary Pension Benefits of
approximately RMB38 mitlion (2006: RMB36 million) were borne by CNQOC (note 9).

Prior 1o the Rcorganisaztion, the Group occupied certain propertics owned by CNOOC a1 nil
consideration. The Company entered into various property lease agreements in September 2002 with the
CNOOC Group 10 lease the aloresaid properties together with other properties for a terin of ene year. These
leases have been renewed anaually on terms based upon corresponding markel prices.

The dircctors of the Company are of the opinien that the above transactions with related parties were
conducted in the wsual course of business,

Details of the compensation of key numagement personnel of the Group are disclosed in note 8 te the
ltnancial statements.
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38.

are as

F. Transactions with other state-owned emterprises in the PRC

The Group operates in an economic environment predominated by enterprises directly or
indirectly owncd or controfled by the PRC government through its numerous authorities, affiliates or
other organisations (collectively the “State-owned Enterprises™). During the year ended 31 December
2007, the Group had transactions with the State-owned Enterprises including, but not limited to, the
rendering of scrvices and purchases of raw materizls. The directors consider that transactions with
such other State-owned Enterprises are activities in the ordinary course of the Group's business, and
that the dealings of the Group huve not been significantly or unduly affected by the fact that the
Group and such other Stale-owned Enterprises are uhimately comtrolled 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 costomers are State-owned Enterprises. Having
due regurd to the substance of the relationships. the directors are of the opinton thal nonc of these
transactions are material related party transactions thal require separate disclosure.

FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amounis of each of the categorics of financial instrumenis as at the balance sheet date
follows:

Financial assels

Group
2007 2006
Available- Available-
for-sales for-sales
Loans and financial Loans and financial
receivables assets Total receivables assets Totul

RMB'000 RMB'000 RMB000  RMB'OO0  RMB'000 RMB'000

Interest in jointly-controlled entities

fnote 17) 7,985 - 7,985 1.628 - 1.628
Available-for-sale investments

frote 22) - 607,338 607,338 - 75.008 75,008
Accounts receivable (rote 19} 1.407.031 - 140703 987.099 - 087.099
Financial assets included in deposits

and other recetvables 160,970 - 160.970 47,054 -~ 47.054
Pledged deposits (nore 23] 12,206 - 12.206 22,466 - 12.466
Cush and cash equivalents (rote 23} 8.765,9838 - 8.765,988 2.309.443 - 2,309.443
Due from the ehimate holding

company (rote 20} 1.495 - 1,495 33.419 - 33419
Duc from other CNOOC group

companies (nete 21} 4.363 - 4.363 17455 - 17455
Total 10.360.038 607.338 10967376 3.418.564 75008 3493572
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Financial Liabilities

2007 2006
Financial Financial
liabilities at  Habilities at
amortised amortised
cosl cost
RMB 000 RMB 000
Interest in jomtly-controlled cntities (note 17) 96 3,241
Trade and other pavables {note 24} 2.087,098 1.830.8308
Salary and bonus payables 397,451 237.636
L.ong 1erm bonds (rate 30) 1.500,000 -
Short term debentures (note 25) - 997.417
Interest-bearing bank and other borrowings (note 28) 944,000 600,000
Due to the ultimate holding company (nore 20) 203,248 217.090
Long term pavable 1o the ultimate holding company (note 29) - 200.000
Due to other CNOQC group companies {note 21) 24,465 25.769
Total 5.156,358 4.111.961
Financial assets
Company
2007 2006

Available- Available-

for-sales for-sales

Loans and financial l.oans and financial
receivables assets Total receivables assels Total

RMB 000 RMB 000 RMB7O00 RMB 000 RMBOMY  RMBOOO

Interest in jointly-controlled Entities

fnore 17) 4,070 - 4,070 1.628 - 1.623
Availahle-far-sale investments

(nore 32) - 607,338 607,338 - 15,008 75.008
Accounts receivable (note 19) 2.061.797 - 2061797 1350157 ~ 1350157
Prepayments, deposits and other

receivables 538.301 - 538.301 453,585 - 453,585
Pledzed deposits {note 23} KR-F2 - ERYE! 12,150 - 12.150
Cash and cash equivalents {nore 23} 8.331.564 - $.331.564 1,988,495 - 1.958.493
Due from the uliimale holding

campany frore 20} 1.495 - 1.495 33419 - 33419
Due from other CNOOC group

companies (nete 21) 4,363 - 1.363 9.308 - 9.808
Totad 10.945.464 607,338 11.552.802  3,849.242 75008 3924250
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Financial Labilities

2007 2006

Financial Financial

liabilities at liabilities at

amortised amortised

cost cost

RMB'000 RMRB 000

Inmerest in joinly-controlled entities (note 17) 96 3,241
Trade and other payables (note 24) 2,010,620 1,763,407
Salary and bonus payables 396,700 237,530
Long term bonds (note 30} 1.500,000 -
Short term debentures {nere 23) - 997,417
Interest-bearing bunk and other borrowings (nore 28) 44,000 600,000
Due to the vitimate holding company (nore 20) 203.248 217,090
Due 10 other CNOOQC group companics (note 21) 23,914 25,297
Long term payable to the ultimate holding company {nore 29) - 200,006
Total 5,078,578 4,043,082

39,  FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise related party loans, short term debentures, long
term bank loans, cash and short term deposits, placements with other financial institutions  and
available-for-sale investments. The main purpose of these linancial imstruments s to raise linance for the
Group’s operations. The Group has various other financial assets and liabilities such as trade receivables
and trade payables, which arise directly from its operations.

It is, and has been the Group’s policy that no trading in financial instruments shall be undcertaken.

The main risks arising from the Grouwp’s linancial instruments are foreign cumency risk. interest risk.
credit risk and liquidity risk. The board reviews and ogrees policies for managing each of these risks and
they are summarised below.

Foreign currency risk

Foreign currency risk is the risk that the value of a4 financial instrument wilk fluctuate beeause
of changes in foreign exchange rates. With the majority of the Group’s businesses transacted in
RMB. the aforesaid currency is defined as the Group's functional currency. RMB ix not frecly
convertible into foreign currencies and conversion of RMB into foreign currencies is subject to rules
and regulations of foreign exchange control promulgated by the PRC government.

As a resull of its significant business operations are in Mainland China. the Group’s revenue
and expenses are mainly denominated in the RMB and over 80% of the financial assets and Habilities
are denominated in RMB. The effect of the {luctuations in the exchange rate of RMB against {orcign
currencies on the Group's results of operations is therefore not expected 10 be significam and the
Group has not entered into any hedging trunsactions in order to reduce the Group’'s exposure (o
{oreign currency risk i this regard.

The management has assessed the Group's exposure to foreign currency risks by using a
sensitivity amalysis on the change in foreign exchange rates of US dollars. 1o which the Group is
mainly exposed 10 as at 31 December 2006 and 2007. Based on the management’s assessment, a
reasonably possible change in foreign exchange rate of US dollars of 5 percent is used, and assuming
that had the change in foreign currency rates had occurred at 31 December. the exposures of the
Group’s results of operations, moneclary assets and liabilities to foreign exchange risk were not
material,
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Interest rate risk

The Group's exposure to the risk of changes in murket interest rates relates primarily 10 the
P p g )
Group’s long term debi obligations with a floating interest rate.

The Group regularly reviews and monitors the mix of fixed and floating interest rave
borrowings in order to manage its interest rate risk. Management does not anticipated any significant
impact resulting from the changes in intercst rates because the total floating rate interest expenses
were immaterial to the Group’s profit for the year.

Credit risk

The Group trades only with recognised and creditworthy third parties. It is the Group's policy
that all customers who wish to trade on credit terms are subject 10 credit verification procedures. In
addition, receivable balances are monitored on an ongoing basis and the Group's exposure to bad
debts is not significant.

The credit risk of the Group's other financial assets, which mainly comprise cash and cash
equivalents and uvailable-for-sale investments, arises from the defusht af the counterparty, with a
maximumn exposure equal to 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 partics. there is no
reguirement for collateral. Concenirations of credit risk are managed by customer/conmerparty. by
geographical regton and by industry sector.

No other financial assets carry a significant exposure to credit risk.
Liguidity risk

The Group monitors its risk to a shortage of funds using a recurring liquidity planning tool.
This 100l considers the maturity of both its finapcial instruments and financial assets (e.g.. account
rceeivables) and projected cash flows from operations.,

The Group’s objective is 1o maintain a balance between continuity of Tunding and flexibility
through long term bonds and interest-bearing loans. 57% ol the Group's debis would matwre in less
than one year as a1 31 December 2007 (2006: 74%) based on the carrying value of borrowings
reflected in the financial stalements.,

Cupital management

The primary objective of the Group's capital management is to safeguard the Group’s ability to
continue as a going concern and to maintain healthy capital ratios in order 10 support its business and
maximise sharcholder valog,

The Group manages its capital structure and makes adjustments to it in light of changes in
cconomic conditions and the risk characteristics of the underlying assets. To maintain or adjust the
capital structure, the Group may adjust the dividend payment (o sharcholders. relum capital 1o
shareholders or issue new shares. The Group is pot subject to any externally imposed capital
requirements. No changes were made in the objectives, policies or processes during the years ended
31 December 2007 and 31 December 2006,
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The Group moniters capital using a gearing ratio. which is net Jdebt divided by the total capital
plus nct debt. Net debt includes interest-bearing bank and other borrowings, tong term bonds, an
amount due 1o the ultimate holding company and other CNQOC group companies, trade and other
payables. less cash and cash equivalents. Capial represents cquity atiributable to equity holders of
the company. The gearing ratios as at the balance sheet dates were as follows:

Group 2007 2006

RMB 000 RMB 000
Interest-bearing bank and other borrowings fnore 28) 944,000 600,000
Trade and other payable {note 24) 2,087,098 1,830,808
Long term bonds (note 3G) 1.500.000 -
Due 10 the ultimate holding company (note 20) 203,248 217.090
Due 10 other CNOOC group companies {note 21) 24.465 25,769
Long term payable 1o the uliimate holding company (note 29) - 200,000
Less: Cash and cash equivalents (note 23) {8,765.988) {2.309,443)
Net (fund)/debt {4,007.177) 564,224
Equity atiributable to equity holders of the company 17.225.008 B.618,544
Total Capital 17,225,008 3.618.544
Capital and net {fund¥detn 13,217,831 9,182.768
Gearing ratio N/A 6%

40. SUBSEQUENT EVENTS

As at the daie of this report, there were no material subscquent cvents for the Group.
41, COMPARATIVE AMOUNTS

Certain comparative wmounts have been adjusted to conform with the current year's presentation. Due
to the adoption of the new and revised HKFRSs during the current year. certain comparative amounts were
disclosed for the first time in 2007,

42, APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements were approved and authoriscd for issuc by the board of directors on 28
March 2008.
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(C) STATEMENT OF ASSETS AND LIABILITIES

The following is the statemenr of assets and liabilities of the Group for the twelve
months ended 31 December 2007 extracted from the Company's annual report for the vear
ended 31 December 2007,

2007

RMB'000
NON-CURRENT ASSETS
Property, plant and equipment 11,118,005
Intangible assets 52,122
Interests in jointly-controlled entities 493,060
Total non-current assets 11,663,187
CURRENT ASSETS
Inventories 417.766
Prepayments, deposits and other receivables 209.611]
Accounts receivable £.407.031
Due from the ultimate holding company 1,495
Due from other CNOOC group companies 4.363
Available-for-sale investments 607,338
Pledged time deposits 12,206
Cash and cash equivalents 8,765,988
Total current assets 11,425,798
CURRENT LIABILITIES
Trade and other payables 2,087,098
Short term debentures -
Salary and bonus payables 397,451
Tax payable 472,146
Current portion of long term bank loans 200,000
Due to the ultimate holding company 203,248
Due to other CNOOC group companies 24,465
Total current liabilities 3,384,408
NET CURRENT ASSETS 8,041,390
TOTAL ASSETS LESS CURRENT LIABILITIES 19.704.577
NON-CURRENT LIABILITIES
Deferred tax liabilities 235,569
Interest-bearing bank borrowings 744,000
Long term payable to the ultimate holding company -
Long term bonds 1.500.000
Total non-current liabilities 2.479.569
Net assets 17,225,008
EQUITY
Equity attributable to equity holders of the Company
Issued capital 4.495.320
Reserves 12,190,250
Proposed final dividend 539,438
Total equity 17,225,008

—1-02 -
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(D) STATEMENT OF INDEBTEDNESS

As at 3] May 2008, being the latest practicable date for the purpose of this
indebtedness statement prior to the printing of this circular. the Group had the following
outstanding borrowings:

Group
31 May
2008
RMB 000

Long term bonds " 1.500.000
Current portion of long term bank loans %/ 200,000

Long term bank borrowings & 944,000
Less: Portion classified as current liabilities (200,000)

Long term portion 744.000

(1)  Long term bonds

As at 31 May 2008, the Group had outsianding long term bonds of approximately RMBI1.500 million.
On 13 May 2007. the Group issued |5-year corporate bonds, with a nominal value of RMB100.0G per bond.
The bonds carry intercst at a fixed coupon rate of 4.48% per annum, which is payable anpually in arrcars
on 14 May, and the redempiion or maturity date is 14 May 2022.

(2) Bank Borrowings

As at 31 May 2008, the Group had outstanding bank borrowings of approximalely RMBY44 million.
The borrowings are unsecured, bear interest at 4.05% for the first year and at market interest rate of similar
loan type quoted by the People’s Bank of China subseguentty.

(3) Chuarges

As at 31 May 2008. the Group had pledged approximately RMBI2 million of its time deposits for
fetters of credit facilities.

Save as aforesaid or as otherwise mentioned herein and the hitigation detailed in the
Section headed Litigation in Appendix Il to this circular, and apart from intra-group
liabilities. none of the companies in the Group had, at the close of business on 31 May
2008, any outstanding loan capital issued and outstanding or agreed to be issued. bank
overdrafts, charges or debentures, mortgages, loans or other similar indebledness or any
finance lease commitments, hire purchase commitments, liabilittes under acceptances.
acceptance credits or any guarantees or other material contingent liabilities.

The Directors of the Company have confirmed that there have been no material
changes in the indebtedness and contingent liabilities of the Group since 31 May 2008.
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(E) STATEMENT OF SUFFICIENCY OF WORKING CAPITAL

The Directors, after due and careful consideration. are of the opinion that, based on
available banking facilities and ather facilities and internal resources of the Group. and
subject to the completion of the following arrangements to finance the Offer, the Group has
sufficient working capital for its present requirements and for the period ending twelve
months from the date of this Circular.

The Company has secured irrevocable committed external bank financing in excess of
US$2.5 billion and the terms and conditions of such financing are subject to final
documentation.

In addition, certain of the Target’s bank loans totalling approximately US$1.42 billion
are repayable upon a change in control or a delisting, unless prior consent from the relevant
financial institutions is obtained. The Company is in the process of obtaining the consent
from the relevant financial institutions.
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(A) AUDITED FINANCIAL STATEMENTS

The following are the audited financial statements of the Target Group for the financial
year ended 31 December 2007 extracted from the published annual financial statements of
the Target Group for the year ended 31 December 2007 which are not qualified.

Income Statement
in USD thousands, except earnings per share

Notes

Contract revenue
Reimbursables
Other

Operating revenues 4

Rig operating expenses 3
Reimbursables

General and administrative expenses
Depreciation

Share of loss from joint venture
Share of toss from associates

W Se O W

Operating expenses

Operating profit/(loss)

Interest income

Interest expense 5
Net foreign exchange loss

Other financial items

Net financial items

Profit/(loss) before taxes

Tax benefit/(expense) 14

Net profit/(loss)

Attributable to minority interests 27
Attributable to shareholders of the

parent
Basic and diluted earnings per share 25

-1-1 -

2007 2006 2005
189.802 69,585 42,044
11,470 5.534 1.880
2,252 567 34
203,524 75,686 43.958
67.964 27,982 21,551
10.651 5,168 1.876
28.941 12,626 6,830
23.107 9.952 7,223
2,517 7.070 1.073
- 53 -
133,179 62.851 38,553
70.345 12.835 5,405
2,269 1.455 2,273
(24,392) (13.054) (4,776)
(13.463) (3,730) (105)
1.295 {923) (456)
(34.291) (16.255) (3.064)
36,054 {3.419) 2,341
(9,876) 1,787 (433)
26,178 (1,633) 1,908
l 31 -
26.177 (1,664) 1.908
0.18 {0.01) 0.02
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Balance Sheet
in USD thousands

Notes 2007 2006 2005
Assets
Non-current assets
Rigs and equipment 6 1,574,395 941,323 282,091
Available-for-sale financial assets 10 30,456 40,381 39,252
Derivative financial instruments 21 3.44] - -
Loan pledge 17 17.170 22,894 -
Other non-current assets 1.241 t64 2,049
Total non-current assets 1.635,703 1,004,762 323,392
Current assets
Financial investments 1 208 83,248 73.987
Loan pledge 17 5,723 5,723 -
Trade and other receivables 16 71.608 31,867 11,607
Inventory 4.063 239 -
Cash and cash equivalents is 35,372 67,741 35.753
Total corrent assets 116,974 188,819 121.348
Total assets 1,752,677  1.193.581 444,740
Equity and labilities
Equity
Issued capital 24 233,367 232,324 203,056
Share premiom 24 224,052 218.423 79,983
Retained earnings 37,973 11.796 11.483
Asset revaluation reserve 11,623 12.549 11,419
Other reserves (10,525 (8.985) (5,722)
Minority interests 10 21.202 -
Total equity 496,500 487.309 300,220
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Non-current labilities
Deferred tax hability
Long-term interest-bearing debt
Net pension liabilities

Other liabilities

Total non-current labilities

Current liabilities

Current portion of long-term debt
Trade and other payables
Derivative financial instruments
Income taxes payable

Total current liabilities

Total equity and liabilities

Notes

14
17
13
19

17
20
21

-11-3 -

2007 2006 2005
30.495 27,697 3,882
1,126,673  567.052 112,155
484 337 183
17,579 11,648 2,038
1.175.231 606,734  118.258
5,723 25,158 11.440
69,646 74,379 12,155
104 - -

5,473 - 2,666
80,946 99.538 26,262
1.752.677 1,193,581 444,740
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Statement of Cash Flow
in USD thousands

Profit/(ioss) before income tax

Adjustments for:

Depreciation

Gain on disposal of rigs and equipment

Share of loss from joint venture

Share of loss from associates

Net fair value gains on derivative
financial instruments

Foreign exchange losses

Decrease/(increase} in trade and other
receivables

Decrease/(increase} in inventory

Increase/{decrease) in trade and other
payables

Increase/(decrease) in other provisions

Income taxes paid

Net cash flow from (used in)
operating activities'"

Purchases of rigs and equipment

Proceeds from sale of rigs and
equipment

Investments in financial assets

Decrease in financial investments

Advances to Premium Drilling

Acquisition of subsidiary, net of cash
acquired

Decrease in loan pledge

Acquisition of minority interests

Net cash flows from (used in)
investing activities

Proceeds from interest-bearing debt. net
Repayment of interest-bearing debt
Proceeds from issuance of shares. net

Net cash flows from (used in)
financing activities

Notes 2007 2006 2005
36,054 (3.419) 2,341
6 23.107 9,952 7,223
- (3) 21)
8 2.517 7,070 1.073
_ 53 _
{3.337) - -
6.769 - -
(38.597) 10,873 (1.630)
(3.823) (239) -
(17.406) 6.508 7.796
11,849 4,709 183
(2,276) (2.666) -
14,856 32.837 16,966
(641,093)  (333,046)  (192.090)
- 24 _
- - (8.552)
83,040 - -
(3,590) - -
3 (1,067) 8.317 -
5,723 - _
(22,696) - _
(579.684) (324,705}  (200,643)
995,253  419.269 132,920
(462,794)  (151.084)  (103,787)
- 84.185 166.070
532459 352,370 195,202
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Notes

Net change in cash and cash equivalents

Loan pledge
Net foreign exchange difference

17

Cash and cash equivalents at beginning

of the period

Cash and cash equivalents at end of

the period

(1) Supplemental information
Interest paid
Interest paid relating to the
construction of rigs
Interest received

-1k-5-

2007 2006 2005
(32.368) 60,502 11,526
- (28,617) -

- 103 -
67.741 35,753 24,228
35,372 67.741 35.753
33,510 10,072 11,210
24,667 4,939 5,499
7,191 1.455 2.273
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Statement of Changes in Equity
in USD thousands

Assel
Issued Share  Retained revalualion Other Minerity Total
capital  premium  earnings reserve  reserves Total  interests equity

Equity per opening balancet" 4.05) 9402 (78.467) - - 24,986 - 24,986
Reversal of pro forma

adjustments ' - - 5,190 - - 3.190 - 5,190
Share issue No. | $0,000 80.000 - - - 160,000 - 160,000
Share issue No. 2 474 5.664 - - - 10,394 - 10,354
Share issee No, 3 6.924 16.549 - - - 23404 - 23474
Share tssue No. 4 17,356 55,528 - - ~ 72.894 - 72,894
Share issue costs - 14.323) - - - (4.323) - (4,323)
Reclassification of paid in

presnium te other eguily - (82.852) 82,852 - - - - -
Net profit - - 1,908 - - 1.908 - 1,908
Revaluation of

available-for-sale

investments - - - 11,419 - 11.41% - 11.419
Translation adjustments - - - - (5.2 (3,722) - (5,722
Equity at Dec. 31, 2005 203,036 79.933 11,483 11.419 (5,20 300.220 0 30024
Adjustment to share premium - {153) - - - (153) - (133)
Share issue No. 1 15323 70484 - - - 85.806 - 85.806
Share issue No. 2 13,946 69,730 - - - 83.676 - 83.676
Share issue costs - {1622 - - - 11,622) - (1,622}
Tax effect relating 10 OFRD

share issuc - - 1.581 - - 1,381 - 1,581
Revaloation of

available-for-sate

invesiments - - - L29 - E129 - 1.129
Contribution from previous

shareholder - - 39 - - 395 - 395
Minority interesis in OFRD - - - - - - 25171 a7
Net loss - - {1.664) - - (1.664) k1| 11,633)
Adjustment lo group value in

OFRD - - - - (3.264) (3,264} - (3,264)
Equity at Dec. 31, 2006 231,34 T18.413 §1.796 12.549 (8.985) 466,107 21.202 487,309
Share issue. Janwary 2007 £.042 5,629 - - 6,672 - 6.672
Revaluation of available-for-

sale investments - - - (926} - (926} - 1926)
Net profil - - 20,177 - - 26.177 1 26,178
Currency and other

adjustments - 957 957 - 957
Acquisition of min. inleresty

in OFRD - - - - (2.496) {2.496) (21.202) {23,699
Minority interests in Awilco
Offshore Managemen| AS - - - - - - 9 4
Equity at Dec. 31, 2007 233,367 224,052 37.973 11,623 (10,525) 496,490 10 496,500

(1) Sec the Group™s 2005 annual report Tor farther information.

(2)  The share issue way resolved by a4 Board of Directors” meeting held on December 27, 2005, and was

registered with the Register of Business Enterprises in Januwary 2006.
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Notes

CORPORATE INFORMATION

Awilco Offshore ASA is a public limited liability company incorporated and domiciled in Norway.

The address of the main office is Beddingen 8 Aker Brygge, 0250 Oslo, Norwav. The consofidated financial
statements for the ycar ended December 31, 2007, were approved by the Board of Directors on March 27,
2008. The principal activity of Awilco Offshore ASA and its subsidiaries is the investment in and operation
of jack up drilling rigs, semi submersible drilling rigs and accommodation rigs.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation

The consolidated financial statements of Awilce Offshore ASA and its subsidiorics (the
“Croup™) are prepared in accordance with International Financtal Reporting Standards {IFRS) as
adopted by the EU. The consolidated financinl statements are prepared on a historical cost basis,
except for investments bought for market purposes or availablefor-sale which have been measured al
fair value and are presented in USD. except as otherwise indicated. The principal accounting policies
applied in the preparation of these consolidated financial statements sre sei out below. These policies
have been consistently applied to al} years presented. unless otherwise stated. In order to present
comparable information cerntain reclassifications have been made 10 the financial statemems.

Changes in accounting policies

The Group has adopted the following standards. amendments and interpretations, with effect
from 2007: IFRS 7, Financial instruments: Disclosures and the amendment to IAS |, Presentation of
financial statememts — Capital disclosures, requires new disclosures relating to financial instruments
and does not have any effect on the financial pesition or results. However, adjusiments to
comparative information have been added, when needed. IFRIC 10, Interim financial reporting and
impairment, prohibits impairment losses recognized in an interim period on goodwill and investments
in eqguity instruments and in financial assets carried al cost to be reversed at a subsequent baliance
sheet date. This standard does not have any impact on the Group's financial statements.

Basis of consolidation

The consolidated financial statements include Awilco Offshore ASA and its subsidiaries as of
December 31 tor cach year. The financial statements of the subsidiaries are prepared for the ssme
reporting  year as lhe parent company, using copsistend accounting policies. Al inter-company
transiictions and balances are eliminated in the consolidation. Subsidiaries are fully consolidated from
the date of acquisition, being the date on which the Group obtains control, and continue to he
consolidated until the date that such controt ceases.

