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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

SCHEDULE 13G/A
(Rule 13d-102)

INFORMATION TO BE INCLUDED IN STATEMENTS FILED PURSUANT
TO RULES 13d-1(b), (c) AND (d) AND AMENDMENTS THERETO FILED

PURSUANT TO 13d-2(b)

(Amendment No. 2)*

Lumber Liquidators Holdings, Inc.
(Name of Issuer)

Common Stock ($0.001 par value)
(Title of Class of Securities)

55003T107
(CUSIP Number)

December 31, 2012
(Date of event which requires filing of this statement)

Check the appropriate box to designate the rule pursuant to which this Schedule 13G/A is filed:

¨ Rule 13d-1(b)
x Rule 13d-1(c)
¨ Rule 13d-1(d)

______________________________
* The remainder of this cover page shall be filled out for a reporting person's initial filing on this form with respect to
the subject class of securities, and for any subsequent amendment containing information which would alter the
disclosures provided in a prior cover page.

The information required in the remainder of this cover page shall not be deemed to be "filed" for purposes of Section
18 of the Securities Exchange Act of 1934 ("Act") or otherwise subject to the liabilities of that section of the Act but
shall be subject to all other provisions of the Act (however, see the Notes).
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CUSIP No.
55003T107 SCHEDULE 13G

Page 2 of 8

1 NAME OF REPORTING PERSON OR
I.R.S. IDENTIFICATION NO. OF ABOVE PERSON

Merchants’ Gate Capital LP

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP (a)  x
(b)  o

3 SEC USE ONLY

4 CITIZENSHIP OR PLACE OF ORGANIZATION

Delaware

NUMBER OF
SHARES

BENEFICIALLY
OWNED

BY EACH
REPORTING

PERSON
WITH

5 SOLE VOTING POWER

-0-

6 SHARED VOTING POWER

-0-

7 SOLE DISPOSITIVE POWER

-0-

8 SHARED DISPOSITIVE POWER

-0-

9 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON

-0-

10 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (9) EXCLUDES CERTAIN
SHARES

o

11 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (9)

0%

12 TYPE OF REPORTING PERSON

PN, IA
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CUSIP No.
55003T107 SCHEDULE 13G

Page 3 of 8

1 NAME OF REPORTING PERSON OR
I.R.S. IDENTIFICATION NO. OF ABOVE PERSON

Merchants’ Gate Capital GP LLC

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP (a)  x
(b)  o

3 SEC USE ONLY

4 CITIZENSHIP OR PLACE OF ORGANIZATION

Delaware

NUMBER OF
SHARES

BENEFICIALLY
OWNED

BY EACH
REPORTING

PERSON
WITH

5 SOLE VOTING POWER

-0-

6 SHARED VOTING POWER

-0-

7 SOLE DISPOSITIVE POWER

-0-

8 SHARED DISPOSITIVE POWER

-0-

9 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON

-0-

10 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (9) EXCLUDES CERTAIN
SHARES

o

11 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (9)

0%

12 TYPE OF REPORTING PERSON

OO
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CUSIP No.
55003T107 SCHEDULE 13G

Page 4 of 8

1 NAME OF REPORTING PERSON OR
I.R.S. IDENTIFICATION NO. OF ABOVE PERSON

Mr. Jason Capello

2 CHECK THE APPROPRIATE BOX IF A MEMBER OF A GROUP (a)  x
(b)  o

3 SEC USE ONLY

4 CITIZENSHIP OR PLACE OF ORGANIZATION

Canada

NUMBER OF
SHARES

BENEFICIALLY
OWNED

BY EACH
REPORTING

PERSON
WITH

5 SOLE VOTING POWER

-0-

6 SHARED VOTING POWER

-0-

7 SOLE DISPOSITIVE POWER

-0-

8 SHARED DISPOSITIVE POWER

-0-

9 AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON

-0-

10 CHECK BOX IF THE AGGREGATE AMOUNT IN ROW (9) EXCLUDES CERTAIN
SHARES

o

11 PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (9)

0%

12 TYPE OF REPORTING PERSON

IN
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CUSIP No.
55003T107 SCHEDULE 13G

Page 5 of 8

Item 1 (a). NAME OF ISSUER:

The name of the issuer is Lumber Liquidators Holdings, Inc. (the "Company").

Item 1(b). ADDRESS OF ISSUER’S PRINCIPAL EXECUTIVE OFFICES:

The Company's principal executive office is located at 3000 John Deere Road,
Toano, Virginia 23168.

Item 2(a). NAME OF PERSON FILING:

This statement is filed by:

(i) Merchants’ Gate Capital LP, a Delaware limited partnership (the
"Investment Manager"), which serves as the investment manager to, and
may be deemed to have beneficial ownership over the securities held by,
Merchants’ Gate Offshore Limited Partnership, a Cayman Islands limited
partnership (the "Offshore Master") and Merchants’ Gate Onshore Fund
LP, a Delaware limited partnership (the “Onshore Fund”) with respect to the
shares of Common Stock directly held by the Offshore Master and the
Onshore Fund;

(ii) Merchants’ Gate Capital GP LLC, a Delaware limited liability company
(the "General Partner"), which serves as