Joint ventures

The Group has an interest in a joink veriure which is a jointly controlled entity. A joint venture
is a comractual arrangement whereby two or moere parties undertake an economic activity that is
subject to joimt comtrel, and a joimidy controlled entity is a joint venture that involves the
cstablishment of a separale entity in which cach venturer has an intcrest. The Group recognizes its
intcrest in the joint venture vsing the cquity method. Under the cquity method. the isvestiment is
mitially recognized at cost and the carrying amount is increased or decreased to recognize the
Group's share of the profit or loss of the invesiee after the dale ol acguisition. 1f the accumulated
losses from our interest in the joint venlure exceeds the cost ol the investment, the difference is
recorded as a liability if the Group has a lepal or constructive obligation 1o seutle these losses. The
Group's share of the profit or loss of the investee is recognized in the Group's profit or loss,
Distributions received from an investee reduce the carrying amount of the investment.
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Associates

The Group’s investment in its dssociate is accounted for using the equity method. An associate
is an entity in which the Group has significant influence and which is neither a subsidiary nor a joim
venture. Under the cquity method. the investment in the associate is carried in the balance sheet at
cost plus post-acquisition changes in the Group's share of net assets of the associate. Goodwill
refating to an associate is incleded in the carrying amount of the invesiment and is not amortized.
After application of the equity method. the Group determines whether it is necessary to recognize any
imparrment Joss with respect 10 the Group’s net investment in the associate. The Group’s share of the
results of operations of the associate is rccognized through profit and loss. Where there has been a
change recognized directly in the equity of the associate, the Group recognizes its share of any
chunges and discloses this. when applicable, in the statement ol changes in equity.

Critical accounting estimates and judgements
Estimates

The preparation of financial staternents in accordance with 1FRS requires management (o
exercise judgement and o make estimales and assumptions that affect the application of policies,
reported amounts of revenue. expenses. assets and Jiabilities and disclosures. These estimates and
associated assumptions are based on historical experience and various other factors that are believed
10 be reasonable under the ctrcumstances. Actual results may differ from these estimates.

Rigy

Depreciation is based on management estimates of the useful lives of the rigs and their
residual values. Estimates may change due to changes in scrap value, technologicul development.
competition and environmental and legal requirements. Management reviews the future uscful lives of
cach component and the residual values of the rigs annually, taking into consideration the above
mentioned factors. Any changes in estimated useful lives and/or residual values impact the
depreciation of the vessels prospectively.

Consideration is given annually o determine whether there is any indication or impairment of
the carrying amount ol the Group's rigs. If any indication exists, a rig’s recoveruble amount is
estimated. An impairment loss is recognized whenever the carrving amount of an asset exceeds its
recoverable amount. In assessing value in use, management must estimate future cash flows (rom the
rigs based on an appropriate discoun rate. This calenlation will be based on management’s estimate
of luture use. revenue generating capacity of the assets and assumptions of fulure market conditions,

Pensions

The cost ol defined benefit pension plaps is determined using actuarial valuations. The
acluarial valuation involves making assumptions about discount rales, expecled rates of rewurn on
asscts, future salary increases, mortality rates and {uture pension increases. Due to the long-term
nature of these plans, such cstimates are subject to significam uncertainty. The net employee Hability
was USD 484 thousand and USD 337 thousand as of December 31, 2007 and 2006, respectively.
Further details are given in note 13,

Share-based payments

The Group operates a cuash-scttled, share-based compensation plan. The fair value of the
employee services received in exchange for the grant of the options is recognized as an expense. The
total amount to be expensed over the vesting peried is determined by reference to the fair value of
the options granted. The options fair value is determined by using the Black & Scholes — Merton
option pricing mudel. The model uses the following parameters, grant date share price. exereise price.
vesting period/foption life, volutility, risk free rate and dividend. The fair value of the share-based
payment was USD 9,979 thousund and USD 6.594 thousand as of December 31. 2007 and 2006.
respectively. See note 12 for further details.
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Revenue

Revenue is recognized when persuasive cvidence of an agreemem exists, the service has been
delivered. fees are fixed and determinable, collectables are probable and when other significant
obligations have been fulfilled. Revenues from the rigs are recognized based on contraclual daily
rates or on a lixed price basis.

(a)  Revenues from time charters and bareboat charlers accounted for as operating leases
under [AS 17 are recognized on a straight-line basis over the remal periods of such
charters. as service is performed.

{b)  Reimbursables relate 10 purchases of supplics, cquipment. personne! services and other
services provided at the reguest of our customers. with the related expense recorded as
an operating expense. Income is recognized when the goods are delivered or services
rendered.

Foreign currency

The financial statements are presented in USD, which the functional currency for all group
entities. When translating financial statements for forcign entitics from local currency into USD
assets and liabilities are translated using year-end exchange rates. and results are translated uwsing the
average exchange rutes for the reporting period.

Transactions in foreign currencics are recorded al the exchange rate in effect at the date of the
transaction. Monetary assets and lizhbilities denominated in foreign currencies are translated at the
exchange rate in effect at the balance sheer date. Non-monetary items that are measured al historical
cost in a foreign currency are transkated using the exchange rates in effect at the dates of the initial
transgctions.

Leases

For operating leases. the lease payments (that is. time charter hires and bareboat hires) are
recarded as ordinary operating income, and charged to profit and loss on a straight-line basis over the
teem of the relevam lease.

Property, plant and equipment

Rigs and equipment are stated at cost less accumulated depreciation. The cost of an asset
comprises its purchase price and any directly attributable costs of bringing the asset to its working
condition. In siwations where it can be clearly demonstrated that expenditures have resulted in an
increase in the future economic benefis expected to be obtained from the use of the asset beyond its
originally assessed standard of performance, the expenditures are capitalized as an additional cost of
the asset.

Depreciation is calculated using 1he straighi-line method for cach assel. after taking inlo
account the estimated residual value, over its expected useful life. Components of fixed assets with
different cconomic vseful lives are depreciated over their respective useful lives. The expected useful
lives of the assets are as follows:

Rigs 30 years*
Equipment and componeats of rigs 10-30 year®
Office equipment, cars ele., 3-10 yeurs

*  Certain elements, such as costs recognized in comncction with nmjor classification/
dry-docking, have shorter uscful lives and are depreciated over shorter periods.

Docking expenses are regarded as a separate part of the rig value and are classified as

depreciation. with a ditterent depreciation period than the rig. Newbuilding contracts include
pavments made under the contracts, capitalized interest and other costs dircetly associated with the
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newbuilding program. Capitalized value s reclassificd from rigs under construction to rigs upon
delivery from the yard, which is when the asset is considered availuble for its intended use and
depreciation commences. The residual values and useful lives of the assets are reviewed and adjusied
il appropriale al cach balurce sheet date.

Impairment of assets

All assets are reviewed for impairmemt whenever events or changes in circumstances indicaie
that the carrying amount of an asset may not be recoverable and ot least on an annual basis.
Whenever the carrying amount of an asset exceeds s recoverable amount, an impairment loss is
recognized. The recoverable amount is the higher of an asset’s net selling price and value in use. The
net selling price is the amount obtainable from the sale of an asset in an arm’s length transaction less
the costs of disposal while value in use is the present value of estimated future cash MNows expected
to arise from the continuing use of an asset and from its disposal a1 the end of its wseful life.
Recoverable amounts are estimated for individual assets or, if it is not possible, for the
cash-generating unit.

Impairment losses recognized in prior vears are reversed and recorded in profit and loss when
there is an indication that previous impairment losses recognized no longer exist or have decreased,

Financial assets

The Group classifies its financial assets ino the following categories: loans and receivables.
held-to-maturity  investments.  financial  asscts  at  fair valee through profit and loss  and
available-for-sale  asscts. Financial assets are  initially recognized at fair value. Subscquent
remeasurement ol financial asscis is determined by their designation that is reviewed annually.

Financial assets o1 fuir value through profit or losy

This category has two sub-categories: financial assets held for trading and thosc designated at
fair value through profit or loss at inception. A financial asset is classified in this calegory if
acquired principally for the purposes of sclling in the short term or if so designated by management.
Dertvative financial instruments are imially recorded at fair value and thereafter revaluved wt each
balance sheet date. Changes in fair valite are recorded in the incomne statement.

Loans and receivables

Loans and recceivables are non-derivative financial asscets with fixed or determinable payments
that are not quoted in an active market. Loans and reccivables are carried at amortized cost using the
effective interest method, less any allowance for impairment, Gains and losses are recognized in
income when the loans and receivables are de-recognized or impaired, as well as throvgh the
amortization process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are cither designated as such upon
initial recognition or are not classified in any of the other financial assets categorics. Subsequent to
initial measurement. available-forsale financial assets are measured a1 Tair value with unrealized goins
or losses recognized ax a separate component of equity until the investment is derecognized, al which
time the cumulative gain or loss previously reported in cquity is included in the income stalement.
The fair value ol invesiments that are actively traded in organized linancial markets is determined by
reference 10 guoted market bid prices at the close of business on the balance sheet date. For
investments where there is no active market, Tair value is determined applying commonly used
valuation techniques.
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Trade and other receivables

Trade receivables are recognized and carried at original invoice amount less an allowance for
any uncollectible amoumts. Provision is made when there is objeciive cvidence that the Group will
not be able to collect the debts. Bad debts are written off when identified.

Cash, cash equivalents and cash flow statement

Cash represents cash on hand and deposits with banks that are repayable on demand. Cash
cquivalents represent shori-term. highly-liquid invesunents which are readily convertible into known
amounts of cash with original maturities of three months or less. The cash flow statement is prepared
using the indireci method.

Long-term interest-bearing debt

All borrowings are initially recognized al the fair value of the consideration received less
directly autributable transaction costs. After initial recognition. interest-bearing borrowings are
subsequently measured a1 amortized cost using the effective interest method. A financial liability is
derecognized when i1he obligation under the liability is discharged, cancelied or expires.

Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms ol an existing fiability are substantially modified, such an
exchange or meditication is treated as a derecognition of the original Lability and the recognition of
a new liability, and the difference in the respective carrying amounts is recognized in prolit or loss.
First year installmems of long-term debt are classified as current liabilities. Borrowing costs are
capitalized and then amortized if they are directly attribulable to the acquisition. construction or
production of a qualifying asset. Borrowing cosis are capitalized until the assets are substantially
ready for their intended vse. Other borrowing costs are recognized as an expense when incurred.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outllow of resources embodying economic benefits will
be required 10 settle the obligation and a reliable estimate can be made of the amount of the
obligation. Where the Group expects some or all of & provision 1o be reimbursed, for example under
an insurance contracl, the reimbursement is recognized as @ separaie asset but only when the
rcimbursemcent is virteally certain. The expense relating to any provision is recognized through profit
and loss net of any reimbursement. IF the effect of the time value of money is material, provisions
are discounted using a current pre-tax rate that reflects. where appropriate. the risks specific 10 the
liability. Where discounting is used. the inercase in the provision due 10 the passage of time is
recognized as an interest expensc.

Inventory

[nventories consist of spare parts, muaterials and supplies held for consumption and are stated at
the lower of cost or net realizable value.

Pension and other posi-employment benefits

The present value of the pension liabilities under defined benefit pension plans has been
calculated based on actuarial principles. The present value of the pension plan liabilities and asseis is
recorded net and classitied as either long-term lHabilities or lang-lerm assets. The change in net
pension habilities is expensed in the profit und loss account as personnel expenses. The effect of
changes in estimmes. change in pension plans and actuarial gaing and losses are recognized as
income or expense over the average remaining service period.

Net pension expenses include the present value of pension carntngs for the period, intcrest

expense on pension obligations incurred. expecied return on the pension funds and the amontized
effect of changes in estimates and plans.
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Share-based transactions

Employees receive remuneration in the form of share-based payment transactions, whereby
emptoyees render services in exchange for share appreciation rights with cash settlement,

The cost of the share-based incentive plan is measored. at each balance sheet date, by
reference to the fair value at the date which they are granted. The fair value is determined by an
external valuer using an option pricing model (Black & Scholes). The cost of the share-based
payment is recognized. together with a corresponding accrual, over the vesting period. The
cumulative expense recognized for equity setiled wransaction at each reporting date until the vesting
date reflects the exient to which the vesting period has expired and the best available estimate of the
number of equity instruments that will ultimately vest.

Earnings per share

Basic carnings per share is calculated by dividing net profit for the year attribwmable to
ordinary equity holders by the weighted average number of erdinary shares oulstanding during the
year. Diluted earnings per share amoums are calculated by dividing the net profil zutribuiable 10
ordinary equily holders of the parent (alter deduciting interest on the convertible non-cumulative
redeemable preference shares) by the weighted average number of ordinary shares ouistanding during
the year plus the weighted average number of ordinary shares that would be issued on the conversion
of all dilutive potenrial erdinary shares to ordinary shares.

Taxes

Income tax payable for the current and prior periods is measured at the amount expected to be
paid 10 the taxation suthorities. The 1ax rates and 1ax laws used 1o compute the amount are those that
are enacted or substantively enacted by the balance sheet date.

Dcterred income tax is provided using the liability method on temporary ditferences at the
balance sheet date between the tax bases of assers and liabilities and their carrying amounts for
financial reporting purposcs.

Deferred tax liabilities are recognized for all taxable temporary differences. Deferred tax assets
are recognized for all deduciible temporary differences to the extent that it is probable that tuxable
profits will be available against which the deductible temporary difference can be utilized.

Deferred income tax assets and linbilitics are measured at the tax rates tha are expecied o
apply to the ycar when the assct is realized or the liability is settled, based on tax rawes tand 1ax
laws) that have been enacted or substantively enacted a1 the balance sheel date.

Income tax relating 10 #ems recognized directly in equity is recognized in equity and not in
the profit and loss statement.

Deferred tax assets and deferred tax habilities are offset. if a legally cnforceable right exists to
set off current 1ax assets against current tax habilities and the deferred taxes relate to the same
taxable entity and the same taxation authority,

Segment information
Scement information is prepared in conformity with the accounting policies adopied for the

Group’s consolidated financial statement, There have not been any transactions belween  the
scgments.

-1-12 -




APPENDIX IT  FINANCIAL INFORMATION OF THE TARGET GROUP

Changes in IFRS that may effect the Group after December 31, 2007

The following new standards and inlerpretations to existing standards have been published tha
are mandatory for the group’s accounting periods beginning on or afier Janoary 1, 2008 or later
periods but that the group has not carly adopied:

A revised 1AS 23 Borrowing costs was issued in March 2007, and becomes effective for
financial years beginning on or after January 1, 2009. The standard has been revised 1o require
capilalization of borrowing costs when such costs relate to a qualifying asset. A qualifying asset is an
assel that necessarily takes a substantial period of time 1o get ready for its intended use or sale. As
the Group is already capitalizing borrowing cost in accordance with the current iAS 23, the revised
standard will have no effect on the Group accounts,

IAS 1 frevised), Presentarion of Financial Statemenis {effective for annual periods beginning on or
after Janary 1, 2009).

The revised 1AS | will result in changes in the preseniation of the basic statements, in
particular statement of eguity. The Group will adopt [AS 1 {revised} from January 1, 2009.

IFRS 3 (revised), Business combinations

The revised IFRS 3 will provide additional guidance in how to apply the purchase method. The
Group will adopt IFRS 3 {revised) from January 1, 2010.

IFRS 8 Segment reporting (effective for annual periods beginning on or after January 1, 2009).

The standard introduces new requirements for segmemt reporting compared with the existing
standard 1AS 14 Segment reporting. The group will apply IFRS 8 from January 1. 2009, but it is not
expected 1o have any impact on the group’s accounts except for additional disclosures.

1AS 27 (revised} Consolidated and separate financial statements

The revised 1AS 27 provides additional guidance 1o accounting of changed ownership or sale
of subsidiaries. The revised standard docs also change the curremt rules on how 1o allocate loss
between majority and minority inierests. The Group will apply IAS 27 (revised) from January |,
2010, but does not expect it o have material impact on the Group.

IFRIC 14 IAS 19 — The Limit on a Defined Benefit Asset. Mininnon Funding Regquirements and their

iteraction

IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual periods
beginning on or after January 1. 2008, This interpretation provides guidance on how 1o asscss the
limil on the amount of surplus in a defined benefit scheme that can be recognized as an assct under
IAS 19 Employee Benefits. The Group will adopt IFRIC 14 from January 1. 2008,

~1I-13 -




APPENDIX II  FINANCIAL INFORMATION OF THE TARGET GROUP

3. BUSINESS COMBINATIONS

On November 16, 2000. Awilco Offshore increased its invesiment in the voling shares of Awilco
Ofishore Semi AS (formerly OffRig Drilling ASA) from 43.2% to 69.2%, gaining control of the company.
At December 31, 2006, Awilco Qfishore’s investment in the company was 89.4%. On January 8. 2007.
Awilco Offshore. having reached an ownership in the voting shares of OFRD of 91.2%, announced plans 10
initiate a compulsory acquisilion of the remaining outstanding shares of OFRD in accordance with the
regulations of the Norwegian Public Limited Companies Act § 4-25. The fair value of identifiable assets
and liabilitics of OFRD as of the date of acquisition and the corresponding carrying amounts immediately
before the acquisition were:

Provisional Carrying
in USD thousands fair value  Adjustments Fair value amount
Semi submersible drilling rigs 293,674 1.3660 295,040 192.454
Other assels 113,792 113,792 113.792
Cash and cash equivalents 25,080 25.080 25,080
Total assets 432,546 1.366 433.912 331,326
Minority inlerests (21.171) (21,171 -
Financial habilities (199.146) (199.446) (195.546)
Other liabilities (6,345) 16.345) (6.345)
Deferred income tax hability {27,250) (299) (27,548) -
Total liabilities (233,041} (299) (233.340) {201.8911)
Net assels 178,334 1.067 179,401 129.435
Cost 2006 2007 Total
AWQ shares issued 90,848 - 90.848
Consideration paid i prior year 70,723 - 70,723
Cash paid 16,763 1.067 17,830
Total 178,334 1,067 179,401
Cash outllow on acquisilion 2006 2007 Total
Net cash acquired with the

subsidiary 25.080 - 25,080
Cash paid (16,763) (1.067) (17.830)
Net cash outflow 8.317 (1.067) 7.250

If the combination had taken place al the beginning of the year 2006, the 2006 net foss for the Group
would have been USD 1,108 thousand and 2006 revenue would have remained USD 70,519 thousand. The
Group’s 2006 share of profit since the acquisition dute included in the profit and foss statement was USD
263 thousand. The cost of the acquisition of OFRD wus increased by USD 1,067 thousand in 2007 as a
consequence of a settlement relating Lo OFRD’s option program.

In January 2007, the Group made a compulsory acquisition of the outstanding shares in OffRig

Drilling ASA. The acquisition was made in accordance with the regulations of the Norwegian Public
Limited Companies Act § 4-25, Some of the minority sharcholders (who owned 8.1% of OffRig) disagree

~-14 -




APPENDIX II  FINANCIAL INFORMATION OF THE TARGET GROUP

with the valuation and the price paid per shure. The process hias been initiuted 10 settle this issue trough the
legal system. In the opinion of the Group the price paid, NOK 27.50 per share, reflects the value of the
shares at the time of acquisition.

4. SEGMENT INFORMATION

The primary segmenl reporting format is business segmems, since the Group’s risks and rates of
return are affected predominantly by differences in the products and services produced. Secondary
information is reported geographically. The operating businesses are organized and managed separately
according to ihe nature of the products and services provided. with cach segmem represemting a strategic
business unit tha offers different products.

The segmemt for accommodation rigs comprises of two units, Port Rigmar and Port Reval. These
units are two of only four units in the world that are approved for work on the Norwegian continental shelf.
The segmemis tor jack-up drilling rigs contuins three delivered nigs as of December 31, 2007, five
contracted rigs. The segments for semi submersible rigs contains three contracted rigs and one option. There
have not been any transactions between the segments.

Segment information 2007

Jack-up Semi
Accommodation drilling  submersible

in USD thousands rigs vigs  drilling rigs Other Total
Contract services 67.226 122,576 - - 189.302
Reimbursables 9239 2.231 - - 11.470
Other 2,159 - 8 85 2.252
Total revenues 78,624 124,307 8 85 203.524
Rig operaling expenses 37,136 30,8238 - - 67,964
Reimbursables 8.787 1.864 - - 10.651
General and administrative

cxpenses 214 9.535 10.684 8.509 28.941
Depreciation 9.171 13.744 - 192 23,107
Share of loss from joint

venture - 2517 - — 2.517
Total operating expenses 55.308 58.4388 10,684 3.700 133,179
Operating profit/(Joss) 23,316 66,319 (10.676) {8.615) 70.345
Assets 107.739 788.219 677,326 1,058 1.374,392
Segmem trade and other

payables'™ 4,142 31,157 9,765 24,719 69,779
Mortgage debt (incl. current

portion) 103.585 533,171 475,640 - 1132396
Invesiments (note 6) 42,977 278,055 334,463 630 636,173
Investments tn joinl venture - (7.600) - - (7.601)
Share-based pavment expense 2,775 2,713

(i)  Includes USD 2.7 million, USD 5.8 million and USD 5.6 million (o Awilco AS for 2007. 2006
and 2005, respectively. Awilco AS is the major sharcholder ol Awilco Offshore ASA and is a
wholly owned subsidiary of AWILHELMSEN.
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Segment information 2006

Jock-up Semi
Accommodation drilling  submersible

in USD theusands rigs rigs  drilling rigs Other Total
Contract services 61.088 8.496 - - 69,585
Reimbursables 5.534 - - - 5,534
Other 34 - - 193 567
Total revenues 66.997 8,496 - 193 75.686
Rig operating expenses 25,795 2,187 - - 27.982
Retmbursables 5.168 - - - 5,168
General and administrative

expenses 410 3.184 790 8,243 12,626
Depreciation 7.639 2.234 3 75 92,952
Share of loss from joint

venture - 7.070 - - 7,070
Share of loss from associate — — — 53 53
Total operating expenses 39,012 14,674 793 8,371 62.851
Operating profit/{loss) 27.985 (6.178) (793) (8.178) 12,835
Assers 73,933 523.908 343.145 287 941.323
Segment trade and other

payables'" 4249 476 52.491 17.164 74,330
Mortgage debt {incl. current

portion) 82.905 211,164 199,975 58,167 592.211
Invesiments (note 63 4.816 321.105 49,189 135 375,246
Investments in joint venlure - (5.055) - - (5,055
Share-based payment expense 4.279 4279
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Segment information 2005

Jack-up Semi
Accommodation drilling  submersible

in USD thousands Figs rigs  drilling rigs Other Total
Contract services 42.044 - - - 42 044
Reimbursables 1.880 - - - 1,880
Other — — - 34 34
Total revenues 43,924 - - 34 43,958
Rig operating expenses 21,551 - - - 21.551
Reimbursables 1.876 - - - 1,876
General and administrative

expenses 422 844 - 5,565 6.830
Depreciation 7.172 - - 52 7,223
Sharc of loss from joint

venture ~ 1.073 - — 1,073
Total operating expenses 31.020 1.916 - 5,617 38,553
Operating profit/(loss) 12.904 (1.916) - {5.583) 5.405
Assels 76,307 205,037 - 248 282.091
Segment trade and other

pavables'"’ 3.897 400 - 7,859 12,155
Mortgage debt (incl. current

portion) 71.429 52.166 - - 123,595
[vestments (note 6} 8.775 183,016 - 299 192.090
Investments in joint venlure ~ 2.049 - - 2,049
Shure-based pavment expense 2,141 2.14]

(1) Includes USD 2.7 million, USD 5.8 million and USD 5.6 million to Awilco AS for 2007, 2006
and 2005, respectively, Awilco AS is the major shareholder of Awilco Offshore ASA and is a
wholly owned subsidiary of AWILHELMSEN.

The geographical split of operating income refers to which continental shelf the rigs were employed
during the reporting period. As the rigs are moveable they may be empleyed in differemt jurisdictions
during a reporting period, Therefore, depreciation is not split by geographical area. The same applies
for administrative expenses, fixed assets and invesunents.
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Segment information 2007

Saudi

in USD thousands UK  Norway Arabia Ausiralia  Vietnam Unallocated Total
Contract services 17.295 49,931 24911 70,028 27.637 - 189.802
Reimbursables 3475 5.764 - 1.875 356 - 11.470
Other 1.672 487 - - - 93 2,252
Total revenue 22442 56,182 24.911 71,903 27.993 935 203.524
Rig operating expenses 11,537 25.599 803 21,544 4,519 3.961 67.964
Reimbursables 3.160 5.627 - 1,724 140 - 10.651
General and administrative

expenses 28.944 28.941
Depreciation 25107 23107
Share of loss from joint

venture 2517 .57
Total cperating expenses 58526  133.179
Operating profit 70.345
Scgment information 2006
Contract services 20,804 40.285 R.496 - - - 69,585
Reimbursables 3.843 1.691 - - - - 5.534
Other 374 - - - - 193 567
Total revenue 25.021 41,976 8.496 - - 193 75.686
Rig operating expenses 9,285 16,510 935 - - 1.251 27,982
Reimbursables 3.557 Fotl - - - - 5.168
General and adminisirative

expenses £2.626 12,626
Depreciation 9,952 9,052
Share of loss from joini

venture 7.070 7.070
Share of loss from dssociale 53 53
‘Tntal operating expenses 30,953 62,851
Operating profit 12.835
Segment information 2005
Contract services 11976 30,068 - - - - 41,044
Reimbursables 309 1.571 - - - - 1.880
Other - - - 34 14
Total revenue 12,284 31.640 - - - 34 43,958
Rig operating expenses 4.893 16.657 - - - - 21.551
Reimbursables 309 1,567 - - - - 1.876
General and adminisirative

¢Xpenses 6.830 6.830
Depreciation 7.223 7.223
Share of loss from joint

venture 1.073 1073
Totzl sperating expenses 15.126 38.533
Operating profit 5.405
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5.

SPECIFICATION OF EXPENSES
in USD thousands

Rig operating expenses
Crewing expenses
Repair and maintenance
Spare parts and stores
Damages

Insurance

Other operating expense

Total

General & administrative expenses
Employee benefits expense (note 12)

Management tees from related parties (note 26)
Other administrative ¢xpenses

Total

2007 2006 2005
41,050 15,578 11.370
5,394 1.789 2,134
3331 2,435 3.256
1,295 250 -
4.368 1,735 1,070
12,526 6,196 3,720
67,964 27,982 21.55¢
12.252 7,298 3,961
1.656 1.449 1.505
15.033 3.880 1,364
28,941 12.626 6.830

Fees to the auditors are included in general and administrative expenses and are shown below;

Audit fees {excluding VAT)

Audit related fees (excluding VAT)
Tax relaed fees

Other

Total

Interest expenses

Bank loans

Senjor unsecured bonds
Other loans

Related parties

Other

Total

~ 1119 ~

373 128 2t

3 22 62

155 14 -

3 2l -

534 136 83
20,926 4,504 4.292
2,604 8.1%4 -
794 315 -
50 9 434

17 31 -
24.392 13.054 4,776
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6. RI1GS AND EQUIPMENT

2007
Semi-
Jack-up rigs  submersible
Accommodation  Jack-up under rigs under
in USD thousands rigs rigs construction  construction  Other Total
Acquisition cost at January 1.
2007 100,197 258,629 267,513 342863 691  969.393
Newbuilding. upgrades and
reconstruction 42977 8.081 269.974 333.097 680  654.309
Transfer from under
construction - 134.062 {134.062) - - -
Acquisition of a subsidiary
{note 3) - - - 1.366 - 1.366
Disposals - - - - - -
Acquisition cost at December
31, 2007 143,174 400.77) 403.425 677.326 1.371 1.626.068
Accumulated depreciation at
January §, 2007 26.214 323 - - 122 28.570
Depreciation 9,171 13.744 - - 192 23107
Accumulated depreciation at
December 31, 2007 35.385 15978 - - 313 51.676
Net carrving value at
December 31, 2007 107.78%  384.793 403.425 677,326  1.058 1.574.392
Specification of capitalization during the period:
Installments 1o the shipyards - - 225837 206911 - 492748
Acquisilions. reconstruction,
capitalized costs 42,977 8.081 27.018 44922 680 §123.679
Capitalized borrowing costs - - 17.119 22,629 - 39.749
Transfer from under
coitstruetion - 134.062 (134,062} - - -
Toal capitalized during the
year 42.977 142143 135,912 334463 680 656,175
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2006

Semi-
Jack-up rigs  submersible
Accommodation  Jack-up under rigs under
in USD thousands rigs rigs construction  construction  Other Total
Acquisition cost at January [,
2006 95,381 - 205.037 - 299 300.717
Newbuilding. upgrades and
reconsiruction 4,816 - 321,105 40,189 135 375.246
Transfer from under
construction - 258,629 (258,629 - - -
Acquisition of a subsidiary - - - 293.674 285 203,959
Disposals - - - - (29) (29)
Acquisition cost at December
31, 2006 100,197 258.629 267.513 342,863 691 969893
Accumulnied depreciation ot
January 1. 2006 18.574 - - - 52 18.626
Depreciation 7.639 2,234 - - 79 9.952
Disposal of asseis - - - - (%) (&)
Accumulated depreciation at
December 31, 2006 26.214 2,234 ~ -~ 122 28,570
Net carrying value at
December 31, 2006 73983 256,395 267,513 342,863 569  941.323
Specification of capitalization during the period:
Instaliments to the shipyards - - 294,893 - - 294893
Acquisitions, reconstruciion,
capitalized costs 4816 - 21.273 342.863 421 369.373
Capitalized borrowing costs - - 4.939 - - 4.939
Transfer from under
construclion - 258,629 (258.629) - - -
Total capitalized during the
year 4816  258.62% 62,476 342 863 421 669,205
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2005
Semi-
Jack-up rigs  submersible
Accommodation  Jack-up under rigs under
in USD thousands rigs rigs consiruclion  constrection  Other Total
Acquisition cost at January |.

2005 86.606 - 22,021 - - 108,627
Newbuilding, upgrades and

reconstruction 8,775 - 183,016 - 299 192,090
Acquisition cost at December

31, 2005 95,381 - 205.037 - 299 300,717
Accumulated depreciation @

January 1, 20605 11,403 ~ - -~ - 11,403
Depreciation 7,172 - - ~ 52 7,223
Aecumulated depreciation at

December 31, 2005 18.574 - - - 52 18,626
Net carrying value at

December 31, 2005 76.807 - 205.027 - 248 282,091
Specification of capitalization

during the period:

Instaliments to the shipyards - - 170,393 - - 170,395
Acquisitions, reconstruction,

capitalized cosis 8.775 - 7.122 - 299 16,196
Capitalized borrowing cosis - - 3,499 - - 5,499
Total capitalized during the

year 3.775 - 183.016 - 299 192,090

Assets are depreciated on a straight-line basis over their expected lives as follows:

Rigs 30 years*
Equipment, compoenents of the rigs 10— 30 vears*
Office equipment, cars. etc. 3 -10 vears

*  Certain components. such as costs recognized in connection with major classification/dry-docking,

have shorter useful lives.
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7. SUBSIDIARIES INCLUDED IN THE GROUP ACCOUNTS

Included in

financials

Registered Ownership Voting statements

Subsidiaries office interest share from
Port Rigmar AS Norway 1005 100% 2005
Awilco Sea Beds AS Norway 100% 100% 2005
Wilheclmsen Qil & Gas AS Norway 100% 100% 2005
Awilco Sea Beds 1 AS Norway 100% 100% 2005
Wilpower AS Norway 100% 100% 2005
Wilcraft AS Norway 100% 100% 2005
Awilco Drilting Ltd Bermuda 100% 100% 2005
WilSuperior Lid Bermuda 100% 100% 2005
WilForce Lid Bermuda 100% 100% 2005
WilPower Lad Bermuda 100% 100% 2005
WilCraft Lid Bermuda 100% 100% 2005
WilSecker Lud Bermuda 108% 100% 2006
WilStrike Lid Bermuda 100% 100% 2006
WilBoss Ltd Bermuda 100% 100% 2006
AWO Rig Holding AS Norway 100% 100% 2006
WilContidence Pte Lud Singapore 100% 100% 2006
Awilco Offshore Semi AS Norway 100% 100% 2006
Awilco Offshore Singapore Pte Litd Singapore 100% 100% 2006
WilStrike Pre Ltd Singapore 1060% 100% 2007
WilPioncer Pte Ltd Singapore 100% 100% 2007
WilPromoter Pte Lud Singapore 100% 100% 2007
Willnnovator Pte Ltd Singapore 100% 100% 2007
Offrig Drilling Singapore Pie Lid Singapore 100% 100% 2007
Wilrig AS Norway 100% 100% 2007
Awilco Offshere Munagement AS Norway 5i% 51% 2007

8. INVESTMENT IN JOINT VENTURE

In June 2005. Awilco Offshore ASA and Sinvest ASA cstablished a jointly owned entity, Premiom
Drilling, to manage the operition of the companies’ fleet of jack-up drilling rigs. The joint venture is
accounted for vsing the cquity method.

Premium Drilling is o private entity that is aot listed on any public exchange. Therefore, no
published quotation price for the fair value of the investment is available, The reporting date of Premivm
Drilling lollows the calendar year.

Registered Ownership Voling
Company office interest share
Premium Drilking AS Norway 50%% 50%
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The efiective share of assets, liabilitics, revenues and expenses of the jointly controlled entity at end

of period. are as follows:
in USD thowsands
Operating revenue
Operating expenses
Net financial items

Loss before 1ax
Tax

Net profit/Joss)’"

Non-current assets
Current assels

Total assets

Net equity

Non-current liabilities
Current liabilities

Total liabilities

Total equity and liabilities

{13 Includes sharc-bascd payment expense of

2007 2006 2005
12.578 2,169 -
(14,879} (9.150) (1.101)

&) (89) 28
(2,305) (7.070) (1.073)
(212} - -
(2,517} (7.070) (1,073)
3,322 549 51
15,473 4.665 2.357
19.295 5,214 2,408
(7,601} (5.053) 2,049
7,595 4.691 -
19.301 5,578 359

26.896 10,269 359
19,205 5.214 2,408
2.594 4,379 2,141

The negative carrying values a1 December 31, 2007 and 2006 are classified as an other non-current

linbitity.

9. ASSOCIATES

On November 16, 2006, Awilco Offshore increased its investment in Awilco Offshore Semi AS

(formerly OffRig Drilling ASA) 10 69,

in USD thousands

Share of loss

gaining control of the company. As a consequence, Awilco
Offshore Semi AS is treated as a subsidiary and is no longer considercd an associate. See note 3 describing
the acquisition for forther details. Below is Awilco Oftshore’s share of profit until contrel was oblained:

—11-24 —

2007

2006

53

2005




APPENDIX II  FINANCIAL INFORMATION OF THE TARGET GROUP

1.  AVAILABLE-FOR-SALE FINANCIAL ASSETS

Awilco Offshore has an invesiment in Petrojack ASA. The invesiment is classified as an
available-for-sale investment and fair value adjustments are recorded directly o equity. Fair value equals
the listed price at year end. Awilco Offshore and Sinvest ASA own 36% of the shares in Petrojack ASA.
The companies have an agreement to cooperale on Lheir investments in Petrojack ASA.

in USD thousands. uniess otherwise indicated 2007 2006 2005
Ownership interest 18.5% 18.5% 19.8%
Share investment a1 cost 27.832 27,832 27,832
Value adjustment 11,623 12,549 11.419
Net carrying amount 39,456 40,381 39,252

1t.  FINANCIAL INVESTMENTS

in USD thousands 2007 2006 2005
Forward agreemenis'™ - - 73.987
Shorl-ierm investments!? - 32.818 -
Other 208 430 -
Total 208 83,248 73.987

(1)  On December 30, 2005. Awitco Offshore cntered into an agreement 1o acqguire approximaiely
38% of OffRig Drilling ASA {OFRD). formerly Offshore Rig Services ASA, for NOK 26 per
share. The transaction was completed in January 2006. Because the acquisition was nol
finalized at December 31, 2005. the investment was recorded os a forward agreement, in
accordance with 1AS 39. and classified as a currenl asset. The assumed fair value at December
31, 2005 is deemed to be equal to the agrecd acquisition price. In addition, no share of profil
has been recorded for the vear. At December 31, 2006, Awilco Offshore ownership in OFRD
was 89.4%. See note 3 for further details.

{2y Consists of investments in highly rated commercial paper, which are valued at market value.
The Group recorded income of USD 874 thousand and USD 2,742 thousand in 2007 and 2006.

respectively.

12. EMPLOYEE BENEFIT EXPENSE

in USD thousands 2007 2006 2005
Salarics and social security tax 7.068 1,613 790
Bonuses 2,063 1.043 783
Pension costs, defined benefitfcontribution plans 345 363 247
Share-based payment expense 2,775 4,279 2.141
Total 12,252 7,298 3.961
Number of employees at December 31 47 5 ]

Awileo Offshore has an employee <hare incentive plan for senior management. Under the incentive
plan. management is granted share appreciation rights where the employees are entitled to a cash payment
equivalent to the gain that would have arisen from a holding of a particular number of shares from the date
of the grant 10 the date of exercise.
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The fair value of the share appreciation rights has been estimated using the Black & Scholes option

pricing model.

2007

in USD thousands, unless otherwise indicated

Share
appreciation
Grant date rights
February 1,2005 250,000
February 1,2005 250,000
February 1,2005 250,000
February 1.2005 250.000
March 29, 2007 225.000
March 29, 2007 225,000
March 29, 2007 225.000
March 29, 2007 225.000
December 2t, 2007 212.500
December 21, 2007 212,500
December 21, 2007 212,500
December 21, 2007 212,500
2.750.000

2006
February 1. 2005 250.000
February 1, 2005 250.000
February 1, 2005 250.000
February 1. 2005 250.000

1,000.000

Vesting date

February 1. 2006'%
February 1, 2007
February 1, 2008%
February 1, 2009
July 1, 2008'Y
December 31, 20081
Oclober 31. 2009'Y
February 1, 20119
July 1, 2008
December 31, 2008
October 31, 20093
February 1. 20119

February 1. 2006
February 1. 2007
February 1. 2008%
February 1. 20097
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Fair value

1,932
1,932
1.878
1,408
591
422
287
193
53

27

i3

L

8,747

Vesting %

100.0%
100.0%
97.1%
12.8%
60.2%
43.1%
29.3%
19.7%
5.2%
2.7%
1.5%
0.9%

Foreign exchange effect

Fair value at end ol period

1.880
1,380
1.830
1,880

7,518

100.0%
95.8%
63.8%
47.9%

Foreign exchange effect

Fair value an end of perind

Cost'"

2,034
2,034
1976
1.482
622
445
302
203
55
28

16

9.206

773

9,979

2,092
2,003
1,335

1,001

6,431

163

6.594
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Share

appreciation
Grant date rights Vesting date Fair value Vesting % Cost'"

2005

February 1, 2005 250.000 February 1. 20067 940 91.2% 1,028
February 1, 2005 250,000 February 1, 2007 940 45.6% 514
February 1, 2005 250,000 February 1, 20082 940 30.4% 343
Febroary 1, 2005 250,000 Fcbruary 1. 2009%% 940 22 8% 257
1,000,000 3,759 2,141
Foreign exchange effect {103)
Fair value at end of period 2,038

(1) Includes social security tax.
(2)  Exercise period is from February 1, 2009 1o February 1. 2010.

{3)  Excreise period is from February 1, 2081 to February 1, 2012,

Assumptions 2007 2006 2005
Dividend yield 0% 0% 0%
Expected volatility 31.89% - 40.13% 48.4% 410%
Risk free interest rate 4.64% ~ 5.98% 3.3% 33%
Expected life of options 3.04 2.09 3.09
Strike price NOK 20.00 — 60.00 20.00 20.0
Share price at the end of the year NOK 6080 65.00 42.4

13, PENSIONS
The Group has various pensions plans for its employees.
Total contributions 10 the contribution plans were USD 89 thousand in 2007,

Awilco Offshore also has a defined benetit scheme with u life insurance company 1o provide pension
benefits for its certain employees in Norway. The scheme provides entitlement to benefits based on future
service from the commencement dale of the scheme. These benefits are principally dependent on an
employees pension qualifying period, salary at retirement age and the size of benefits from the National
tnsurance  Scheme. Full retirement pension will amount 10 approximately 70% of the scheme
pension-qualifying income (limited 1o 12G). The scheme alse includes entitlement 1o disability, spouses and
children's pensions. The retirement age under the scheme is 67 vears,

The Company may a1 any lime make alicrations o the terms and conditions of the pension scheme
and undertake that they will inform the employees of any such changes, The benefits accruing under the
scheme are funded obligations.

All pension schemes are calcutated in accordance with the IFRS {1AS 19). Changes in the pension
obligations as a result of changed actuarial assumptions und variations between actual and anticipated return
on pension [unds, will be entered on the average remaining carnings period according 1o the “corridor”
regulations.
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The amounts recognized are determined as follows:

in USD thousands

Pension cost 2007 2006 2005
Service cost 334 213 9l
Interest cost 97 11 57
Estimated retum on plan assets (70) E&h (33)
Amortization of past service cost (979} - -
Amortization of actuarial goains/(losses) 824 92 116
Net pension cosl 206 329 231
Social security 1ax 5t 33 16
Tolal 256 363 247

Benefit asset/(obligation)

Benefit obligation (2,884) (3.561) (2.281)
Plan assets F,491 1.756 1.165
Funded status {1.39% {1.805) (1,116}
Social security tax {196) (254) (137)
Unamortized actuarial gain (loss), past service cost 1.105 1,722 1,090
Net asset/(abligation) (4844} (337 (183)

Movements in the benefit asset (liability) during
the period

Benefit asset {obligation), opening balance (337) {183} -
Benefit expense (256) {363) (247}
Contributions 161 224 64
Forcign exchange differences {33) -15 —
Benefit asset/(obligation). ending balance (484) (337) (183)
Assumptions

Estimated return on plan assets 5.40% 5.40% 5.50%
Discount rates 4.35% 1.35% 4.50%
Salary increase 4.50% 4.50% 3.30%
Increase of National Insurance Basic Amount () 4.25% 4.25% 3.30%
Rate of pension increase 4.25% 4.25% 3.30%
Veluntary resignations 1.31% 0.40% (3.74%
Social security 1axes 14.10% 14.10% 14.10%

Analysis of the plan assets
The asset allocation at the end of the period is set
out below:

Debt instruments 526 39% 57%
Equity tnstruments 27% 27% 27%
Money marketl and similar % 3% 6%
Property 125 1% 10%
Total 100% 100% 100%
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14.

INCOME TAX

in USD thousands

Current income tax 2007 2006 2005
Current income tax charge, Norwegian (2,524) - (4,576)
Current income tax charge, foreign (5,405) - -
Adjustments to previous years - - 227
Deferred income tax
Relating to origination and reversal of temporary

differences {1.947) 1,787 3,916
Adjusiments previous ycars - - -
Income tax benefit/{expense) 19,876} 1,787 (433)

Reconciliation of total income tax expense during the year to the income tax expense at the statutory

income 1ax rate applicable in Norway:

Profi/{loss) before tax 36,054 (3.419) (2.341)
Tax at Norway’s statutory income tax rate of 28% (10.095) 957 {656)
Non-deductible expenses or non-taxable items 499 329 (4)
Valuation allowance/transiation adjustmentst! 2,981 -

Adjustment 1o previous years (2.248) - 227

Effcct of different tax rates in other countries (1,013) - -

Income tax benefit/(expense) {9.876) 1,787 {433)
Tax effect charged 10 equity is as follows:

Tax effect of share issue costs - 177 435

Deferred income tax at December 31 relates to the following:

Deferred tax assels

Accrued liabilities. other provisions 2.303 2,135 622

Investments - 2,631 286

Other lemporary differences 136 496 2,696
Tax losses carried forward 14,598 5,934 1,857

Valuation allowance (611) —

Deferred tax assels 16,425 11,196 5,461

Deferred tax liabilities

Fixed assets (45.668) (38,393) (238)
Investments (934) - -
Other temporary differences (318) - (9,106}
Deferred tax liabilities (46.920) (38.893) (9,343}
Net deferred income tax asset/(liability) {30.495) (27.697) (3,882)
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in USD thousands

Deferred tax assets 2007 2006 2005
Recovered after more than 12 months 16.425 10,907 4.836
Recovered within |2 months - 289 622
16,425 11.196 5461
Deferred tax liabilities
Recovered after more than 12 months {45.943) (38,893) {9,343)
Recovered within 12 months (977) - -
(46,920) (33,801 (9.343)
Net deferred income tax asset/(liability) (30,495) 127.697) (3.882)
Deferred tax cost
Deferred tax. opening balance 127.697 (3.8382) (6.294)
Adjustments to previous years/iranslation adjusiments (851) - (1.504)
Deferred tax from acquisitionsfrecorded to equity - (25.602) -
Deferred ax. ending balance (30.495) (27,697) (3.882)
Deferred tax benefit/{expense) (1.947) 1,787 3916

(1) Includes 1ax e¢ffect of differences arising from foreign exchange effects o relating 1o the
Norwegian Kroner. which is the basis for taxation of the parent company and some group

companies.

The income tax rates imposed in the tax jurisdictions in which the Group conducts operations vary,
as does the tan base 10 which the rates are applicd. In some cases, tax rates may be applicable to gross
revenue, statutory or negotiated deemed protfits. or other bases utilized under local wax laws, rather than 1o
net income. In addition, our rigs are {requently moved from one taxing jurisdiction to another, As a result,
our consolidated effective income 1ax rale may vary subsltantially from year to vear, depending on the
relative components of our carnings generated in taxing jurisdictions with different tax rates,

The tax losses carried forward are available indefinitely to offsct against future taxable profits. A
deferred tax asset has been recognized in respect of these tax losses as they may be used 10 offset taxable
profits by group comtribution in the Norwegian tax group. The tax rcturn of the Company and its
subsidiarics are routinely examined by relevant tax awvthorities, and in the ordinary course of business,
certain ems in the tax returns are questioned or challenged. The Company believes that adequate 1ax

provisions have been made for open vears.

- 11-30 -




APPENDIX I  FINANCIAL INFORMATION OF THE TARGET GROUP

15, CASH AND CASH EQUIVALENTS

Cash and cash equivalents denominated in the following currencies at the end of the period:

in USD thousands

US dollar
Norwegian kroner
Singapore dollar
Euro

Total

Restricted cash and cash equivalents
Tax withheld from employees

2007 2006 2005
105,304 22.970 25,524
(49,312} 44,675 10,145
277 - -
(20.896) 96 84
35.372 67,141 35,753

1.193 901 71

Cash deposited in banks carns interest at floating rates based on daily bank deposit rates. As of
December 31, 2007, 2006 and 2005. the Company had unused credit facilities of USD 700 million, USD
402.7 million and USD 179.8 million, respectively. In July 2007. the credit facility with Nordea Bank was

renegotiated. See note 17 for further details.

16. TRADE AND OTHER RECEIVABLES

in USD thousands

Receivables from trade customers
Receivables from related parties
Prepaymenis

Accreed revenue

Other

Total

2007 2006 2005
45,452 19.919 10,531
3.828 9 -
4,923 11,245 925
13.210 - -
4,196 694 151
71.608 31,867 11.607

Trade receivabies are non-interest-bearing and are generally due on 30 day terms.
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17.

INTEREST-BEARING DEBT

in USD thousands Rate 2007 2006 2005
Current

Current pertion of leng-term debi 5,723 25,158 11,440
Total current 5,723 23,158 11,440

Non-current

Bank borrowing No. | LIBOR + 2.25% - - 52.920
Bank borrowing No. 2 LIBOR + 1.25% 719,548 246,017 59,235
Senior unsecured USD bonds 9.75% 98,571 93.167 -
Second security priority bonds 9.75% 199,924 199.975 -
Eksportfinans 3.20% 17,170 22,894 -
Senior unsecured NOK bands NIBOR + 2.25% 91.459 — —
Total non-current 1,126,673 567,052 £12,155
Security

Accommodation rigs pledged 107.789 73,983 76.80°7
Jack up rigs/contracts pledged 788,219 523,908 205,037
Semi submersible contracts pledged 677,326 342.863 -
Total 1,573,334 940,754 281843

Maturity non-current borrowings
Later than one year and not fater

than four years 1,126,673 263,852 57,396
Five years and later — 305.723 54.759
Total 1,126,673 569,576 112.153

Bank borrowing No. 2

In July 2007. the revolving and term loan facility agreement with a syndicate of finuncial
institutions and with Nordea Bank Norge ASA as lead arranger und agent. was amended from USD
669 million 10 USD | 085 billion with gcnerally the same terms. The borrowing is secured by
morigages on the Group's accommodation rigs. jack up drilling rigs and semi submersibles drilling
rige. Net carrving values of these asscis are specified above.

Sentor unsecured NOK bond notes

In July 2007. the group issuecd NOK 500 mitlion bond notes, The notes are unsecured. have
three year bullet maturity, with a coupon rate of 3 months NIBOR plus 2.25% margin p.a.

Senior unsecured USD bond notes

In February 2006. the Group issued USD 100 million bond notes. The notes ure unsceured,
have a five year bullet maturity snd carry a fixed coupon rate of 9.75%. The bonds are flexible in
that they (1) have no change of contral provisions; and (2} allow for a possible demerger of the
Group in connection with possible future corporate transactions, which is pre-approved by the bond
holders.
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Second security priority bond notes

In April 2006, Awilco Oftshore Semi AS (formerly OffRig Drilling ASA) issued USD 200
million five year bond notes, with a second sccurity priority mortgage in the coastruction comtracts
redating 1o semi-submersible rigs No. 1 and No. 2. The company incurred debt issuance costs of USD
4.5 million, which are capitalized and amortized as a component of interest expense over the term of
the notes. The notes are shown net of issue costs in the balance sheet.
Eksportfinans

In August 2006, Awilco Offshore entered into a USD 28.6 million loan agreement with
Eksportfinans, the Norwegian Export Credit Agency. The loan was granted based on the Company’s
extensive use of Norweghan suppliers in the construction of the jack-up drilling rig, WilPower. In
return, the lean provides a favorable fixed interest rate of 3.2%. The loan is to be repaid in
semi-annual installments begimning six months after the loan date.

Proceeds from the loan were USD 28.6 million, which were deposited in an account with the
agent bank. DnB NOR scrve as a sceurity for the loan and are classified as a loan pledge in the
balance sheet. As of December 31, 2007. the amount deposited was USD 22 893 thousand.

Covenants

The main covenants related to the Group’s loans and credit facilities are related to the
following ratios:

- Minimum working capital (as measured by current assets less current liabilities)
- Minimum cash

- Minimum interest coverage ratio

- Market adjusted equity ratio

- Maximum total debtftotal value adjusted assets ratio

Covenants abso include certain resirictions on  disposal of assets and  distributions (o
sharcholders, The Group was in compliance with the loan covenants as of December 31, 2007.

183,  COMMITMENTS, CONTINGENCIES AND GUARANTEES

Capital commitments contracted for at the bafance sheet date, but not recognized in the financial
statcments are as follows:

Rigs under construction

Delivered Remaining
Jack-up drilling rigs Yard Delivery cost' expenditures
WilBoss Keppel 1008 USDm 134 USDm 24
WilForce PPL 1Q08 USDm 144 USDm 21
WilSeeker PPL 3008 USDm 143 USDm 78
WilSurike Keppei 209 USDm 163 USDm 99
WilConfidence PP, 2009 USDm 149 USDm 108
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19.

Semi submersible Delivered Remaining
drilling rigs Yard Delivery cost’™ expenditures
WilPioneer Yuntai Raffles 4Q08 USDm 345 USDm 136
Willanovator Yantai Rafiles 2009 USDm 370 USDm 195
WilPromoter Yantai Raffles 4Q09 USDm 370 USDm 232
Drilling package 4% USDm 225 USDm 173

(1) Includes vard contract prices, newbuilding supervision, owner furpished equipment, spares.
financing costs during construction and other project expenses.

(2)  Includes contract prices with the yard. drilling package. project and supervision costs and
finance costs during construction. Modification cost in connection with the StatoilHydro
contracts at Troll are not included in the numbers. The cost is expected to be approximately
MUSD 30 per rig and will be paid by StatoilHydre. either trough an increased day rate or a
Jump sum.

(3)  Drilling package and long lcad items.

Operating lease commitments ~ Company as lessor

The Company has ¢ntered into time charter and bareboat leases on several jack-up drilling rigs
and the accommodation rigs. These leases has an average life of between one and five years.

Future minimum rentals receivable under operating leases as of December 31 are as follows:

2007 2006
Within one year 302.932 193,900
Alter one vear but not more than five years 1,550.269 282,200
More than five years 1,022.000 -
Total 2,875.221 476,100

The Group has obtained a bank guaramtee in connection with the charter agreement for
WiltSuperior. The Group has also issued a performance guarantee in connection with the bare boat
charter agreement for WilPower. The same apphes for the charter agreement for Willanovator and
WilPioncer (charter not yet commenced).

In addiion. Awilco Offshore has issued a parcat company guarantee for its subsidiary’s
payment pbligations in connection with the construction of drilling rig Willanovator.

OTHER NON-CURRENT LIABILITIES

in USD thousands 2007 2006 2005
Share-based payment tnote 12) 9,979 6,593 2,038
Negative investment in joint ventlure (note 8) 7,601 5.055 -
Total 17,579 11.648 2,038
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20.

21.

TRADE AND OTHER PAYABLES

in USD thousands 2007 2006 2005
Trade payables 24,810 47,911 39
Accrued interest 23,002 8,983 1.062
Payables 10 related parties 9,337 5.802 5,330
Accrued payroll and related costs 4,953 2,627 771
Accrued expenses 2,663 1.461 1,305
Other 4880 7.595 3,648
Total 69.646 74,379 12,155

DERIVATIVE FINANCIAL INSTRUMENTS
Cross currency interest rate swap

During 2007 the Group emfered into a cross currency interest swap agreement relating to the
NOK 500 million bond notes. See note 18 for further details regarding the bonds. This swap receives
NOK and pays USD, is for a total amount of USD 250 million and has maturity July 6, 2010
(matching the maturity of the underlying bond).

In addition, pari of the NOK bond (NOK 250 million), subject 1o a rate of 3 momh NIBOR +
2.25%, has been swapped with 3 months US LIBOR + 2.40%. This swap agreememnt has been entered
into 1o minkmize the exposure to fluctuations in the USD/NOK exchange rate.

During 2007, the Group has recognized a fair value gain from this agreement amounting 10
USD 3 44} 1thousand.

Interest rate swap

The Group also entered into an interest swap agreement for & total of USD 500 million of its
total borrowings. Reference is made to note 18. This interest rate swap receives floating imterest
based on 3 month LIBOR. pays {loating rate of interest based on | month LIBOR and has maturity
Aprit 15, 2008. The swap was dene to reduce the Group's funding cost on a 3 month basis.

During 2007, the Group has recognized a fair value loss from this agreecment amounting 1o
USD 104 thousand. The Group does not apply hedge accounting. See note 28 for further derails
regarding risk management.

in USD thousands 2007

Assets Liabilities
Forward foreign cxchange contract 3,441 -
Intcrest rate swap - 104
Total 3.441 FO4
Non-current 3441 -
Current - 104
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22, PROVISIONS AND CONTINGENT LIABILITIES

In 2006. Awilco Offshore signed a Management Agrecment with Polycrest AS for the operation and
munagement of the semi submersible drilling rigs an the Norwegian Continental Shelf.

During 2007, the Group decided that the company iself should operate and manage the semi
submersible drilling rigs. Awilco Offshore and Polycrest are (herefore in negotiations on how (o terminate

this Management Agrcement and different aliernatives arc being discussed.

In accordance with 1AS 37, Awilco Offshore has a contingent Hability to Polyvcrest AS in connection
with Polycrest’s previous planned role as Manager for Group’s semi submersible drilling units.

Due to the nature of the different solutions being discussed it is difficult 1o give an expected value
and describe the possible accounting treatments of this contingent

23.  SHARES AND SHARENOLDERS

The Company’s 20 largest shareholders st December 31. 2007:

Shares Ownership
Awilco AS 56.625,630 37.90%
UBS AG. London branch 10,266,400 6.87%
Folkeirygdiondel 7.302.300 4.89%
Lehman Brothers Inc 5.148.947 3.45%
Deuiche Bank (Suisse) S.A. 4,689.761 3. H4%
Aweco Holding AS 3.300,000 221%
Pictct & Cie Banquicrs 3.026.066 2.03%
Verdipapirfond Odin Norden 2,007,387 1.34%
Orkla ASA 2,000.000 1.34%
SIS Scgaintersettle AG 1,157,448 0.77%
Ewuroclear Bank S.A/N.V. ("BA™) 1.154,124 0.7T7%
Nordea Securities AB 1.149.000 0.77%
Walrium AS 1,100,000 0.74%
Morgan Stanley & Co Inc 1,098.068 0.73%
Verdipapirfondet KLP Aksjenorge 985,000 0.66%
Pensjonskassen StatoilHydro 976,200 0.65%
Clearstream Banking S.A. 964,710 0.65%
Miami AS 950,000 0.64%
ODIN Offshore 850.000 0.57%
Vital Forsikring ASA 842,692 0.56%
Total 20 largest shareholders 1035.593,733 T0.67%
Other shareholders 43,821.754 20.33%
Total number of shares 149,415,487 100.00%

Awilco AS and Aweco Holding AS are associated companies and together hold 40.11%: of the
Company.

Shares owned by Board members and senior management as of December 31, 2007

Sigurd E. Thorvildsen, Chairman -
Arne Alexander Withelmsen, Director'” 3,300,000
Marianne H. Blystad, Director -
Tor Bergstrom. Director -
Heidi Marie Petersen. Direcior -
Henrik Fougner, CEO 5.000

—11-36 -




APPENDIX II1  FINANCIAL INFORMATION OF THE TARGET GROUP

{1}  Equals the shareholding for Aweco Holding AS, a holding company controlling approximately
60.6% of the main sharcholder Awilco AS. Mr. Wilhelmsen contrals 32.9% ol Aweco Holding
AS.

24.  ISSUED CAPITAL

Number of Share Paid-in
in USD thousands, unless otherwise indicated shares capital premium
Issued capital
Share issue, January and February 2005 61,133,350 94,051 9,402
Share issue. February 2005 50,000.000 80,000 80,000
Share issue, May 2005 3.000,000 4.724 5.669
Share issue. August 2005 4,396,983 6.924 16,549
Share issue, December 2005 ¢V 11,747.547 17,356 55,538
Share issue costs (net of tax effect) - - (4,323)
Reclassification of paid in premium to other equily - - (82,852)
Balance at December 31, 2005 130,277,830 203,056 79,983
Adjustment 1o share premium - - (153)
Share issue. April 2006 9,500,000 15323 70.484
Sharc issue. November 2006 8,974,293 13,946 69,730
Share issue costs (net of tax effect) - (1,622)

Balance at December 31, 2006 148.752.173 232,324 218,423
Sharc issue. January 2007¢% 663,314 1,042 5,629
Balance at December 31, 2607 149,415,487 233.367 224,052

All issued shares have a par value of NOK 10 and are of equal rights. Awilco Cffshore ASA is
incorporated in Norway and the share capial is denominated in NOK. In the table above, the share capital
and paid-in premium is translated 1o USD at the foreign exchange rate in effect at the time of each share
155UC.

{1Y  The sharc issue was resofved by a Board of Directors” meeting held on December 27, 2005,
and was registered with the Register of Business Enterprises in January 2006.

{2)  Share issue in connection with the acquisition of minority interests in OFRD. which were
exchanged for shares in OFRD.

25, EARNINGS PER SHARE

The Group has no dilutive potential ordinary shares at the moment. Therefore, diluted earnings per
share is the same as basic earnings per share,

in USD thousands, unless otherwise indicated 2007 2006 2005

Net profiviloss) attribuiable to equity holders of the

parcnt 26,177 {1,664) 1.908
Number of shares oumstanding 149,415,487 148.752,173 130.277,880
Weighted average number of ordinary shares

outstanding 149.400,949 134.370.096 107.351,377
Basic and diluted earnings per share 0.18 {0.01) 0.02
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26. RELATED PARTIES

In the normal course of s busincss. Awilco Offshore enters into a number of transactions with
related parties. The Group purchases certain administrative and management services (such as. budgeting,
reporting. accounting, legal. etc.) from AWILHELMSEN. which is a wmajor shareholder through its wholly

owned subsidiary Awilco AS.

All transactions with related partics have been made on an arms length basis and arc settled on a
regular basis. The table below provides the total amount of transactions, which have been entered imo with
related partics for the relevant financial year. Sales and purchases from related parties relates 10 services

rendered under the above mentioned management agreements.

in USD thousands

AWILHELMSEN
Premium Dritling
AWILHELMSEN
Premium Drilling
AWIHL.HELMSEN

Year

2007
2007
2006
2006
2005

Sales to
related
parties

Entity with significant influence over the Group:

Purchases
from
related
parties

1,656

1.449

1.505

Amounts
owed by
related
parties

3.828
9
173

Amounts
owed to
related
parties

2,683
6,654
5,802

5,330

Awilco AS, which is a whally owned subsidiary in the AWILHELMSEN. owned 37.9%, 38.1
g and 45.6% of the shares in Awilco Offshore ASA as of December 31, 2007, 2006 and 2005,

respectively.

in USD thousands

Remuneration to the Board of Direclors

Sigurd L. Thorvildsen, Chairman
Other board members

Total

Remuneration expense to the CEO, Henrik Fougner

Salary
Bonus

Share-based payment

Pension
Other

Total

Remuneration expense to the CFO, Arnstein Hernes

Salary
Bonus

Share-based payment

Pension

Other

Total
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2007 2006 2005

148 - -

222 62 39

370 62 59

420 23¢9 205

5H7 312 222

200 1.284 611

25 56 41

5 30 23

1,167 1.922 1101

A1)

261
185
385
3
831
——
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27.

28.

(1) Mr. Hernes joined Awilco Offshore as CFO in 2007,

The Group has not issued any loans or sccurity for leans to board members or execotive
employees. Bonuses to the CEO and CFO are based on an annual cvaluation performed by the Board.

The CEO has no comtractual right to termination payments on voluntary termination of
employment. In the case of forced termination, the CEQ is entitled to a maximum of 12 months of

salury.

During 2007, the CEO and CFO were awarded 300,000 and 250,000 share appreciation rights.
respectively. See note 12 for further details regarding the share incentive plan, As of December 31,
2007, nonre of the share appreciation rights have been cxercised. Total share appreciation rights

awarded 1o the CEO and CFO as of December 31, 2007, are as follows:

CEO, Henrik Fougner

Share

appreciation

Granl date rights
Febevarv 1. 2003 75,000
February k. 2003 75,000
Febeuary 1, 2004 73.000
February [. 2005 75,000
December 21, 27 75000
December 21, 2017 73000
December 21, 207 TH000
Devembes 21, 2007 75000
600.000

{1y Exercise period is from Febroary 1.2009 to February 1.2010,

(2)  Exercise period is from February 1,2011 to Febroary 1.2012.

MINORITY INTERESTS

Vesting date

Febreary 1, 2006'"
February |, 2007'"
February 1, 2005'"
Febreary 1. 2009*"
July 1, 2008
December 31, 2008'
October 31, 2009+
February 1, 2015

Grunl date

March 29, 2007
March 29, 2007
March 29, 2007
March 24. 2007
December 21, X7
December 21. 2607
December 21, 2007
December 21, 007

CFO, Arnstein Hernes

Share
appreciation
rights

50.000
50,000
56,000
50.000
12500
12.300
12,500

12.500

250,000

Vesting date

July 1. 26082
December 31, 2008
Octaber 31, 20097
February 1, 20117
Juiv 1. 2008
December 31. 20087
Octaber 31, 2009
February 1. 20117

The percentage of shares owned by minorities and their share of net profit in the subsidiaries of the
Group in 2007, 2006 and 2005, are as follows:

in USD thousands, unless otherwise indicated

2007
Awilco Offshore Management AS

2006

Awilco Offshore Semi AS (formerly OffRig Drilling ASA)

There were no minority interests in 2005

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Risk Management Overview

Minority
interest

49%

%

Share of
profit

31

The Group is exposed to 2 number of different financial market risks arising from cur rormal
business activities. Financial markel risk is the possibility that Auciueations in currency exchange rates
or inlerest rates will affect the value of our assels, habilitics or future cash tlows.
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To reduce and manage these risks, management periodically reviews and asscsses its primary
financial market risks. Once risks are identificd. sppropriate action is taken to mitigate the specific
risk. The primary strategy used to reduce our financial risk is the use of derivates, where appropriate.
Derivates are used periodically in order to minimize the company’s various net exposures. as well as
minimizing specific exposures. Only well-understood, conventional derivates instruments are used.

It 1s the management’s policy 10 enter into derivaie financial instruments with only highly
rated financial institutions. Derivates arc only used for the purpose of managing risk associated with
currencies and interest rates. The Group does not trade or use instruments with the sole objective of
obtaining financial gain on fluctuations in currencies or interest rates.

Currency Risk

The U.S. Deollar is Group’s reporting currency as well as the currency of the Group's revenues,
The currency exposure related to cash flow and the net result arise mainly from administration and
operating cxpenscs, nominated in non-USD currencics. mainly NOK and AUD. Approximatcly 70%
of the company’s administration and operating expenses {excluding depreciation} are incurred in
non-USD currencies {2006: 67%).

The newbuilding projects are also exposed (o currency flucwations for EUR and NOK. In
addition. the Group has NOK 300 million in scnier unsccured bonds.

Changes in the value of the U.S. Dollar relative 1o these currencies could expose the Group o
currency risk. To minimize the impact of foreign exchange movements on the Group's results. the
Group periodically cnters into forward contracts for USD/NOK and USD/EUR 1o minimize the
currency risks associated with certain firm commitments and/or forecasted exposures.

As of December 31. 2007, the Group had & drilling rigs under construction with options to
build further two rigs. A drilling package for one of the rig options was also under construction.
Approximately 77% of the cstimated commitied investments at December 31, 2007 were in USD,
18% were in NOK and 6% in EUR. Based on the Group’s future commitled invesiments in
newbuildings. an immediate 5% depreciation of the USD exchange rate versus NOK and EUR would
transkate into a cost increase of abowt USD 13 million for the remaining investments under the
newbuilding program. The Group constantly momitors it foreign exchange exposure and undenakes
measures to mitigate the related risk when considered necessary.

The table below shows the profit before tax sensitivity to a rcasonable possible change in the
USD exchange rate, with other variables held constanm. Changes in the profit before tax arc due to
changes in the non-USD operating costs, and changes in the fair value of the monciary liabilitics.

Increase/decrease USD Effect on
rate against AUD/NOK profit belore tax
2007 +/-5% +/- USD 8.8 mill.
20006 +-5G +/- USD 6.1 mill.

Interest Rate Risk. The Group's exposure to the risk of changes in the markel interest rales
relates primarily (o the long-term debt obligations with floating interest rates. The risk management
objective for interest rate risk is to minimize the variations of cash flows arising from changes in
interest rates. Depending on the deveclopments and on analysis of the interest rate market, the Group
may enter inlo various confracts 10 minimize risk relating 1o s floating rate debt.
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At December 31, 2007. approximately 06% of the interest bearing debt was floating (2006:
329, 2005: 100%). The table below shows the sensitivity 10 a reasonable possible change in interest
rates. with all ather variables held constant. on the Group's profit before tax.

Increase/decrease in
basis peint on foating Effects on profit before

interest debt tax profit before tax
2007 +- 5% +/— USD 1.75 mill.
2006 +- 5% +/~ USD 0.65 mill.

Credit Risk

The Group irades only with recognized, and what is considered to be creditworthy third
partics. Receivable balances are monitored on an ongoing basis and the Group’s exposure 1o bad debt
is not significant. The maximum exposure is the carrying wmount as shown in note 16. There is no
other significant concentration of credit risk within the Group, except for those mentioned below,

With respect 1o credit risk arising from the other financial assets of the Group, which
comprises cash and cash equivalems. available-for-sale financial investments and certain derivative
invesiments. the Group’s cxposure to credit risk arises from default of the counterparty, with
maximun exposure cqual ta the careying amount of these instruments.

In conncction with the Group's rig building projects the group has made contractual milestone
payments 1o the yards in accordance with the progress of the different projects. As the Group works
with reputable yards, the risk for a significant default situation is considered small.

Liquidity Risk

The Group monitors is risk to a shortage of funds using a recurring liquidity planning toel.
The tool considers the maturity of its financial assets, projected cash flows from operations and
forecasted investments in newbuildigs.

The liquidity risk management includes maintaining sufficient cash and the availability of
funding through an adegvate amount of committed credit facilities. Due to the dynamic nature of the
undertying business, the Group maintains sufficient cash for its daily operation via cash depasits and
unwtilized portions of revolving credit facilities with financial institutions.

The table below summarizes the mawrity profile of the Group's financial liabilitics based on
contractual undiscounted cash flows.

in USD thousands Less than 3to12 Over
At December 31, 2007 3 months months 1 to 3 years 3 vears
Interest-bearing loans 826.673 100,000
Gther liabilitics 5012 12,002

Trade and other payables 52,765

Al December 31, 2006

Interest-bearing loans 567,052
Other liabilities 11.686 5.799
Trade and other payables 56.894

At December 31, 2005

[nierest-bearing loans 112,155
Other liabilities 5.724 5,330
Trade and other payables 1,11
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Capital Management

The primary objective of the Group’s capital management is (o ensure that it maintaing &
strong credit rating and healthy capital ratios in order to support ils business and maximize
shareholder value.

The Group manages its capital structure and makes adjustments to i1, in light of changes in
economic conditions.

The Group monitors its capital structure using an equity ratio, which is wotal equity divided by
total assets. The Group’'s policy is to maintain an acceptable equity ratio in the long run. well within
the level required by loan covenants. As of December 31 2007. the equity ratio was 28% (2006: 4]
%, 2005: 63%).

2007 2006 2005
Total equity 496,124 487.309 300,220
Total assets 1.754.269 1.193,581 444,740
Equity ratio 28% 41% 68 %

Financial Instruments
Fair value of Financial Insirnments

Set our below is a comparison by category of carrying amounts and fair value of the Group's
financial instruments that are included in the financial statcments. The following estimated fair value
amounts of the Group's financial instrumems have been delermined by the Group, using appropriate
market intormation and valwation methodologies. The carrying amount of cash and cash equivalents
and loans puyable to banks are a rcasonable estimate of their fuir value, The fair value ol derivatives
and borrowings has been calculated by discounting the eapecied future cash flows at prevailing
interest rates.,

in USD thovsands 31.12.2007 31.12.2006 31.12.2005
Carrying Fair  Carrving Fair  Carrving Fair
Financial assets Nuiles amount value wmount value amount value
Bank deposits I5 153 nan 67.741 67141 35753 35953
Aviiluble-for-sute financial aswsens I A5 30456 40,381 J0.38) 39352 39282
Derivate finunciaf insiruments 2 1441 3441 - - - -
Loan Pledge (non-current} 17.170 17,170 22894 22894 - -
Loan Pledge (current) 5.723 123 3713 5723 - -

Finuncial Liabililies

Current interest-bearing labilities 17 5.723 5,723 - - - -
Non-current intesesl-bearing loans:

Bank Borrowing Nu. | 17 - - - - 51910 52920
Bank Burrowing No.2 17 719.548 719548 246,087 246017 59,235 59.235
Senior unsecured USD bond 17 U8.571 100,000 98,167 100,000 - -
Senjor security priority bond 17 199.924 204,000 199975 205.000 - -
Eksport Finzny 17 17,170 17,170 22,894 223894 - -
Senior upsecured NOK bond 17 Y1459 90543 - - - -
Derivative financial instrumems 21 194 104 - - - -
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29.  SUBSEQUENT EVENTS

[n January 2008. Awilco Offshore signed a MUSD 335.6 loan agreement for its third semi rig
WilPromoter. The loan agreement is with Ciibank. Eksportfinans/GIEK and The Export-lmpont Bank of
China. With the signing of this Ioan agreement. all the 13 rigs Awilco Offshore has in operation or under
construction are now financed.

In January 2008, WilForce received a Notice of Tender Award Irom Repsol Exploration Murzug S.A.
for an estimated 5 month drilling program offshore Libya. Expected start-up of this program is 3Q 2008.

In January 2008, Awilco Oftshere ook delivery of its fourth high specification jack-up drilling rig,
WilBoss. The rig was delivered from KeppelFELS Shipyard in Singaporc. The rig commenced on its 6
manth contract with Premier Oil Vietnam Offshore BV offshore Victnam early March 2008.

[n March 2008. Awilco Offshore ook delivery of its filth high specification jack-up drilling rig,

WilForce. The rig was delivered from PPL Shipvard in Sinpapore and is expecied 10 start on its work with
Respol offshore Libya during 3Q 2008.
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The following are the audited financial statements of the Target Group for the financial
vear entded 31 December 2006 extracted from the published annual financial statements of
the Turget Group for the vear ended 31 December 2006 which are not qualified.

Profit and loss statement
In USD thousands. except earnings per share

Notes 20006 2005
Operating income 69,585 42,040
Gain on disposal of fixed assets and other income 934 42
Operating revenue 4 70,519 42,082
Rig operating expenses 5 27,982 21.551
General and administrative expenses 5 12,626 6.830
Depreciation and amortization 6 9,952 7.223
Share of loss from joint venture 8 7,070 1.073
Share of loss from assoctates 9 53 -
Operating expenses 57.683 36.677
Operating profit 12.835 5.405
Interest income 1.455 2,273
Interest expense 5 (13,054) (4,776)
Net foreign exchange loss (3.730) (105)
Other financial items (925) (456)
Net financial items (16,255) (3.064)
Profit/(loss) before tax (3,419 2.341
Tax benefit/(expense) /4 1,787 (433)
Net profit/(loss) ' {1.633) 1.908
Attributable to minority interests 31 -
Attributable to shareholders of the parent (1,664) 1.908
Basic and diluted earnings per share 24 (0.01) 0.02
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Balance sheet
In USD thousands

ASSETS

Non-current assets

Property, plant and equipment
Investments in shares
Investment in joint venture
Loan pledge

Other non-current assets

Total non-current assets

Current assets

Financial investments

Trade receivables

Prepayments and other receivables
Cash and cash equivalents

Total current assets

Total assets

EQUITY AND LIABILITIES
Equity

Paid in capital

Other equity

Asset revaluation reserve

Minority interests

Total equity

~ 11-45 -

Notes

6
11

17

1o
16
16
15

23

2006 2005
941,323 282,091
40,381 39,252

- 2.049

28,617 -
164 -
1,010,485 323,392
83.248 73,987
19,919 10,531
12,187 1,076
67.741 35,753
183,096 121,348
1,193,581 444,740
450,747 283,039
2,810 5.762
12,549 11419
466,107 300,220
21,202 -
487,309 300.220
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Notes 2006 2005
Non-current liabilities
Deferred tax liability 14 27.697 3,882
Long-term interest-bearing debt 17 567.052 112,155
Net pension liabilities 13 337 183
Other liabilities 19 11,648 2,038
Total non-current liabilities 600,734 118,258
Current liabilities
Current portion of long-term debt i7 25,158 11.440
Trade and other payables 20 74,379 12,155
Accruals, provision - -
Income tax payable 14 - 2.666
Total current liabilities 99,538 26,262
Total equity and liabilities 1,193,581 444,740
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Cash Flow Statement
In USD thousands

Notes 2006 2005
Profit/(loss) before tax (3,419) 2,341
Adjustents for:
Depreciation and amortization 6 9,952 7223
Gain on disposal of property, plant and equipment 3 20
Share of loss from joint venture 8 7.070 1,073
Share of loss from associates 53 -
Increasefdecrease receivables and prepayments 10,634 (1.630)
Increase/decrease payvables and accruals 6,508 7.796
Increase/decrease other provisions 4,709 183
Income taxes paid (2,666) -
Net cash flow from (used in) operating activities'" 32.837 16,966
Purchase of property, plant and equipment (333.046)  (192,090)
Investments in financial assets - (8,552}
Acquisition of a subsidiary, net of cash acquired 3 8.317 -
Net cash flow from (used in) investing activities {324,705 (200,643}
Proceeds from interest-bearing debi. net 419.269 132,920
Payment of interest-bearing debt (151,084  (103,787)
Proceeds from issuance of shares, net 84,185 166,070
Net cash flow from (used in) financing activities 352,370 195,202
Net change in cash and cash equivalents 60,502 11,526
Loan pledge 17 (28,617) -
Net foreign exchange difference 103 -
Cash and cash equivalents at beginning of period 35,753 24,228
Cash and cash equivalents at end of period 67,741 35,753

2006 2005
(1) Interest paid 10,072 1,210
Interest paid relating to construction of drilling
rigs 4.939 5.499
Interest received [.455 2,273
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Statement of changes in equity
In USD thousands

Attributable to equity holders of the parent

Issued Share Retained Other Minority Total
capital premium earnings reserves Total interest equity
Equity per opening
balance!" 94,051 9402  (78.467 - 24986 - 24,986
Reversal of pro forma
adjustments'”’ - - 5.190 - 5.190 - 5.190
Share issue no 1 80.000 80.000 - - 160,000 - 16(.000
Share issuc no 2 4,724 5.669 - - 10.394 - 1€),394
Share issue no 3 6,924 16.549 - - 23.474 - 23474
Share issue no 4'% 17356 55538 - - 72894 - 72894
Share issue costs - (4.323) - - {(4.323) - (4.323)

Reclassification of pad in

premium to other equily (82.852)  B2.852 - -
Net profit - - 1,908 - 1.908 - 1.908
Revaluation of

available-for-sale

tnvestments - - - 11.419 11,419 - 11419
Translation adjustments - - - (5.722)y  {5.722) - (5.722)
Equity at December 31,

2005 203.056 79.983 11,443 5.698 300,220 - 300,220
Adjustment to share

premium -~ {133) - - (153) - (153)
Sharc issuc no 1 15323 70484 - - 85.806 - 85.806
Share issue no 2 13,946 69.730 - - §3.676 - 83.676
Share issue costs - {1.622) - - {1.622) - (1,622)
Tax effect relating 1o OFRD

share issue - - 1.581 - 1.581i - 1.581
Revaluation of

availuble-for-sale

investments - - - 1.129 1.129 - 1.129
Contribution from previous

sharcholder - - 395 - 395 - 305
Minarity interest in OFRD 21,17 21171
Net loss - - {1.664) - (1.664) 31 (1.633)
Adjusiment to group value.

OFRD - - - (3.264)  (3.264) - (3.264)
Equity at December 31,

2006 232,324 218.423 11,796 3.563  466.107 21,202 487.309

(1) Sec the Group's 2005 annual repert for further informution,

{2)  The share issue was resolved by a Board of Directors’ meeting held on December 27, 2005, and was
registered with the Register of Business Enterprises in Januwry 2006,
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Notes to the Awilco Offshore consolidated accounts

1

CORPORATE INFORMATION

Awilco Offshore ASA is a public limited liability company incorporated and domiciled in Norway.

The address of the main office is Beddingen 8 Aker Brygge. 0250 Oslo, Norway.

The consolidated financial statements for the year ended December 31, 2006, were approved by the

Board of Direclors on March 29, 2007.

The principal activity of Awilco Offshore ASA and its subsidiaries is the investment in and operation

of jack-up drilling rigs, semi submersible drifling rigs and accommodation rigs.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of preparation

The consolidated financial statements of Awilco Offshore ASA and its subsidiaries (the
“Group™) are prepared in accordance with International Financial Reporting Siandards (IFRS). The
consolidated financial statements are prepured on a historical cost basis, except for investmcnts
bought for market purposes or available-for-sale which have been measured at fair value and are
presented in USD, excepl as otherwise indicated.

Basis of consolidation

The consolidated financial statements include Awilco OQffshore ASA and its subsidiaries as of
December 31 for cach year. The financial statements of the subsidiaries are prepared for the same
reporting year as the parent company, using consistent accounting policies.

All inter-company transactions and balances are eliminated in the consolidation.

Subsidiaries are fully consolidated from the daie of zcquisition. being the date on which the
Group obtains control, and continue 1o be consolidated until the date that such control ceases.

Joint ventures

The Group has an interest in o joint venware which is a jointly controlled entity. A joint venture
is a contractual arrangement whereby two or more panies undertake an economic activity that is
subject 1o joint contrel, and a jointly controlled entity is a joint venture that involves the
establishment of a separate entity in which each venturer has an interest. The Group recogaizes its
intercst in the joint venture using the equity method. Under the equity method, the investment is
initially recognized at cost and the carrying amount is increased or decreased to recognize the
Group’s share of the profit or loss of the investee after the date of acquisition. The Group’s share of
the profit or loss of the investee is recognized in the Group’s profit or loss. Distributions received
from an investee reduce the carrying amount of the invesiment.

Associates

The Group™s investment in its associate is accounted for using the equity method. An assochate
is an entity in which the Group has significant influence and which is neither a subsidiury nor a joint
venture,

Under the equity method. the investment in the associate is carricd in the balance sheet a cost
plus post-acquisition changes in the Group’s share of net assets of the associate. Goodwill relming 1o
an assoctute 1s ancleded in the carrying amount of the dnvesunent und is not amartized. Aler
application of the cquity method. the Group determines whether it is necessary Lo recognize any
impairment loss with respect to the Group®s net investment in the associale, The Group’s share of the
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results of operations of the associate is recognized through profit and loss, Where therc has been a
change recognized direetly in the equity of 1he associate, the Group recognizes its share of any
changes and discloses this. when applicable, in the statement of changes in equoity.

Estimates

The preparation of financial statements in accordance with IFRS reguires management to make
cstimates and assumptions that affect assets. liabilitics. revenues, expenses and information on
potential liabilities. Estimates are based upon management’s best knowledge of information available
at the date the financial statements are authorized for issue. Future events may lead to these estimates
being changed. Such changes will be recognized when new estimates can be determined with
ceriainfy.

Assumptions regarding share-based payments are siated in note 12,
Assumptions regarding pension liabilities are stated in note 13.
Revenue

Revenue is recognized when persuasive evidence of an agreement exists. the service has been
delivered, fees are fixed and determinable, cotlectables are probable and when other significant
obligations have been fulfilled. Revenues from the rigs are recognized based on contractual daily
rutcs or on a fixed price basis.

Revenues from time charters and bareboat charters accounted for as operating Ieases under 1AS
17 are recognized on a straight-line basis over the rental periods of such charters, as service is
performed.

Foreign currency

The financial statements are presented in USD, which also is the Group’s functional currency.
When translating financial siatements for foreign entittes from local currency into USD assets and
liabilities are translated using vear-end exchange rates. and results are transiated using the average
exchange rates for the reporting period.

Transactions in forcign currencics are recorded at the exchange rate in effect at the date of the
transaction. Monetary assets and liabikitics deaominated in foreign currencies are translated at the
exchange rate in cffect at the balance sheet date. Non-menetary items that are measured at historical
cost in a forcign currency are translated using the exchange rates in effect at the dates of the initial
transactions.

Leases
For operating leases, the lease payments {that is lime charter hires and bareboat hires) are

recorded as ordinary operating income, and charged to profit and loss on a straight-line basis over the
term of the relevant Jease,
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Property, plant and equipmeni

Rigs and equipment are stated at cost less accumulated depreciation. The cost of an asset
comprises its purchase price and any directly atiributable costs of bringing the asset to ks working
condition. In siwations where il can be clearly demonsiraied that expenditures have resulted in an
increase in the fuiure economic benefits expected 1o be obtained from the use of 1the asset beyond its
originally asscssed standurd of performance, the expenditures are capitalized as ap additional cost of
the asset.

Depreciation is calculated using the straight-line method for each asset. after taking into
account the estimated residual value, over its expected useful life. Components of fixed assets with
different economic useful lives are depreciated over their respective useful lives. The expected wseful
lives of the asscls are as follows:

Rigs 30 years*
Equipmeni and components of rigs 15-30 year*®
Office cquipment. cars, elg. 3-10 years

* Certain clements. such as cosls recognized in connection with major classification/
dry-docking, have shorter useful lives and are depreciated over shorter periods.

Docking expenses are regarded as a separate part of the rig value and are classified as
depreciation, with a different depreciation period than the rig.

Newbuilding contracts include payments made under the contracts, capitalized interest and
other costs directly associaled with the newbuilding program. Capitalized value is reclassified from
rigs under construction to rigs vpon delivery from the vard, which is when the asset is considered
available for its intended use and depreciation commences.

The residual values and useful lives of the assets are reviewed and adjusted if appropriate at
cach balance sheet date.

Impairment of assets

All assels are reviewed for impairment whenever evemts or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable and @t least on an annual basis.
Whenever the carrving amount of an asset cxceeds its recoverable amount, an impairment loss is
recognized. The recoverable amount is the higher of an assct’s net selling price and value in use, The
net selling price is the amount obtainable from the sale of an asset in an arm’s length transaction less
the costs of dispusal while value in use is the present valee of estimated future cash flows expected
to aris¢ from the continuing use of an asser and from its disposal at the end of its vseful life.
Recoverable amounis are estimated for individual assets or, if it is not possible, for the
cash-generating unit.

Impairment losses recognized in prior years are reversed and recorded in profit and loss when
there is an indication that previous impairment fosses recognized no longer exist or have decreased.

Financial assets

Under IAS 3WR). the Group classifies its invesuments inlo the following categories: at fair
value through profit or loss, Inans and receivables, held-to-maturity or available-for-sale depending
on the purpose for acquiring the investments as well as ongoing imentions. Financial assels are
recognized initiatly at fair value, and in the case of investments not at fair value through profit or
loss directly auributable transaction costs. All regular way purchases and sales of financial assels are
recognized on the rade date (that is. the date that the Group commils to purchase or sell the asset.)

Investments in shures are cither categorized as held-for-rading or available-for-sale. Financial

instruments that ave held with the intention of making a gain on short-term fluctuations in prices are
classified as financial asscts at fair value through profit and loss. Other Minancial instruments. with
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the exception of loans and receivables originally issued by the Group. are classified as
available-for-sale. Such investments are carried at fair value as observed in the market at the balance
sheet date. Fair value is determined by reference to published price quotations in an active market,

The derecognition of a financial instrument takes place when the Group no longer controls the
coniractual right that comprise the financial instrumcnt, which is normally the case when the
instrument is sold, or all the cash flows auributable o the instrument are passed through to an
independent third party.

The Group evaluates the designation of each financial asset at each financial year end.
Trade and other receivables

Trade receivables are recognized and carried a1 original invoice amount less an allowance for
any uncollectible amounts. Provision is made when there is objeclive evidence that the Group will
not be able to collect the debts. Bad debts are written oft when identified.
Cash, cash equivalents and cash flow statement

Cash represents cash on hand and deposits with banks that are repayable on demand.

Cash cquivalenis represent short-term. highly-liquid investments which are rcadily convertible
into known amounts of cash with original maturities of three months or less,

The cash flow statement is prepared using the indirect method.
Long-term interest-bearing debt

All borrowings are initally recognized m the fair value of the consideration received less
directly attributable transaction costs. Afier initial recognition, interest-bearing  borrowings are
subsequently measured at amortized cost using the effective interest method.

A financial lability is derecognized when the obligation under the liability is discharged,
cancelled of expires.

Where 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 maodified. such an
exchange or modification is treated as a derecognition of the original Hability and the rccognition of
a new liability, and the difference in the respective cartying amounts is recognized in profit or loss.

First yeur installments of long-term debt are classilied as current liabilities.

Borrowing cosls are capitalized and then amortized if they are dirccily atiribulable 10 the
acquisition, construction or production of a qualifying assct. Borrowing costs are capitalized umil the
assels are substantially ready for their intended use. If the resulting carrying amount of the asset
cxeeeds its recoverable amount. an impairment loss is recorded. Other borrowing costs are recognized
as an expense when incurred.
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Provisions

Provisions are recognized when the Group has o present obligation (legal or constructlive) as o
result of a past event, it is probable that an outflow of resources embodying economic benefits will
be reguired to settle the obligation and a reliable estimate can be made of the amount of the
obligation. Where the Group expects some or all of a provision to be reimbursed, for example under
an insurance coniract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain, The expense relating 10 any provision iy recognized through profil
and loss et of any reimbursement. If the effect of the time value of money is material. provisions
are discounted using a current pre-tax rate that reflects, where appropriate, the risks specific to the
liability. Where discounling is used. the increase in the provision due to the passage of ume is
recognized as a borrowing cost.

Pension and other post-employment beneflits

The present value of the pension liabilities under defined benefit pension plans has been
calculated based on actuarial principles. The present value of the pension plan liabilitics and assets is
recorded net and classified as either long-term liabilities or long-term assets. The change in net
pension liabilitics is expensed in the profit and loss account as personnel cxpenscs. The effect of
changes in cstimates. change in pension plans and actuarial gains and losses are recognized as
income or expense over the average remaining service period.

Net pension expenses include the present value of pension carnings for the period. interest
expense on pension obligations incurred, expected return on the pension funds and the amortized
effect of changes in estimates and plans.

Share-based transactions

Employees receive remuneration in the form of sharc-based payment transactions. whereby
employees render services in exchange for share appreciation rights with cash settlement,

The cost of the share-based incentive plan is measured, at cach balance sheet date. by
reference 1o the fair value at the date which they are gromed. The fair value is determined by an
¢xternal valuer using an option pricing model (Black & Scholes). The cost of the sharcbhased payment
is recognized, together with a corresponding accrual. over the vesting period. The cumulative expense
recognized for equity scttled transaction at each reporting date until the vesting date reflects the
extent to which the vesting period has expired and the best available estimate of the number of
equity instruments that will ultimately vest.

Taxes

Income tax payable for the current and prior periods is measured at the amount expected (o be
paid 10 Lhe 1axation authorities. The tax rates and tax laws used to compute the amount are thosc that
are enacted or substantively enacted by the balance sheet date.

Deferred income tax is provided using the liability method on temporary differences al the
balance sheet date between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred tax liabilitics arc recognized for all taxable temporary differences. Deferred tax assets
wre recognized for all deductible temporary differences 1o the extent that it is probable that taxable
profits will he avaitable against which the deduciible temporary difference can be otilized.

Deferred income lax assels and liabilities are measured ot the tax ries that are expecied 10
apply to the year when the asset is realized or the habiliy is setiled. based on tax rates (and tax

laws} that have becn cnacted or substantively enacted at the balance sheet date.

Income tax relating to ilems recognized directly in equity is recognized in equity and not in
the profit and toss statememt.
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Deferred tax assets and deferred tax liabilities arc offset, if a legally enforceable right exists to
sct off current tax assets against current tax liabilities and the deferred taxes relate to the same
texable entity and the same 1axation authorny.

Segment information

Segment information is prepared in conformity with the accounting policies adopted for the
Group’s consolidated financial stalements, There have not been any iransactions between the
segments,
Changes in accounting puolicies

The Group has applied the following IFRSs and revised [ASs as from Januvary 1, 2006:
IAS 19 ~ Emplovee Benefits

The Group adopted the amendments o TAS 19 in 2006, As a resull. additional disclosures are
made providing information about trends in the assets and liabilities in the defined benefit plans and
the assomptions underlving the components of the defined benefit cost, This change has resulted in
additional disclosures being included for the years ended December 31, 2006 and 2005, but has nol
had a recognition or measurcment impact. as the Group has chosen not to apply the new option
offered to recognize actuarial gains and losses outside of the income statement.
HFRIC 4 - Determing Wheither an Arrangement Conrains a Leuse

The Group adopted IFRIC 4 in 2006, which requires the determination of whether an
arrangement contains a lease to be based on the substance of the wrrangement. This change in
accounting policy has not had any impact on the Group as of December 31. 2006 and 2005,

Changes in IFRS that may affect the Group after December 31, 2006

The Group will apply IFRS 7 - Financial [nstruments: Disclosures, in 2007, The application of
this new standard will result in additional disclosures on financial instruments.

The IASB has published IFRS 8 — Operating Segments, which requires 1o present segment
information as it is reviewed by the chief operating decision maker. The Group will apply IFRS 8 in
2009.

BUSINESS COMBINATIONS

On November 16, 2000. Awilco Offshore increased it's investment in the voting shares of OffRig

Drilling ASA (OFRD) from 43.2% to 69.2%, gaining control of OFRD. At December 31, 2006, Awilco
Offshore’s investment in OFRD was 89.4%.

On Yanuary 8, 2007. Awilco Offshore, having rcached an ownership of the voting sharcs of OFRD of

91.2%. announced plans lo initiate a compulsory acquisition of the remaiing outstanding shares of OFRD
in accordance with the regulations of the Norwegian Public Limited Companics Act § 4-25,
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The fair value of identifiable assets and liabilities of OFRD as of the date of acquisilion and the
corresponding carrying amounts immediately before the acquisition were:

Fair value
recognized on Carrying

In USD thousands acquisition value
Semi submersible drilling rigs 293,674 192.454
Other assets 113.792 113,762
Cash and cash equivalents 25,080 25,080

432,546 331.326
Minorily interests (28171 -
Financial Habilittes (199,446) {195,546)
Other labilities (6,345} (6,345)
Deferred income tax lability (27,250) -

(233.041) (201,891}
Net assets 178.334 129,435
In USD thousands
Cost
AWO shares issued this year 90.848
Consideration paid in prior year 70,723
Cash paid this year 16.763
Total £78.334
Cash outflow on acquisition
Net cash acquired with the subsidiary 25.080
Cash paid (16,763)
Net cash outflew 8,317

Since the valuation of the assets and liabilities of OFRD is still in process, the above values are
determined provisionally.

If the combination had 1aken place at the beginning of the year, the net loss for the Group would
have been USDI,108 thousand and revenoe would have remained USD70,519 thousand.

The Group’s share of profit since the acquisition date included in Profit and loss was USD263
thousand,

4 SEGMENT INFORMATION

The primary segment reporting format is business segments, since the Group’s risks and rates of
return are affected predonvinantly by differences in the products and services offered. Sccondary information
is reported geographically. The operating businesses are organized and managed separately according to the
nature of the products and services provided, with gach segment representing a strategic business unit thal
offers different products.

The segment for accommodition rigs comprises of two units, Port Rigmar and Port Reval. These

units are two of only four units in the world that are approved for work on the Norwegian Conlinental
Shelf.
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The scgments for jack-up drilling rigs comtains two delivered nigs, five contracted rigs and one

option.
The segments Tor semi submersible rigs contains two contracted rigs and two options.
There have not been any transactions between the segments,

Segment information 2006

Semi
Accommodation Jack-up  submersible
En USD thousands rigs rigs  drilling rigs Other Total
Opcrating revenue 61,829 8.496 - 193 70,519
Operating expenses {25,795) {2,187) - - (27.982)
Depreciation (7.639) {2,234) £3) (75) (9,952)
Administrative expenses (410) (3,]84)\ (790 (8,243) (12.626)
Share of loss from joint
venlure - {7.070) - - (7,070
Share of loss from associates - - - (53) {(53)
Operating profit/(loss) 27,985 {6,178) {793) (8.178) 12,835
Assels 73.983 523.908 343,145 287 941.323
Segment trade and other
payables'" 4,249 476 532,491 17,164 74,380
Mortguge debt (incl. | yvear
installment) £2.905 2t1.164 199,975 98,167 592 211
Investments 4816 321.108 49,189 135 375,246
Investments in joint venture - (5.055) - - (5,053)
Segment information 2005
Semi
Jack-up  submersible
Accommodsation drilling drilling
In USD thousands rigs rigs Rigs Other Total
Operating revenue 42.048 - - 34 42,082
Operating expenses (21,5331) - - - (21.551H
Depreciution {7,172) - - (52) (7.223)
Administrazive expenses {422) {344) - (5.565) 16.830)
Share of loss from joint
venture - (1.073) - - (1,073)
Operating profit/(loss) 12,904 (1,916) - {5.583) 5405
Assets 76,807 205.037 - 248 282.091
Segment trade and other
payables'" 3.897 400 - 7,839 12,155
Morigage debt (including one
year installment)®’ 71.429 52,166 - - 123.565
Investments 8,773 183.016 - 2949 192.090
Investment in joint venture - 2.649 - - 2049

(1) Includes USDS5.8 million and USDS5.6 million payable 10 Awileo AS for 2006 and 2005,
respectively, Awilce AS is the major sharcholder of Awilco Offshore ASA and is a wholly

owned subsidiary of the Anders Withelmsen group.

(2} Relates 10 project financing related o the accommodution- and jack-up rigs, respectively. See

asole 18 for further information.
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Segment information by geographic area

The geographical split of operating income refers 1o which continental shelf the rigs were
employed during the reponing period. As the rigs are moveable they may be cmployed in differem
jurisdictions during a rcporting peried. Therefore, depreciation is not split by gecgraphical area. The
same applics for administrative expenses, fixed assets and investments.

Segment information 2006

Saudi Other,
In USD thousands UK Neorway Arabia unallocated Total
Operating revenue 21.463 40.367 8.496 193 70,519
Operaling expenses {9.285) (16.510) {(035) (1.251) (27,982)
12,178 23,857 1,562 (1.058) 42,537
Depreciation (9.952) (9.9527)
Administrative expenses (12.626) (12.626)
Share of loss from joim
venture (7,070 (7.070)
Share of loss from associales (33) {53)
Operating profit/(loss) 12,178 23.857 7.562 (30.760) 12,835
Segment information 2005
Saudi Other
In USD thousands UK Norway Arabia unallocated Total
Operating revenue 11,976 30,072 - 34 42,082
Operating expenses (4.893) (16.657) - — {21,551)
7.082 13,415 - 34 20,531
Deprecialion (7.223) (7.223)
Administrative cxpenscs (6.830) (6.830)
Share of loss from joint
venture (1,073 (1.073)
Operating profit/(loss) 7,082 13.415 - (15.092) 5.405
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5

SPECIFICATION OF REVENUE AND EXPENSES

In USD thousands

Rig operating expenses
Crewing expenses
Maintenance and stores
Spare parts and repairments
Damages

Insurance

Other operating expense

Total

General and administrative expenses
Emptoyee benefits expense®®)
Management fees from related partic
Other adminisirative expenses

o2

Total

(1)  See note 12, Employee benefits expense. (or further details.

(2)  See note 25, Related parties. for further details.

2006 2005
15,578 £1,370
1,789 2,134
2.435 3,256
250 -
1.735 1,070
6,196 3,720
27,982 21,551
7,298 3,961
1,449 505
3,880 1,364
12.626 6,830

Fees to the Group’s auditors are included in general and administrative expenses. The amounts for
2006 and 2005 are shown below:

In USD thousands

Audit fees (excloding VAT)

Audit related fees (excluding VAT)
Tax related fees

Other

Total

In USD thousands

Interest expense

Bank loans

Senior unsecured bonds
Other loans

Related parties

her

Total

—H-58 -

2006 2005
128 21

22 62

14 -

21 -

186 83
2006 2005
4,504 4,292
8,194 -
315 -

9 484

31 -
13,054 4,776
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6 PROPERTY. PLANT & EQUIPMENT

Jack-up Semi submer-

Accom-  Jack-up drilling  sible drilling
modation drilling rigsunder rigs under

In USD thousands rigs rigs consiruction constriaction  Other Total
Acquisition cost at January 1,

2005 86,606 - 22,07 - - 108,627
Newbuilding. upgrades and

reconstruclion 8.775 - 183.016 - 299 192,690
Acquisition cost al December

31, 2005 95,381 - 205,037 - 299 3007
Newbuilding. upgrades and

reconstriciion 4,816 - 321,145 49,139 135 375,246
Transfer from under

construction - 258,629 (258.629) - - -
Acquisition of a subsidiary - - - 293.674 285 293,959
Disposals - - - - {29) (29)
Acquisition cost at December

31, 2006 100,197 258,629 267.513 342 863 691 969893
Accumulated depreciation ai

January 1. 2003 11,403 - - - - 11,403
Depreciation 7,172 - - - 52 7.223
Aceumulated depreciation at

December 31, 2005 18,574 - - - 52 18,626
Depreciation 7,639 2,234 - - 79 9,952
Disposal of assets - - - - 9) {9
Accumulated depreciation at

December 31, 2006 26,214 2.234 - - 122 28,570
Net carrying amount
At December 31, 2006 73,983 256,395 267.513 342 863 569 941,323
At December 31, 26{5 76,807 - 205037 - 248 282.091
Specification of

capitalization during 2006
Installments to shipyards - - 294,893 - - 204893
Acquisitions, reconstruction,

capitalized costs 4,816 - 21.273 342,863 421 369.373
Capitalized borrowing costs - - 4,939 - - 4.939
Transfer from under

construction - 258629 {258.629) - - -
Total capitalized during the

year 4816  258.629 62.476 342,863 421 669,205
Specification of

capitalization during 20035
Installments (o shipyards - - 170.395 - - 170,395
Acquisilions, reconstruction.

capitalized costs 8.775 - 7.122 - 299 16,196
Capitalized borrowing costs - - 5.499 — - 5,499
Total capitalized during the

year 8,775 - 183,016 - 299 192,090
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Assets are depreciated on a straight-line basis over their expected lives as follows:

Rigs 30 years*
Equipment, components of the rigs 10-30 years*
Office equipment. cars, eic. 3-10 years

*  Certain components, such as cosis recognized in connection with major classification/dry-docking.
have shorter useful lives.

As of December 31, 2006. the Group had entered into five newbuilding contracts to build jack-up
drilling rigs. Three contracts are with the PPL yard and the remaining two contracts are with the Keppel
yard. Further, the Company had two semi submersible drilling rigs under construction at the Yantai Raffles
Shipyard in China. The capitalized amounts on all newbuilding contracts include the installments paid to the
vards according o the construction contracts, initial project costs, project management costs, capitalized
borrowing costs und other cosis directly associated with the newbuilding program.

Estimated delivered cosl for the contracted jack-up rigs, including yard contract prices. newbuilding
supervision. owner furnished equipment. spares, financing and other project expenses. are specified as

follows:
Contracted jack-up rigs Yard Delivery Delivered cost
WilSuperior PPL 2Q07 USDm 130
WilBoss Keppeld 4007 USDm 134
WilForce PPL 4Q07 USDm 144
WilSecker PPRL 2Q08 USDm 143
WilStrike Keppel 2Q09 USDm 163
WilCorfidenee'"? PPL 2Q09 USDm 149

{1}  Opuon excercised in March 2007.

Contracted semi submersible rigs Yard Delivery BDelivered cost
WilPioneer Yumai Raffles 2008 USDm 331
Willnnovator Yantai Raflles 4Q08 USDm 355
WilPromoter'" Yantai Raffles 40Q09 USDm 365

(1Y Option exercised in January 2007,

The delivered costs for the semi submersible drilling rigs include contract prices with the yard and
the drilling package, project- and supervison costs and finance costs during construction.

Modification costs for Willnnovator and WilPromoter in connection with the Hydro contract on Troll

are not included in the numbers above., The cost is expected to be approximately USD30 million per rig.
These cost will be paid by Hydro. cither through an increased duy rate or as a lump sum,
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7. INVESTMENT IN SUBSIDIARIES

The consolidated financial statements include the financial statements of Awilco Offshore ASA and
its subsidiaries listed in the following table:

Included in

consolidated

financial

Country of Ownership statements

Subsidiary incorporation interest from
Port Rigmar AS Norway 100% 2005
Awilco Sea Beds AS Norway 100% 2005
Wilhelmsen 011 & Gas AS Narway 100% 2005
Awilco Sea Beds ! AS Norway 100% 2005
Wilpower AS Norway 100% 2005
Wilcralt AS Norway 100% 2005
Awilco Drilling Lid Bermuda 100% 2005
Wilsuperior Lad Bermuda 100% 2005
Wilforce Lid Bermuda 100% 2005
Wilpower Ltd Bermuda 100% 2005
Wilcran Lad Bermuda 100%% 2005
Wilseeker Lid Bermuda 100% 2006
Wilstrike Lid Bermuda 100% 2006
Wilboss Lid Bermuda 100% 2006
AWO Rig Holding AS Norway 160% 2006
Wilconfidence Pte Lid Singaporc 100% 2006
OffRig Drilting ASA Narway 89% 2006

8. INVESTMENT IN JOINT VENTURE

In Junc 2005, Awilco Offshore ASA and Sinvest ASA established a jointly owned cntity, Premium
Drilling, to manage the operation of the companies’ fleet of jack-up drilling rigs. The joint vewure is
accounted for using the equity method.

Premium Drilling 15 a privale emtity that is not listed on any public exchange. Therefore, no
published quotation price for the fair value of the investment is available. The reportiing date of Premium
Drilling follows the calendar year,

Name Country of incorporation Ownership interest

Premium Drilling AS Norway 50%

- I1-61 -




APPENDIX II  FINANCIAL INFORMATION OF THE TARGET GROUP

The effective share of the assets. liabilities, revenucs and expenses of the jointly controlied entity at
December 31, are as follows:

In USD thousands 2006 2005
Operating revenue 2109 -
Operating cxpenses (9150 (1.101)
Net financial items (39) 28
Loss before tax (7.070) (1,073)
Taxes - -
Net losst?? (7.070) (1.073)
Non-current assets 549 51
Current assets 4,665 2,357
Total assets 5.214 2,408
Net cquity (5.055) 2.049
Non-current liabilities 4.691 -
Current liabilities 5.578 359
Towl Liabilities 10,269 359
Total ¢quity and liabilities 5.214 2,408

The negative carrying value at December 3t 2006 is ¢lassified as an other non-current liability.

The Group has no further capital commitments in relation (o its ownership interest in Premium
Drilling AS.

th) Includes share-based payment expense of USD 4,379 thousand and USD 227 thousand, for
2006 and 2005, respectively.

9. ASSOCIATES

On November 16, 2006. Awilco Ofishore increased it's investment in OffRig Drilling ASA (OFRD)
to 6Y.2%, gaining control of the company. As a consequence, OFRD is treated as a subsidiary and is no
tonger considered an associate. See note 3. Business combinations, describing the acquisition of OFRD for
turther details.

Below is the Caompany’s share ol profit until control was obtained in OFRD:

in USD thousands 2006 2005

U
-
|

Share of loss in associate
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10, FINANCIAL INVESTMENTS

2006 2005
Forward agreements'"? - 73,987
Short-term investments'® 82,818 -
Other 430 _
Total 83,248 73,987

(1)  On December 30, 2005, Awilco Offshore entered into an agreement to acquire approximately
38% of OfRig Drilling ASA (formerly Offshore Rig Services ASA,OFRD) for NOK 26 per
share. The transaction was completed in Januvary 2006. Because the acquistion was not
finalized at December 31, 2003, the investment was recorded as a forward agreement, in
accordance with 1AS 39, and classified as a current asset. The asswned fair value at December
31, 2005 is deemed to be equal to the agreed acquisition price. In addition, no share of profit
has been recorded for the year. At Pecember 31, 2006, Awilco Offshore ownership in OFRD

was 89.4%. See note 3, Business combinations, for further details.

(2)  Consist of investunents in highly rated commercial paper, which is valued at market value.

It. INVESTMENT IN SHARES

In August 2005, the Group acquired approximately 20% of the shares in Petrojuck ASA. Because
Awilco Offshore does nol have representation on the board of Petrojack ASA. it does not have significant
influence. Therefore. the invesument is classified as an avuilable-lor-sale investment and fair value

adjustments are recorded to directly to equity. Fair value equals the listed price at year end.

Awilco Oifshore and Sinvest ASA own approximately 36% of the shares in Petrojack ASA. The

companies have an agreement 10 cooperate on their investments in Petrojack ASA.

In USD thousands, unless otherwise indicated 2006 2005
Ownership interest 18.5% 19.8%
Share investment at cost 27.832 27,832
Value adjusiment 12.549 11.419
Net carrying amount 40,381 39.252
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12.  EMPLOYEE BENEFITS EXPENSE
In USD thousands
Salaries and social security tax
Bonuses

Pension costs, defined bencfit/contribution plan
Expense of share-based payments

Total

Number of employees (at December 31)

2006 2005
1.613 7490
1,043 783
363 247
4,279 2,141
7.298 3.961
5 5

Awilco Offshore has an cmployee share incentive plan for senior management. Under the incentive
plan, management is granted share appreciation rights where the enployees are entitled 10 a cash payment
cquivalent to the gain that would have arisen from a holding of a particular number of sharcs from the dae
of the grant to the dale of exercise. The share appreciation rights are vested over four years from the date

of grant.

The fair value of the share appreciation rights has been estimated using the Black & Scholes option

pricing model.
Fair value at December 31, 2006

In UST) thousands, unless otherwise indicated

Share
appreciation
Grant date rights  Vested
Febroary 1. 250,000  February 1, 2006
2003
February |1, 250,000  February 1, 2007
2005
February 1, 250.000  February 1, 2008
2005
Febroary 1, 250.000  February 1, 2009
2005

1,000,000

Fair value
1.880
1.880
1,880

1,880

7518

Vesting %
100.0%
95.8%
63.8%

47.9%

Foreign exchange effect

Fair value a1 December 31, 2006

- [-64 -
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Fair value at December 31, 2005

In USD thousands, unless otherwise indicaicd

Share
appreciation
Grant date rights  Vested Fair value  Vesting% Cost'"
February 1. 250,000  February 1. 2006 940 91.2% 1.028
2005
February 1, 250,000  February 1. 2007 240 45.6% 514
2005
February 1, 250,000  February 1. 2008 940 30.4% 343
2005
February I, 250,000 February 1, 2000 940 22.8% 257
2005
1,000,000 1759 2.14]

Foreign exchange effect 1103)

Fair value at December 31, 2005 2,038
I ————

{1} includes social security lax

Assumptions 2006 2005
Dividend yield 0% 0%
Expected volatility 48 4% 41.1%
Risk free interest rate 33% 33%
Expected life of options 2.09 3.09
Sirike price NOK 20.00 NOK 20.0
Spot price at the end of year NOK 65.00 NOK 42.4

13 PENSIONS

Awilco Offshore has set up a defined benefit scheme with a life insurance company to provide
peasion benefits Tor its employees. The scheme provides entitlement to benefits based on future service
from the commencement date of the scheme. These benefits are principally dependent on an employee’s
pension qualilying period. salary at retirement age and the size of benefits from the National Insurance
Scheme. Full retirement pension will amount to approximately 70% of the scheme pensiongualifying
income. The scheme also includes entitlement to disability, spouses and children’s pensions. The retirement
age under the scheme is 67 years.

Awilco Offshore may at any time make changes to the terms and conditions of the pension scheme
wnd will inform the employees of any such changes. The benefits accruing under the scheme are funded
obligations.

All pension schemes arc catculated in accordance with [AS 19, When the accumubated effect of
changes in estimates, changes in assumptions and deviations from actuarial assumptions cxceed 10% of the
higher of pension benefits obligations and pension plan assets. (the excess is recognrized over the cstimated
average remaining service period,

~ 1165 -
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The amounts recognized are determined as follows:
In USD thousands 2006 2005

Pension cost

Service cost 213 91
Interest cost 111 57
Estimated return on plan asscts {87 {33)
Amortization of actuarial gain/loss, past service cost 92 116
Net pension cost 329 231
Social security tax 33 16
Total 363 247

Benefit asset/(obligation)

Benefin obligation (3,561) (2.281)
Plan assets 1.756 1,165
Funded status (1,804) {1.H8)
Social security tax (254) (157}
Unamortized actuarial loss/gain, past service cost 1,722 1,090
Net obligation (337 (183}

Movements in the benefit asset/(liability) during the year

Benefit asset/(obligation} per opening balance (183) -
Benelit expense (363) (247)
Contribations 224 64
Foreign exchange differences (15 -
Bencfit asset/(obligation) per ending balance 337 (183)

Assumptions

Estimated return on plan assets 5.40% 5.50%
Discount rate 4.35% 4.50%
Salary increase 4.50% 3.30%
Increase of national Insurance Basic Amount {G) 4.25% 3.30%
Rate of pension increase 4.25% 3.30%
VYoluntary resignations 0.40% 1.74%
Social security tax 14.10% 14.10%

The Company employed the offshore group of the Anders Wilhelmsen group, in this context the
Company assumed the obligations and benefits under the penston scheme already established by previous
employer. The past service cosl is amortized over the remaining service period.

Actual return on plan asset was USD 21 thousand for the year 2005,
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Analysis of the plan assets

The defined benefit scheme is financed through an insurance contract with Storebrand

Livsforsikring AS. The asset allocation at December 31 is set out below:

Debt instruments

Equity instrumcnts
Moncy market and similar
Property

Totul

INCOME TAX

In USD thousands
Current income fax
Current mcome tax charge

Adjustiments 10 previous yeusrs

Deferred income tax

Relating to origination and reversal of temporary differences

Income 1ax benefit/{expense)

2006 2005
59% 57%
27% 27%

3% 6%
115 10%

100% 100%

2006 2005
- (4.576)
- 227

1,787 3916

1,787 433)

Reconciliation of toial income tax expense during the year to the income tax expense at the statstory

income tax rake applicable in Norway:

Profit/(toss) before tax

Tax at Norway's statotory income Lax rale of 28%

Non-deductible expenses
Adjustiment 1o previous years
Income tax expense/{benefit}

Tax effect charged to equity is as follows;
Tax effect of share issue costs

Deferred income 1ax at December 31 relates to the following:

Deferred tax assets

Accrued liabilities, other provisions
Investments

Other temporary differences

Tax losses carried forward
Deferred tax assels

Deferred tax liabilities

Fixed assets

Other temporary differences {untaxed reserves)
Deferred tax liahilities

Net deferred income tax liability

- 11I-67 -

(3.419) 2,34i
(957) 656
(829) 4

- (227)
(1,787) 433
(177 (435)
2.135 622
2.631 286
496 2,696
5934 1,857
11,196 5.461
(38,893) (238)
- {9.106)
(38.893) {9.343)
(27,697) (3.882)




APPENDIX I FINANCIAL INFORMATION OF THE TARGET GROUP

In USD thousands 2006 2005

Delerred tax cost

Deferred tax. opening balance 3,882 (6,294)
Adjustments (o previous yearsfiranslation adjustments - 1,504
Deferred 1ax from acquisitions/recorded 10 equity (25,602} -
Deferred 1ax, ending balance 27.697 (3.882)
Deferred tax expense/(benefit) (1.787) 3,916

The accommodation rigs have been organized under the Norwegian tonnage tax regime since the
acquisition date of the rigs. In 2005, the tax law was amended such that with effect from fiscal year 2006,
the accommodation rigs will no longer qualify for the tonnage tax regime. The Group will not be in
position to benefu from the deferred taxation allowed under the new income tax regime. Coasequeniy,
deferred tax on historical operating profits from the accommodation units will eventually become payable,
The amended 1ax regulution s reflected in the deferred tax provision recorded in the balance sheet.

The tax losses carried forward are available indefinitely to offset against future taxable profits. A
deferred tax assct has been recognized in respect of these tax losses as the may be used to offset taxable
profits by group contribution in the Norwegian tax group.

15 CASH AND CASH EQUIVALENTS

The Group's cash and cash equivalenis are denominated in the folfowing currencies as ol December 3i:

In USD thousands 2006 2005
US Dollar 22.970 25,524
Norwegian kroner 44,675 10,145
Other currencics 26 84
Total cash and cash equivalents 67.741 35,753

Restricted cash and cash equivalents
Tax withheld from employecs 901 71

Cash deposited in banks carns interest ot floating rates based on daily bank deposit rates,

As of December 3. 2006 and 2003, the Group had unused credit facilities of USD 402.7 million and
USD 179.8 million, respectively.

In September 2006. the credii facility limit with Nordea Bank wus increased from USD 410 million
to USD 669 milion. with substantially the same terms.

16 TRADE RECEIVABLES, PREPAYMENTS AND OTHER RECEIVABLES

In USD thousands 2006 2005
Reccivables from trade customers 19.919 10,531
Receivables from related parties 9 -
Prepayments 11.245 925
Ohher receivables 933 15§
Total 32,106 11,607

Trade receivables are non-interest bearing and are gencrally due on 30 days terms.
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INTEREST-BEARING DEBT

Effective
In USD thousands, unless otherwise indicated interest rate % 2006 2005
Current
Current portion of long-term debt Libor + 1.5% 25.158 11,440
Total current 25.158 11,440
Non-current
Bank borrowing no | Libor + 2.25% - 52,920
Bank borrowing no 2 Libor + 1.5% 246,017 39.235
Senior unsecured bonds 9.75% 98.167 -
Second security priority bonds 9.75% 199,975 -
Eksportfinans 32% 22.894 -
Total non-current 567,052 112,155
Security
Accommodation rigs pledped 73933 76.807
Jack-up contracts pledged 523,908 205,037
Semi submersible contracis pledged 342.863 -
Net book value of pledged assets 940,754 281.843
Maturity non-current borrowings
Later than one year and not later than four years 263.852 57.396
Five years and later 305,723 54,759

569,576 112,155

Borrowing loan no 2

On September 11, 2006, the revolving credit and term loan facility agreement, with a syndicate
of financial institwtions and with Nordea Bank Norge ASA as lead arranger and agent, was amended
from USD 410 millicn 10 USD 669 million, with generully the same terms. In addition, the facilty
was expanded 10 include additional group companies relating to the newbuilding juck-up drilling rigs
program. The borrowing is securily by morigages on the Group's accomodation rigs and jack-up
drilling rigs. Net carrying value of these assets are specified above,

Senior unsecured bond notes

In February 2006, the Group issued USD 100 million bond notes. The notes are unsecured,
have a five year bullet maturity and carry a fixed coupon rate og 9.75%. The bonds are flexible in
that they (1) have no change of coatrol provisions; and (2) allow lor a possible demerger of ihe
Group in connection with possible future corporate transactions. which is pre-approved by the bond
holders.
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Second security priority bond notes

In April 2006, OfiRig Drilling ASA issued USD 200 million five vear bond notes, with a
second securily priority mortgage in the construction contracts relating to semi submersible rigs no |
and no 2. The company incurred debt issuance costs of USD 4.5 million, which are capitalized and
amortized as a component of intgrest expense over the term of the notes. The notes are shown net of
issue costs in the balance sheet.

The company has an option 10 repurchase the notes at a premium on certain conditions during
the life of the notes. The option is considered a derivative financial instrument and has been valued
at USD 4.2 million, using a Monte Carlo option simulation model, Any fulure changes in value of the
repurchase opuion will be recognized in the profi and loss statement. The loan s presented net of the
value of the option in the balance sheel.

Eksportfinans

In August 2006. Awilco Offshore entered into o USD 28.6 million loan agrcement with
Ekspertfinans, the Norwegian Export Credit Agency. The loan was granted based on the Company’s
extensive use of Norwegian supplicrs in the construction of the jack-up drilling rig, WilPower, In
return, the loan provides a favorable fixed interest rate of 3.2%. The loan is to be repaid in
semi-annual installiments beginning six months after the loan date.

Proceeds from the loan, in the amount of USD 28.6 million. are deposited in an accoum with
the agent bank. DnB NOR. and serve a security for the loan. The amount is classified a loan pledge
in the balance sheet.

COMMITMENTS AND CONTINGENCIES

Capital commitments coniracted for al the batance sheet date, but not recognized in the financiat

statements are as follows:

Rigs under construction

Delivered Remaining
Jack-up drilling rigs Yard Delivery cost  expenditures
WilSuperiar PPL 2007 USDm 130 usbm 52
WilBoss Keppel 4Q07 USDm 134 USDin 59
WilForce PPL 4Q07 USDm t44 USDm 183
WilSeeker PPL 2Q08 USDm 143 Usbm 107
WilSurike Keppel 2009 USDm 163 USDm 131
WilConfidence " PPL 2009 USDm 149 USDm 149
(13 Option excercised in March 2007,
Contracl Remaining
Semi submersible drilling rigs Yard Delivery price expenditures
Yantai
WilPioneer Raffles 2008 USbm 285 USDm 157
Yaniai
Willnaovator Ratfles 4008 USDim 3033 USDm 229
Yantai
WilPromoter ' Raffles 4009 USbm 3138 USDm293

(Y Option exercised in January 2007,
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Operating lease commi{ments — Group as lessor

The Group has entered into time charter and bare boat leases on several jack-up drilling rigs
and the accommodation rigs. These leases have an average tife of between one and five years.

Future minimwn rentals receivable under operating leases as of December 31 arc as follows:

Within one year
After one year but not more than five years
More than five ycars

Total

OTHER LIABILITIES
In USD thousands

Share-based payment ‘!

J ive inv noioi L ML)
I\egame mvestment in joint venture

Total

(1) Sec note 12. Employec benefits cxpense, for further details.
(2)  See note 8. Investment in joint venture, for funther details.
TRADE AND OTHER PAYABLES

In USD thousands

Accrucd intercst

Trade payables

Payables to related parties
Other

Total

PROVISIONS

The Group has not recorded any contingent liabilitics as of

respectively.

- H-71 -

2006

193,900
282,200

476,100
e erw—

2006 2005
6,593 2,038
5.055 -
11,648 2.038

2006 2005
8,983 1.062
47,911 39
5,302 5.330
11.683 5,724
74,379 12,155

December 31, 2006 and 2005,



APPENDIX II  FINANCIAL INFORMATION OF THE TARGET GROUP

22 SHARES AND SHAREHOLDERS
The Compuany’s twenty largest shareholders at March 9, 2007: Shares Ownership
Awilco AS 56,625.630 37.90%
UBS AS. London Branch S/A IPB Segragated C (NOM) 15.356,000 10.28%
Folketrygdetondet 4,795,300 3.21%
JB Margan Chase Bank Clients Treaty Accou (NOM) 4,534,103 3.03%
Dcutsche Bank {Suiss) 3.429.761 2.30%
Aweco Holding AS 3,300.000 221%
SIS Sepa Interscttle Agcoumt 2 {NOM) 2,102,498 1.41%
Orkla ASA 2,050.100 1.37%
Qdin Oilshore Odin Forvaltning AS 2.000,172 1.34%
Verdipapirtond QOdin 1,988,787 1.33%
Skandinaviska Enskil (Publ) Oslo filialen 1.850.000 1.24G:
Citibank, N.A. General UK Res.-Trea (NOM) 1,782,220 1.15%
Golden Sachs Intern Equity Nontreaty Cus (NOM) 1.525.620 1.02%
Lehman Brothers Inc. EBOC-customer Segreg (NOM) 1,393,500 (1.93%
J.P. Morgan Bank Lux S/A Luxembourg Mutua (NOM) 1,357.680 0.91%
Clearstream Bunking CID Dept. Frankfurt (NOM) 1,192,740 0.80%
Watrizm AS 1,100.000 0.74%%
Miami AS 950,000 0.64%
Bank 2 £95.000 0.60%
Commerzbank AG 5/A Cominvest 890.000 0.60%
Tolal twenty largest shareholders 109.049,511 72.98%%
Other sharcholders 40,365,976 27.02%
Total number of shares '® 149,415,487 100.00%
Awilco AS and Aweco Holding AS are associuled companies and together hold 40.11% of the
Company.
Shares owned by board members and senior management as of December 31, Number of
2006: Shares

Sigurd E Thorvildsen, Chairman of the Board -
Arnc Alexander Wilhelmsen, Director 2 3.300.000

Jarle Roth, Director -
Marianne H. Blvstad. Director 5 2.310.896
Tor Bergstrom. Director -
Henrik Fougner, CEQ 5.000

(1) Includes an issuance of 663,314 shares in February 2007,
t2)  Equals the shareholding for Aweco Holding AS, a holding company controlling approximaiely
60.6% of the main shareholder Awilco AS. Mr. Ame Alexander Wilhelmsen owns 32.9% of

Awceco Holding AS.

{3)  Equals the totsl sharcholdings for Spencer Trading, Inc. and Spencer Finance Corp. These twao
compunies are owned by Mrs. Blystad and her family.
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ISSUED CAPITAL AND RESERVES

Issued capital

In USD thousands, unless otherwise indicated

Share issue. January and February 2005

Share issue, February 2005
Share issue, May 2005

Share issue, August 2005
Share issue. December 2005 'V
Share issue costs, net

Reclassification of paid in premium to other equity

Balance at December 31, 2005

Adjustment to share premium
Share issuc. April 2006
Share issue, November 2006
Share i1ssue costs. net

Balance at Brecember 31, 2006

Number of Share Paid-in
Shares capital premium
61,133,350 94,051 9,402
50,000,000 §0.000 80,000
3,000,000 4,724 5,669
4,396,983 6.924 16,549
11,747,547 17.356 55,538
- (4.323)
- (82,852)
130,277,880 203.056 79,983
- - (153)
9.500.000 15,323 70,484
8.974,293 13,946 69.730
- (1,622)
148,752,173 232,324 218,423

All issued shares have a par value of NOK 10 and are of equal rights. Awilco Offshore ASA is
incorporated in Norway and the share capital is denominated in NOK. In the table above, the share
capital and paid-in premium is translated to USD at the foreign exchange rate in effect at the time of

cach share issue.

(1Y The share issue was resolved by a Board of Directors” meeting held on December 27. 2004,
and was registered with the Register of Business Enterprises in January 2006,

Other reserves

In USD thousands

Other reserves, opening balance

Revaluation on available for sale
investments

Currency translation adjustments

Other reserves at December 31,
2005

Revaluation on available for sale
myvestments
Adjustment to group value, OFRD

Other reserves at December 31,
2006

Available Adjustment
for sale to group
investments, Translation value, Total other
revaluations  adjustments OFRD reserves
11.419 - - 419
- (5.722) — (5,722)
11,419 {5,722) - 3.698
1.129 - - 1.129
- - (3.264) {3.264)
12,549 {5.722) {3,264) 3.563
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24 EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net profit lor the year aunbutable to ordinary
equity holders by the weighted average number of ordinary shares outstanding during the year.

Diloted carnings per share amounts are calculated by dividing the net profit atiributable to ordinary
cquity holders of the parent (after deducting interest on the convertible non-cumulative redeemable
preference shares) by the weighted average number of ordinary shares omtstanding during the vear plus the
weighted average number of ordinary shares that would be issued on the conversion of all dilulive potential
ordinary shares 1o ordinary shares.

The Group has no dilutive polential ordinary shares at the moment. Therefore, diluted earnings per
share is the same as basic carnings per share,

In USD thousands, unless otherwise indicated 2006 2005
Net profit attributable to equity holders of the paremt (1.664) 1,908
Number of shares outstanding 148,752.173 130.277,880
Weighted average number of ordinary shares outstanding 134.370,096 107,351.317
Basic and diluted earnings per share {0.01) 0.02

25 RELATED PARTIES

In the normal course of its business. Awilco Offshore enters inte a number of transactions with
refated parties. The Group purchases certain adminstrative and management services {such as, budgeting,
reporting, accounting, legul, cic.} from Anders Wilhelmsen group. which is a major sharcholder through its
wholly owned subsidiary Awilco AS. Duce to increasing activity, the management fee with Anders
Wilhelmsen group is currently under review,

All wransactions with related parties have been made on an arms length basis and are settled on a
regular basis. The wable below provides the total amount of wansactions, which have been entered into with
related parties for the relevant financiol year. Sales and purchases from related parties relate to services
rendered under the above mentioned management agreements,

Amaounts Amounts

In USD thousands, unless Sales 10 Purchascs from owed by owed to

otherwise indicated Year  related parties  related parties  related parties  related parties
Anders Wilhelmsen group

(including Awilco AS) 2006 190 1,449 9 5,802

Premium Drilling AS 2006 - - 173 -
Anders Withelmsen group

tincluding Awilco AS) 2005 17 1,503 - 5.330
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Entity with signilicant influence over the Group:

Awilco AS. which is a wholly owned subsidiary in the Anders Wilhelinsen group. owned

38.07% and 45.6% of the shares in Awilco Offshore ASA as of December 31, 2006 and 20053,
respectively.

In USD thousands, unless otherwise indicated 2006 2005
Compensation of key management personnel of the Group
Salaries and social security tax 1,613 790
Bonuses 1.043 783
Pension costs 363 247
Share-based payment 4,279 2.141
Total 7.298 3.961
Remuneration to the board of directors:
Sigurd E. Thorvildsen (Chairman of the Board) 'V’ - -
Other board members ‘1 62 59
Total 62 59
Expensed remuneration to the CEO:
Salary 239 205
Bonus 312 222
Other salary reluted expenses 30 23
Pension premium expense 56 41
Total 638 490
Share-hased payment (acerual of 30,000 share

appreciation rights) 1,284 6il

The Group has nrot issued any foans or security for loans (o board members or execulive
employees. The CEO has no contractual right to termination payments on voluntary termination of
employment, In the case of forced termination, the CEQ is entitled to a maximum of }2 months of
salary. The CEO has been awarded 300.000 share appreciation rights. which are valued using share
option pricing models. The Group incurred expense of USD 1,284 thousand and USD 611 thousand
relating to the CEOs share appreciation rights for the years 20006 and 2005, respectively.,

()

Mr. Thorvildsen, Mr. Wilhclmsen and Mr. Bergsirom are employees of Anders
Wilhelmsen group. the indirect main shareholder in Awilco Offshore ASA. They do not
receive compensation directly from Awilco Offshore ASA. Instead, they are compensated
by Anders Wilhelmsen group. which charges a management fec to Awilco Offshore ASA
retated to their services rendered as board members of Awilco Offshore ASA.

Due 1o Mr. Thorvildsen's extensive cngagement as Chairman. the Board is considering 10
include him in the company’s share inceative plan.
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MINORITY INTERESTS

The percentage of shuares owned by minoritics and their relmed share of net profit (loss) in the

subsidiaries of the Group 2006 and 2005. are as tollows:

27

In USD thousands, unless otherwise indicated 2006 2005
Company

OffRig Drilling ASA 1% 0%
Altributable 1o minority interests 3i -

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Set out below is a comparision by catagory of carrying amounts and fair vatue of all of the Group's

financial instruments that are carried in the financial statements;

Carrying amount Fair value

In USD thousands 2006 2005 2006 2005
Financial assets

Cash 67.741 35.753 67,741 35.753
Invesiment in shares 40,381 39,252 40.381 36,252
Loan pledge 28.617 - 28.617 -
Short-term investments 82818 - 82.818 -
Financial Tiabilities

Bank borrowing no | - 52920 -~ 52,920
Bank borrowing no 2 265.452 39,235 265452 59.235
Senior unsecured bonds 98,167 - 100.250 -
Second priority. secured bonds 199,975 - 205,000 -
Eksportfinans 28.617 - 28.617 -

Awilco Offshore operates internationally and in a capits] intensive industry. The Group is exposed o

interest rate risk. foreign currcncy risk, credit risk and liguidity.

Interest rate risk

The Group's interest-bearing debt totalled USD 594 734 thousand and USD 123,595 thousand
at December 31, 2006 and 20035, respectively, of which all was USD denominated. The average
interest rate in 2006 and 2005 was 8.4% and 5.6%, respectively. Awilco Otfshore will evaluate the
proportion of interest-rate hedging in relation to the repayment profile of its loans, the Group's
portfolio of contriacts and cash flow.,

Foreign currency risk

From January 2006, Awilco Offshore is compiling its accounts in USD. In normal operations,
the Group will have a currency exposure to GBP. NOK, EUR aad SGD. The majority of the Group's
revenues and operating costs are in USD.

The rigs owned by the Group are valued. traded und linanced in USD. Invesiments such as the
upgrading of rigs will be primarily in USD. To the extent that such investments are denominated in
currencies other than USD the cash flow will normally be hedged with the atd of currency forward
CONLACLS.

Credit risk

The Group trades only with recognized. crediiworthy third parties.
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Liquidity risk

Prudeni liquidity risk management implies maintaining sufficient cash and/or marketable
securities. the availability of funding through an adequate amount of committed credit facilities. and
the ability to close out market positions. Due to the dynamic naure of the underlying businesses. the
Company aims 10 maintain flexibility in funding by keeping committed credit lines available.
EVENTS AFTER THE BALANCE SHEET DATE
Compulsory Acquisition of OffRig Drilling ASA (OFRD)

In January 2007, a compulsory acquisition of the remaining owistanding sharcs was initiated,
resulting in OFRD becoming o wholly owned subsidiary of Awilco Offshore.

Option for semi submersible drilling rig no. 3 exercised

In January 2007, Awilco Offshore exercised an option with Yantai Raffles Shipyard in China to
build the Company’s third semi submersible drilling rig. The rig will be built 1o meet the
requirements for operating an the Norwegian Continental Shelf. The rig is cxpected to be delivered in
the fourth guarter of 2009, and has a delivered cost of approximately USD 365 million,
Opticon for jack-up drilling rig no. 8 exercised

In March 2006, Awilco Offshore exercised an option with the PPL Shipyard in Singapore to

build a 375 foot jack-up drilling rig with a drilling depth of 30.000 fect. The rig is to be delivered
during the second guarter of 2009, and has a budgeted delivered cost of USD 149 million.
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(B) UNAUDITED FINANCIAL STATEMENTS

The following are the unaudited financial statements of the Target Group for the three
months ended 31 March 2008 extracted from the published unaudited financial information
of the Target Group for the three months ended 31 March 2008.

UPDATE

. In January Awilco Offshore took delivery of its fourth high specification jack-up
drilling rig. WilBoss. The rig was delivered from KeppelFELS Shipyard in
Singapore on schedule and within budget. WilBoss started working for Premier
Oil Vietnam Offshore B.V. early March. The rig is on a 6 month contract offshore
Vieltnam.

] In March Awilco Offshore took delivery of its fifth high specification jack-up
drilling rig, WilForce. from PPL Shipyard in Singapore. The rig has received a
Notice of Tender Award from Repsol Exploration Murzuq S.A for an estimated
period of 5 months. The contract valve is approximately MUSD 30 plus
mobilization cost. The operational preparations are completed and as of mid-May
the rig is being prepared for mobilization to Repsol mid-May for its work
offshore Libya. Operation is scheduled to commence during third quarter 2008.

e In January Awilco Offshore signed a MUSD 335.6 loan agreement for its third
semi rig WilPromoter. The loan agreement 1s with Citibank, Eksportfinans/GIEK
and The Export-Import Bank of China. With the signing of this loan agreement,
all the 13 rigs Awilco Offshore has in operation or under construction are
financed.

RESULTS
Main Figures First Quarter 208

At the end of March 2008 Awilco Offshore had 6 rigs in operation. By 2010,
when the current building program is completed. 13 units will be in operation,

Revenue

Total revenues for the quarter were MUSID 87.4. Operating revenues, excluding
reimbursable revenues and other income were MUSD 79.7 of which MUSD 57.2 was
retated to the jack-up drilling rigs and MUSD 22.5 was related the to accommodation
units. This is an increase of MUSD 4.7 compared to Q4 2007. which relates to WilBoss
starting operations early March 2008.

Operating expenses
As of Q1 2008. management fee 1o Premium Drilling, build-up cost for rigs in

operation, and preoperational cost for the semi submersibles are included under rig
operaling expense and not as administrative expenses as in previous quarters.
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Rig operating expenses in the quarter were MUSD 29.1. MUSD 17.9 was related
to the jack-up drilling rigs, MUSD 9.1 was related to the accommodation units and
MUSD 2.1 was pre-operational cost for the semi submersible rigs. Rig operating cost
for the jack-up drilling rigs includes MUSD 2.3 in management fees to Premium
Drilling and MUSD 1.5 in other build-up cost.

Rig operating cost for the accommodation units includes MUSD 0.7 in project
cost for Port Rigmar which is paid by ConocoPhillips.

Compared to Q4 2007, rig operating cost increased with MUSD 8.5,
Approximately MUSD 5.9 of the increase relates to reclassification of cost from
administrative expenses and MUSD 2.6 relaies to increased operating cost from the two
new jack-up rigs that were delivered in January and March 2008.

Total administrative expenses in the quarter amounted to MUSD 3.6 including
share-based payments which reduced expenses by MUSD 1.2. Adjusted for share-based
payments, non recurring cost in Q4 2007 and cost reclassification. total administrative
expenses during the quarter increased with MUSD 1.1 compared to the previous
quarter.

EBITDA and net results

Operating profit before depreciation and amortization (EBITDA) was MUSD 49.8.
EBITDA excluding non-cash elements was MUSD 48.6, due to effect from share-based
payments.

Net financial items show an expense of MUSD 13.6.

Profit before tax was MUSD 28.0 and net profit was MUSD 20.7. Earnings per
share was USD 0.14.

Dalance Sheet
As of 31 March 2008, total assets were MUSD 1.979.

Awilco Offshore had MUSD 57.0 in cush and cash equivalents at the end of the
first quarter.

Actual interest-bearing debt at the end of the quarter was MUSD 1,346, of which
MUSD 398 was related to three outstanding bonds and the remaining part was related
to bank debt. The Company’s outstanding bond debt consists of a MUSD 200 bond
which is secured against the two first semis and two unsecured corporate bonds; one
MUSD 100 bond and one MNOK 500 bond.

During the first quarter MUSD 119.2 was invested in the jack-ups under

construction and MUSD 87.4 in the semi submersibles rigs under construction.
Investment in the accommodation rigs in the quarter was MUSD 3.8.
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For an overview of esumated delivered cost for the drilling rigs. see table la and
Ib.

SEGMENTS
Jack-up drilling rigs

As of 31 March. three jack-up drilling rigs were under construction. The rigs are
being built in Singapore at PPL Shipyard and Keppel FELS. The construction of the
rigs is progressing well. and is based upon fixed price contracts. The next jack-up rig
io be delivered is WilSeeker from PPL and the scheduled delivery is Q3 2008. The last
two jack-up rigs to be delivered, WilStrike and WilConfidence, are scheduled for
delivery in Q2 2009 from Keppel and PPL, respectively.

Awilco Offshore took delivery of WilForce, the third jack-up drilling rig from
PPL. on 19 March 2007. WilForce is expected to depart Singapore early June.

The estimated delivered costs in Table 1a include contract price with the yard, site
supervision, pipe-handling equipment, spare parts and finance costs during construction.

Table lu

Estimated
Scheduled delivered  Next
Name Yard W, depth D, depth delivery cost milestone
Contracted rigs
WilPower PPL 375ft  30,000ft DELIVERED
WilCraft Keppel 400ft  30.000ft DELIVERED
WilSuperior PPL 375t 30,000ft  DELIVERED
WilBoss Keppel 400ft  30,000ft DELIVERED
WilForce PPL 375t 30,000ft DELIVERED
WilSeeker PPL 3750t 30,000ft Q308  USD i43m  Llegs erection,
Q208
WilStrike Keppel 4000t 30,000ft Q209  USD 163m  Undocking,
Q308
WilConfidence PPL 375t 30.000f. Q209  USD 149m  Installation of
legs, Q308

WilPower is on a five year bareboat charter with Arabian Drilling Company for
drilling offshore Saudi Arabia. This contraet runs until August 2011.

WilCraft is in operation for Peak Group Asia Pacific offshore Western Australia

and is now drilling its 13th well. The Operator has exercised 3 of its 11 options and
the firm part of the program is now expected to be until August 2008,
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WilSuperior commenced its operations for Thang Long Joint Operating Company
in September 2007. The rig is operating offshore Vietnam on a firm contract until
around September 2008.

WilBoss commenced its operations early March 2008. The rig is on a 6 months
contract with Premier Qil in Vietnam. The firm period of the contract is expected to
employ WilBoss through to October 2008.

WilForce received a Notice of Tender Award from Repsol Exploration Murzug
S.A. for an estimated 5 month drilling program offshore Libya. Following preparations
for operations and final outfitting, the rig will be mobilized to Mediterranean. Start-up
of operations is expected in Q3 2008. From mid-May the rig will receive compensation
during preparation and mobilization.

Semi submersible drilling rigs

Three semi submersible drilling rigs are on order at Yantat Raffles Shipyard
(YRS) in China. The building of the main deck for Willnnovator and WilPromoter has
been owmtsourced by Yantat Raffles to the Dopco yard in Dalian. Awilco Offshore has a
site team at both yards and they continue to work closely with the yards® teams.
Currently the site teams count 55 people in total, 40 at YRS and 15 at Dopco. This
number will increase as the commissioning of WilPioneer progresses.

The construction of the semi submersible rigs is regulated vwnder two different
fixed-priced contracts:

- One contract with National Oilwell (NOV) for the construction and
commissioning of the drilling package. The drilling package is built in
Norway and transported to Yantai when completed.

- One contract with Yantai Raffles for the engineering, construction and
overall commissioning of the rig. The yard has hired a Korean specialist
firm, NVMO, to do the commissioning.

Under the Yantai Raftles contract, the rigs are built in blocks before being
assembled. A total of 70 blocks per rig is being built, of which 44 is for the deck box
and 26 for the hull (pontoons, columns, bracings).

WilPiotneer

All blocks for the deck box, pontoons and columns are completed and to be
erected by carly June, the outfitting continues in parallel. Equipment installation and
completion of the main deck is most efficiently carried out at ground level prior to
mating. On 18 April YRS did a 20.000 ton test-lift with its Gantry crane lifting a barge
filled with water. The barge was successtully lifted and the technical machinery of the
crane worked as expected. In comparison the main deck of WilPioneer will weigh
12.500 tons.
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The updated project plan presented by YRS 10 Awilco Offshore tn February 2008
as a scheduled delivery for WilPioneer at the end of Q4 2008. Currently the yard is
somewhat behind this plan. In order to reach the planned delivery date, the yard and
the AWO site team are working on compensating actions.

The NOV manufactured drilling package is completed. and arrived safely in China
last summer. All other main equipment has also arrived at the yard, and the equipment
is being installed on the rig.

Awilco Offshore publishes photos of the construction progress bi-weekly on its
web site Wwww,awo.no.

WilPioneer has a contract with BP for drilling at the Skarv field. The contract’s
commencement window is during Q2 2009. The contract length with BP is based on
the firm drilling program at Skarv for 16-18 wells. with an estimated duration of 3
years, with options for maximum 2 more years.

Willnnovator

The pontoons and columns are under construction at YRS, while the construction
of the main deck has been outsourced by YRS to the Dopco yard in Dalian. After
completion, the main deck will be transported to YRS for mating and final
commissioning of the rig. Lately, additional space for production of the blocks for
Willnnovator has been freed up due to production progress on WiiPioneer,

Yantai Raffles presented an updated project ptan in February 2008 with scheduled
delivery Q2 2009,

The NOV drilling package is completed and arrived at Yantai early April. Tt was
successtully unloaded from the ship and is safely stored until installation on the rig.

Both Willnnovator and WilPromoter have 8 year contracts with StatoilHydro on
the Troll field. Startup under these contracts is scheduled to be between early summer
and autumne 2009 and 2010 respectively. StatoilHydro has options to extend the
contracts for up to a further § years.

WilPromoter
The steel cutting for WilPromoter started mid-March 2008, The construction and
outfitting of the main deck will be done at Dopco. The construction of the NOV

drilling package is well under way at Nymo, The scheduled delivery of the rig is Q4
2009.
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Opiion for rig no. 4

Awtilco Offshore has an option with YRS to build a fourth semi submersible rig.
This option can be exercised until November 2008. The Company has already secured
a fourth drilling package and certain other long lead items. The scheduled delivery for
this rig will be 33 months after the option is declared.

Option for rig no. 5

Awilco Offshore also has an option to build a fifth semi submersible drilling rig
at YRS. The option can be exercised until the end of December 2008. The scheduled
delivery for this rig will be 33 months after the option 1s declared.

The estimated delivered costs for the semi submersibles in the table below include
contract prices with yard and the drilling package, projects and supervision cost and

finance cost during construction.

Table 16

Estimated

Station Yariable Scheduled delivered
Name Yard W. depth  Keeping Deck load  Delivery cost
Contracted rigs
WilPioneer YRS 2.500ft  D.P/Anchors 4.000 mt Q408 USD 345m
Willnnovator* YRS 2,500ft  D.P/Anchors 4,000 mt Q209 USD 370m
WilPromoter* YRS 2,500ft  D.P/Anchors 4,000 mt Q409  USD 370m
Option
YRS option 4¥* YRS Decl. by Nov. 2008
YRS option 5 YRS Decl. by Dec. 2008
* Modification cost in connection with the StatoitHydro contracts at Troll is not included in the

numbers. The cost is expected 10 be approximately MUSD 30 per rnig and will be pad by
SiatoilHydro, either through an incrcased day rate or as a lump sum.

**  The contract for a fourth drilling package and certain other long lead items has been signed.

The scheduled delivery for WilPioneer and Willnnovator is based on the updated
project plan received from YRS in February 2008.

Accommodation rigs

Awilco Offshore owns two out of four accommodation units approved for working
on the Norwegian Continental Shelf (NCS).
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Port Rigmar

Port Rigmar, the only jack-up umt capable of and approved for working on the
Norwegian continental shelf, is employed by ConocoPhillips for work on the Ekofisk
Field il October 2009. The unit has a total bed capacity of 326 whereof 194 is in
single bed cabins. During 2007 the unit underwent substantial modifications and
upgrading, preparing the unit for continued operations on Ekofisk. ConocoPhillips
holds an option to extend the unit’s employment contract at Ekofisk.

Port Reval

Port Reval is a moored semi submersible unit with a total bed capacity of 358, of
which the majority (262) is in single bed cabins. The unit is employed by
ConocoPhillips on the Eldfisk Field NCS on a firm contract until May 2009.

Organization

Awileo Offshore currently employs about 140 people of which about 50 % are
contractors. The number of employees i1s growing as the preparation for operating the
semi submersible rigs in the North Sea is progressing.

At the end of first quarter, Premivm Drilling had 381 employees. The increase is
due to the additional rigs that have come into operation since the beginning of the year.

PROSPECTS
Jack-up

The market for high specilfication jack-up drilling units is expected to remain at
strong levels. With the oil price at historic levels the demand for drilling services will
have strong underlying support. Most of the jack-up markels continue to enjoy close to
full utilization. the US Gulf of Mexico is still the exception.

With an ever increasing workload, mainly driven by the high number of floater
newbuild contracts, the shipyards have limited capacity. This leads to increased
replacement cost and longer delivery time from the yards.

We continue to see that newbuild units secure contracts in an active market. The
efficiency and technical capabilities of Awilco Offshore’s modern fleet of high
specification drilling jack-up rigs, together with Premium Drilling’s acknowledged
operational experience, means the Company is well placed to continue bencfiting from
the strength of the market.
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Semi submersible

The market for semi submersible drilling rigs remains strong within all segments
and all regions. An increasing number of arcas are now contracting rigs for start-up in
2010 and forward. This drives the rates upwards and increases the pressure on yards.
equipment suppliers, and personnel.

The mid-water segment continues to be strong on the Norwegian continental shelf
with recent fixtures above USD 450.000 /day for 3 year contracts. Recenl international
fixtures in the mid-water segment are strong, with rates around USD 350.000/ day for
3 year contracts. Awilco Offshore is still the only drilling operator with a newbuiliding
program in the mid-water segment. Several oil companies are showing interest in the
two optional rigs Awilco Offshore has at Yantai Raffles Shipyard both for work on the
Norwegian continental shelf and internationally.

Accommodation

The North Sea accommodation market remains tight and the 2009 season is
expected to be exceptionally busy. Several tenders are being circulated and we expect
all available units to be fully employed. Rate levels are on the rise, and high rates have
been seen for short contracts, The supply side is only marginally increasing; hence we
expect the tight market to continue for North Sea 1ype accommodation units.

Oslo, May 26, 2008
The Board of Directors of Awilco Offshore ASA
Compuany background

Awileo Offshore was incorporated in January 2005. Awilco Offshore was listed on
the Oslo Swock Exchange in May 2005, Awilco Offshore has offices in Norway and
Singapore.

Awileo Offshore and Aban are joint owners of the operational company Premium
Drilling. The company is well accepted by major oil companies as a preferred drilling
contractor, and recruitment of kev personnel is on schedule. Premium Drilling has
offices in Houston, Singapore, Australia, India, Brunei, UAE and Malavsia. See
www.prentiumdrilling.com.

WitPower the first drilling rig under construction, was delivered from PPL in mid
2006. WilCraft was delivered from Keppel FELS in December 2006, WilSuperior was
defivered from PPL in July 2007. WilBoss was delivered from Keppel FELS in January
2008. WilForce was delivered from PPL in Murch 2008.

The total nummber of owrstanding shares of Awilco Offshore is ar the date of this
report is 149415487

WwWw.awo. no
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Forward Looking Statements

This Operating and Financial Review contains certain forward-looking statements
that involve risks and uncertaintics. Forward-looking statements are sometimes. but not
always, identified by such phrases as “will”, “expects”, “is expected to”. “should™.
“may”, “is likely to”, “intends” and “behieves”. These forward-looking statements
reflect current views with respect to future events and are, by their nature, subject to
significant risks and uncertainties because they relate to events and depend on
circumstances that will occur in the future. These statements are based on varicus
assumptions, many of which are based. in turn, upon further assumptions, including
Awilco Offshore’s examination of historical operating trends. There are a number of
factors that could cause actual results and developments 1o differ materially from those
expressed or implied by these forward-looking statements, including the competitive
nature of the offshore drilling industry, oil and gas prices, technological developments,
government regulations, changes in economical conditions or political events, inability
of the Company to obtain financing on favorable terms. changes of the spending plan
of our customers, changes in the Company’s operating expenses including crew wages,
imsurance, dry-docking, repairs and maintenance, failure of shipyards to comply with
delivery schedules on a timely basis and other important factors mentioned from time
to time m our reports filed with the Oslo Stock Exchange.
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Condensed income statement

in USD thousands, except earnings per share Q12008 Q1 2607* 2007*
Contract revenue 79.694 22,386 189,802
Reimbursables 5,239 - 11,470
Other 2.469 - 2,252
87.402 22,386 203,524
Rig operating expenses 29,112 13,029 76,359
Reimbursables 4,947 - 10,651
General and administrative expenses 3.550 3.894 20,546
Depreciation 8,192 4,896 23,107
Share of loss from joint venture 1 706 2,517
45,803 22,524 133,179
Operating profit/(loss) 41,599 (137) 70,345
Interest income 630 1,965 2,269
Interest expense (8.108) (5,827) (24,392)
Other financial items {6.153) (700) (12,168)
Net financial items (13.631) {4,561 (34.291)
Profit before tax 27,968 {(4.699) 36,054
Tax bencfit/(expense) (7.272) 1,253 (9,876)
Net profit/{loss) 20,697 (3.446) 26,178
Attributable to minority interests - - 1
Attributable to shareholders of the parent 20,697 (3.446) 25,801
Basic and diluted earnings per share (.14 (0.02) 0.18
* Managemem fecs to Premiwm Drilling. other build up cost and pre operational cost for the semi

submersibles are now presented as part of rig operating expenses. Previously these expenses were
presented as parl of general and adminstrative expenses. The expenses have been reclassed from
general and administrative expenses to rig operating expenses for 1Q 2007 and 2007 for comparison
purposes.
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Condensed balance sheet

in USD thousands 31.03.2008 31.03.2007 31.12.2007
Rigs and equipment 1,776,651 995.699 1,574,395
Goodwill - 1.877 -
Available-for-sale financial assets 35,099 39.724 39,456
Loan pledge 14,309 25.855 17,170
Other non-current assets 6.674 168 4,682

56.081 67,624 61,308
Financial investments 5.944 33,733 5.931
Other current assets 83,700 56,676 75.671
Cash and cash equivalents 57,042 34914 35,372

146,686 125.323 116,974
Total assets 1,979,418 1.188.646 1,752,677
Paid in capital 457,419 457.419 457,419
Other equity 50,393 (635) 27,448
Revaluation reserves 7,266 11.892 11,623
Minority interests 10 - 10

515.088 468,676 496,500

Deferred tax liability 30.971 26,660 30,495
Long-term interest-bearing debt 1.346.398 619,994 1,126,673
Other non-current liabihities 17.520 13,704 18,063

1.394.890 660,358  1,175.231

Current portion of long-term debt 5,723 35.277 5.723
Income taxes payable 6,296 - 5,473
Other current liabilites 57,420 24.336 69.750

09.440 539.613 80,946
Total equity and liabilities 1,979,418 1.188.646 1,752,677
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Condensed cash flow statement
in USD thousands

Cash flow from (used in) operating activities
Cash flow from (used in) investing activities
Cash flow from (used in) financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of the
period

Cash and cash equivaients at end of the period

Condensed statement of changes in equity
in USD thousands

Attributible to equity holders of the parent,
opening balance

Equity contributions

Revaluation reserve

Other equity/translation adjustments

Net profit (loss) during the period

Acquisition of minority interest in OFRD

Attributible to equity holders of the parent,
ending balance
Minority interests

Total equity

Share capital details
Average number of shares during the period
Total number of shares at end of the period

Q1 2008 QI 2007 2007
12,392 (62.353) 14,856
(210.448)  (33.078)  (579.684)
219.726 62.604 532,459
21670  (32,827) (32,370)
35,372 67,741 67,741
57,042 34,914 35,372
31.03.2008  31.03.2007  31.12.2007
496,491 466.107 487,309

- 6.672 6.672

(4.357) (657) (926)
2,248 - 957
20,697 (3,446) 26,178

. - (23.699)

515.078 468,676 496,491

10 - 9

515,088 468,676 496,500
149.415.487 149,356,526 149.400,949
i49.415.487 149,415,487 149.415,487
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1. BASIS OF PREPARATION

The unaudited condensed interim financial report is in compliance with 1AS 34 — Interim Financial
Reporting.

Significant accounting policies
The accounting policies used in the preparation of the interim financial statements are consistent with
those used in the annual audited financial statcments for the year ended December 31. 2007. This interim

report should be read in conjunciion with the audited 2007 financial statements, which include a full
description of the Group's significant accounting policies.

2. RIGS, MACHINERY AND EQUIPMENT

Semi
Jack-up submersible
drilling rigs drilling rigs
Accommeodation Jack-vp under under
in USD thousands rigs drilling rigs consiruction censlruclion Other Total
Acquisition cost at
December 31, 2006 0197 258,629 261513 342863 691 969.893
Newbuilding. upgrades
and recanstruction 2977 S.081 269914 334,463 680 636,175
Fransfer from under
construction - 134,062 (134,062) - - -
Acquisition cost al
Becember 31, 2007 143.174 400.771 403425 671,326 137t 1.626.068
Newhuilding. upgrades
and reconstruction 3397 N 119,196 87428 157 210,461
Transfer {rom under
construction - 140.22] (140.221) - - -
Acquisition ¢os at
Masch 31, 2008 14597 540.865 382401 764,754 1,539 1,836,523
Accumulated
depreciation a1
December 3t 2006 26,214 LT - - 122 28.510
Depreciation 4371 117 - - 201 23116
Accumulated
deprectation at
December 31, 2007 35.383 15.978 - - 30 $1.683
Depreciation 3,363 1.75 - - 73 §.192
Accumulated
depreciation at
March 31, 2008 38,748 20,732 - - 395 $9.876
Net carrving amount:
Al March 31. 2008 195.223 534133 182,401 764.754 1144 1.776.651
Al December 31, 2007 107.789 184793 403425 671.32% 1.060 1374394
At Deeember 31, 2006 73.983 256,305 261.513 342.863 369 941.323
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Estimated delivered costs for the contracted jack-up drilling rigs include contract price with the yard.
site supervision, pipe handling equipment. spare parts and borrowing costs during construction, are specified

as follows:

Jack-up drilling rigs

Contracted rigs
WilSceker
WilStrike
WilConfidence

Scheduled
Yard Belivery
PPL. Q308
Keppel Q209
PPL Q209

Estimated
Delivered
Cost

USD 143m
USD 163m
USD 149m

Estimated delivered costs for the contracied semi submersible drilling rigs include contract price with
the yard, drilling package. project and supervision costs and borrowing cosis during construction. are

specified as follows:

Seini submersible drilling rigs

Contracted rigs
WilPioneer

Willanovator
WilPromoter "

Option
YRS option ¥
YRS option

Scheduled
Yord Delivery
YRS Q408
YRS Q209
YRS Q409

YRS
YRS

Estimated
Delivered
Cost

USD 345m
USD 370m
USD 370m

(1) Modification costs in connection with the Hydro contracts on Trofl are not included in the
numbers. The cost is expected to be approximately USD 30 million per rig and will be paid by
Hydro. either through an increased day rate or as a lump sum.

(2)  Signed contract tor drilling package with National Qilwell Norway AS.

The scheduled delivery for WilPioncer and Willnnovator is based on the updated project plan

received from YRS in February 2008.

The first and second options for the potential construction of a forth and 1ifth semisubmersible
drilling rig have io be declared by November and December 2008, respectively.

3. INVESTMENT IN JOINT VENTURE

Awilco Offshore and Sinvest established a jointly controlled entity, Premium Drilling. 1o manage the
operations of the companies’ fleet of juck-up drilling rigs. Awilco Offshore’s 50% ownership in Premiom
Drilling is recorded using the equity method. The negative net carrying value is classified as an other

non-cutrrent liability,
in USD thousands
NBY per opening balance

Share of loss in joint venture
Translation adjustment

NBV per ending balunce
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4. INVESTMENT IN SHARES

Awilco Offshore owns 18.5% of the shares in Petrejack ASA The investmem is classified as an

availuble-for-sale investment and fair value adjustments are recorded directly 1o equity.

in USD thousands Q1 2008 Q1 2007 2007
Net carrying amount per opening balance 39.456 39,252 40,381

Fair value adjustment during the period (4,357) 5,394 (926)
Net carrying amount per ending balance 15,099 44,646 39,456

5. SHARE-BASED PAYMENT

Awilco Oftfshore has an employee share incentive plan for senior management. Under the incentive
plan. management is granted share appreciation rights where the employees are entitled 10 a cash payment
cquivalent o the gain that would have arisen from a holding of a particular number of shares from the date
of the grant to the date of ¢xcercise. The share appreciation rights are vested over four years from the date

of prant.

The fair value of the share appreciation rights has been estimated using the Black & Scholes option

pricing model.

in USD thousands Q1 2008 Q1 2007 2007
Fair value per opening balance 9,979 0,594 6.594
Expensed during the period (642) 815 2,319
Translation adjusiment 96 189 1.066
Fair value per ending balance 9.433 7,597 9.979

6. RELATED PARTY TRANSACTIONS

in the normal course of s business, Awilco Offshore enters into a number of transactions with

AWILHELMSEN, which is a major sharcholder through its wholly owned subsidiary Awilco AS.

Transactions with AWILHELMSEN are specified as follows:

in USD thousands Q1 2008 Q1
Sales 26
Purchases 383
Receivables -
Payables 3433
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SEGMENT INFORMATION

BUSINESS SEGMENTS

Q1 2008

in USD thousands

Contract services
Reimbursable
Other

Rig operating
expenses
Reimbursable
General and
administrative
cxpenscs
Depreciation
Share of loss from
joint venture

Operating profit (loss)

Assels

Interesi-bearing debt
(including current
portion}

Investmenis
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Semi

Accommodation Jack-up  submersible
rigs  drillings rigs  drillings rigs Other Total
21,484 57.210 - - 79.694
4,180 1.055 4 - 5.239
2.443 - - 26 2469
- - - - 87,402
9.100 17.913 2.100 - 29.112
4.174 774 - - 4,947
96 403 2,359 692 3.550
3.363 4,708 - 122 3192
- | - - i
16.732 23.798 4459 814 45,803
(16.732) (23.798) (4,459) (814) 41,599
108.223 902.534 764754 1.144 1.776.651
107.552 677.581 566,989 - 1.352.122
3.79 119.070 87.428 167 210,461




APPENDIX H  FINANCIAL INFORMATION OF THE TARGET GROUP

Q1 2007
Semi
Accommodation Jack-up submersible
in USD thousands rigs  drillings rigs  drillings rigs Other Total
Contract services 14.053 8.313 - 20 22,386
14,053 8.313 - 20 22,386

Rig operating

CXPEnses §.101 4928 - - 13.029
General and

administrative

EAPENSECS 123 634 1,590 1.546 3.893
Depreciation 2.009 2.856 i1 9 4.895
Share of loss from

joint venture - 706 - - 706

10,233 9.124 1,601 1.563 22,523
Operating prefit (loss) 3.820 {811) {1,601) (1.545) (137
Assels 74,355 544,204 376.885 256 995.699

[nteresi-bearing debt

(including current

portion) 85,885 270,983 200,201 98,202 655.2M
Tnvesiments 2,381 23,129 33.751 | 59,272
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2007

in USD thousands

Contract services
Reimbursable
QOther

Rig operating
cxpenses
Retmbursable
General and
admimistrative
expenses
Depreciation
Share of loss from
joint venture

Operating profit {loss)

Assels

Interest-bearing debt
{including current
portien)

Investments

Semi

Accommodation Jack-up submersible
rigs  drillings rigs  drillings rigs Other Total
67,226 122,576 - - 189,802
9.239 2,231 - 11,470
2,159 - 8 85 2,252
78,624 124,807 8 85 203,524
37136 39223 - - 76,359
3.787 1,864 - - 10,651
414 2 46{) 10.684 6.958 20,546
9.1 13,744 - 192 23007
- 2517 - - 2517
55,508 59838 10,684 7150 133.179
21116 64,969 (10,676) (7.064) 70,345
107,789 788.219 677.326 1,058 1,574.392
103,585 553,171 475.640 - 1.132.396
42977 278,055 334,463 650 656,175
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GEOGRAPHICAL SEGMENTS

Q1 2008
in USD Saudi Other,
thousands Norway Arabia Australia Vietnam  uvpallocated Total
Contract services 22484 6,211 22,797 28.202 - 19,694
Reimbursable 4.180 - 481 575 4 3.239
Other 2443 - - - 26 2.469
29.106 6,211 23.278 28.777 31 87.402
Rig operating
expenses 9.100 830 8.362 7.629 3191 29,112
Reimbursable 4.174 - 460 34 - 4.947
General and
administrative
expenses 3.550 3.550
Depreciation 8.093 8.093
Share of loss
from joint
vemure 99 99
] 45,802
Operating profit 41,599
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Q1 2007
in USD Saudi Other,
thousands UK Norway Arabia Australia  unallocated Total
Contract services 7,206 6,847 6,143 2,11 20 22.386
Reimbursable - - - - - -
Other -~ - - - - -
7,206 6.847 6,143 2171 20 22,386
Rig operating
expenses 5.483 2.618 576 2,821 1,532 13.029
Reimbursable - -
General and
admimstrative
expenses 3.894 3894
Depreciation 4.896 4,896
Share of loss
from joim
venture 706 706
22,523
Operating profit (137}
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2007
Suaadi Other.
in USD thousands UK Norway Arabia  Auvstralia Vietnam unalivcated Total
Contract services 17,295 49.931 29N 70028 27,637 - 139.802
Reimbursable 3475 5.764 - 1.873 356 - 11.470
Other 1.672 487 - - - 93 2.252
22,442 56.182 24.911 71,903 27,993 93 203.524
Rig operating
CXpenses 11.537 25.599 3.342 25416 6.484 3,981 76.359
Reimbursable 3160 5.627 - 1.724 140 - 10.651
General and
administrative
expenses 20.546 20,546
Depreciation 23.107 23.107
Share of loss from
joint venture 2517 2517
133.179
Operating profit 70.345
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APPENDIX 111 GENERAL INFORMATION

I,

RESPONSIBILITY STATEMENT

This Circular includes particulars given in compliance with the Listing Rules for the

purpose of giving information with regard to the Company. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in this
Circular and confirm, having made all reasonable enquiries, that to the best of their
knowledge and belief, there are no other facts the omission of which would make any
statement herein misteading.

2.

DISCLOSURE OF INTERESTS
(a) Directors’ interests and short position

As at the Latest Practicable Date, nene of the Directors, chief executive and
supervisors and their respective associates had registered an interest or short positions
in the shares of the Company or any of its associated corporations which would fall to
be notified to the Company, pursuant to Divisions 7 and 8 of Part XV of the SFO or
Section 352 of SFO, or as otherwise notified to the Company and the Stock Exchange
pursuant to the Madel Code for Securities Transactions by Directors of Listed Issuers.

{b) Particulars of Directors’ and supervisors’ Service Contracts

As at the Latest Practicable Date, no director or supervisor has a service contract
with the Company which is not determinable by the Company within one year without
payment of compensation, other than statutory compensation.

(¢} As at the Latest Practicable Date

(i) none of the Directors had any direct or indirect interest in any assets which
have been, since the date to which the latest published audited accounts of
the Group were made up, acquired or disposed of by, or leased to the
Company or any of its subsidiaries, or are proposed to be acquired or
disposed of by, or leased to, the Company or any of its subsidiaries; and

(i} none of the Directors was materially interested in any contract or
arrangement cntered into by the Company or any of its subsidiaries which
contract or arrangement is subsisting at the date of this Circular and which is
significant in relatien o the business of the Group.

(d) Directors’ interests in competing businesses
As at the Latest Practicable Date. in so far as the Directors are aware, none of the
Directors or their respective associates (as defined in the Listing Rules) had any

interest in a business which competes or likely to compete with the business of the
Group.

- -1 -
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3.  SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, according to the register of interests kept by the
Company under section 336 of the SFO and so far as is known to the Directors. the
following person and companies (other than the Directors or chief executive of the
Company) had, or were deemed or taken to have an interest or short position in the shares
and underlying shares of the Company which would fall to be disclosed to the Company
under the provisions of Divisions 2 and 3 of Part XV of the SFO, or, was. directly or
indirectly, interested in 10% or more of the nominal value of any class of share capital
carrving rights 1o vote in all circumstances at general meeting of any other member of the
Group or had any option in respect of such capital:

Approximate Approximate
percentage percentape

in the same of total

Capacity and Number and Class class of issued share

Name nature of interest of shares (Note a) shares capital

CNOOC Benelicial owner 2.460.468.000 (L) 83.11% 54.73%

Mirae Asset Global Investment manager 260.766.520 (L) 16.99% 5.80%
Investments (Hong H Shares

Kong) Limited

Commonwealth Bank Interest in controlled 107,214,000 (L)} 6.99% 2.39%
of Australia corporations H Shares

Halbis Capital [nvestment manager §7.926,000 (L} 5.72% 1.96%
Management (Hong H Shares

Kong) Limiled
Notes:

{a}  ~L” denoies Tong position,

Save as disclosed above, as at the Latest Practicable Date, as far as the Company is
aware of, there was no other person (other than any Director or the chief executive of the
Company) who had any interests or short positions in the shares or underlying shares of the
Company as recorded in the register required to be kept by the Company under Section 336
of the SFO.

Save as disclosed in this Circular. none of the Directors or proposed directors is a
director or employee of a company which has an interest in the Shares which would fall to
be disclosed under the provisions of Divisions 2 and 3 of Part XV of the SFO.

4. SERVICE CONTRACTS
As at the Latest Practicable Date, none of the Directors had any existing or proposed
service contract with the Company, or any of its subsidiaries, which is not expiring or

determinable within one yecar without payment of compensation (other than swatutory
compensation).
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5. MATERIAL CONTRACTS

As al the Latest Practicable Date, the following contracts (not being contracts entered
into in the ordinary course of business) have been entered into by members of the Group
within the two years preceding the date of this Circular which are or may be material:

(1} the Offer Agreement.
6. INTEREST IN ASSETS

As at the Latest Practicable Date, none of the Directors had any interest, direct or
indirect, in the promotion of. or in any assets which have been, within the wo years
immediately preceding the date of this Circular, acquired or disposed of by or leased to any
member of the Group.

7. LITIGATION

As at the Latest Practicable Date. no member of the Group was engaged in any
litigation or claim of material importance and, so far as the Directors were aware, no
litigation or claims of material importance were pending or threatened by or against any
member of the Group.

8. MATERIAL ADVERSE CHANGE

Save as disclosed in this Circular, the Directors are not aware of any material adverse
change in the financial or trading position of the Group since 31 December 2007, the date o0
which the Jatest published audited accounts of the Company were made up.

9. GENERAL

{a) The company secretary of the Company is Chen Weidong, holder of Master of
Business Administration. Peking University.

{b) Since the announcement muade by the Company on 30 September 2004, the
Company has not been successful in recruiting a suitable candidate for the
position of Qualified Accountant as required by Rule 3.24 of the Listing Rules.
Notwithstanding that no Qualified Accountant has been appointed, the accounting
personnel of the Company possess appropriate accounting qualifications in the
PRC and the Company has an internal audit department, which is assisted by the
external auditor of the Company. which conduct periedical audits on the
operations of the Company to ensure that the financial reporting standards and the
internal contro} measures of the Company are met.
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(c)

(d)

The principle share register and transfer office of the Company is Computershare
Hong Kong Investor Services Limited at Shops 1712-1716. 17/F, Hopewell
Centre, 183 Queen’s Road East, Wanchai. Hong Kong,

The English text of this Circular will prevail over the Chinese text.

10. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection during normal business
hours at the office of the Company at 65/F, Bank of China Tower, I Garden Road. Hong
Kong on any weekday (except public holidays) vp to and including 5 August 2008:

(a)

(b)

(c)

(d)

{e)

the Announcement and the Pre-offer Announcement;
the Articles of Association of the Company;

the annual reports of the Company for the years ended 31 December 2006 and 31
December 2007;

the material contracts referred to in paragraph 5 above; and

this Circular.
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NOTICE OF EXTRAORDINARY GENERAL MEETING

COSL

o jig ith B S5 B% {53 H PR 2 B

China Qilfield Services Limited

{(Incorporated in the People’s Republic of China as « joint stock limited liability company)

(Stock code: 2883)

NOTICE IS HEREBY GIVEN that an Extraordinary General Meeting of the
shareholders of China Qilfield Services Limited (the “Company™} will be held at 2:30 p.m.
on Tuesday, 26 August 2008 at Room 504, CNOOC Building, No. 25 Chaoyangmenbei
Dajie. Dongcheng District. Beijing, PRC, the People’s Republic of China. for the purpose of
considering and, if thought fit, passing the following resolution of the Company:

SPECIAL RESOLUTION

“THAT

(a)

(b)

the making of the recommended veluntiary cash tender offer by COSL Norwegian
AS, an indirect wholly-owned subsidiary of the Company, to acquire all issued
and outstanding shares in Awilco Offshore ASA, subject to the satisfaction of the
conditions as set out in paragraph 2.5 of the Letter from the Company in the
circular issued by the Company to its shareholders dated 22 July 2008 (the
“Circular”) and on the terms outlined in the Circular {the “Offer”). including
without limitation, the method of acquisition, the subject matter of the acquisition,
the party 1o the acquisition, the offer price and the pricing basis, be and i$ hereby
authorised and approved;

the board of dircctors of the Company (“Director”™) and any one Director be and
is hereby unconditionally and generally authorised to take any action and further
actions on behalf of the Company it/he considers necessary, appropriate, desirable
or expedient in connection with the Offer, including without limitation executing
and delivering any and all agreements, documents and instruments, if any, to
execute and/or perform all necessary and ancillary actions with respect to the
Offer and to perfect the Offer, including without Ilimitation making any
amendments, revisions. supplements or waivers of any matters n relation to, in
connection with or incidental to, the Offer which the board of Directors consider
are in the interest of the Company, provided that such amendments, revisions.
supplements or waivers shali not result in a material change to the material terms
of the Offer, and to authorise the board of Directors to deal with any matters in
connection with the financing of the Offer; and any and all past actions by the
Directors which they may deem or have deemed in their sole discretion 1o be
necessary with respect to any of the matters contemplated by this resolution be
and are hereby authorised. approved and. to the extent necessary, ratified and
confirmed,
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(¢} This resolution is valid for a period of twelve {(12) months from the date of
passing.”

Yours faithfully
By order of the Board
Chen Weidong
Company Secretary

Dated: 22 Tuly 2008

Naotes:

)

{})

(5)

Holders of the Company’s overscas listed foreign invested shares (in the form of H Shares (“H Shares™))
whose names appear on the Company's register of members mainained by Computershare Hong Kong
Investor Services Limited on 5 August 2008 are enmtitled to attend and vote at the Extraordinary General
Meeting.

Shareholders who intend to atiend the Exiraordinary General Meeting must complete and return the written
replies for attending the Extraordinary General Meeting to the Company’s Hong Kong office by facsimile or
post no later than 5 August 2008:

Address: 65/F. Bank of China Tower, | Garden Road, Hung Kong
Tel: (852) 2213 2500
Fax: (852) 2525 9322

Each Shareholder who has the right to attend and vole at the Extraordinary General Meeting is entitled o
appoinl in writing one or more proaics, whether a sharcholder or not. w attend and vote on his behalf.
Where a Shareholder has appointed more than ore proxy to atiend the Exiruordinary General Meeting, such
proxies may only voie on a poll or a ballot. The instrument appointing a proay must be in writing under the
hand of the appointor or his attorney duly auvthorized in writing. In the case that an appointer is a legal
person, the power of attorney must be either under the common seal of the legal person or under the hand
of its director or other person, duly authorized. Il the instrument appointing @ proxy is signed by an
attorney of the appointor, the power of attorncy authorizing that attorney 1o sign. or other documents of
authorization, must be notarially certified. The power of attorney or ather documents of authorization and
proxy forms must be delivered to the Company’s Hong Kong office m 65/F. Bank of China Tower, |
Gurden Road, Hong Kong. no less than 24 hours before the time uppoimed for the holding of the
Exiraordinary General Meeting in order for such docuiments to be valid,

The Company’s register of members will be closed from 6 Auvgust 2008 10 26 August 2008 (bath days
inclusive), during which time no wransfer of Shares will be registered. Transferces of H Shares who wish to
attend the Extraordinary General Meeting must deliver their duly stamped instruments of transfer,
accompanied by the relevant Share cernificates. to Computershare Hong Koeng Investor Setvices Limited by
no later than 4:00 p.m. on 5 August 2008 for completion of the registration ol the relevan transfer in
accordance with the Articles of Association of the Company.

Address of Computershare Hong Keng Invesior Services Limited is as follows:

46/F., Hopewell Centre
183 Queen’s Road East
Wanchai

Hong Kong

Sharcholders or their proxies must prescnt proof of their identities upon attending the Extraordinary General

Meeting. Should a proxy be appointed, the proxy must also presenl copies of hisfher proxy form, or copies
of appoiming instrument and power of attorney. if applicable,
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(6)  Sharcholders or their proxies atiending the Extraordinary General Meeting are responsible for their own
transportation and accommodalion expenses.

As at the dare of this notice, the executive direciors of the Company are Mr. Fu Chengyu (Chairman and
Nomt-executive Pirector). Mr Yuan Guangvy (Executive Director). Mr Li Yong (Executive Director), Mr. Wu
Mengfei (Non-executive Director), Mn Andrew Y. Yan (Independent Non-executive Director), Mr. Gordon C.K.
Kwong (Independent Non-executive Dirvector) and Simon X. Jiang {independent Non-executive Director).




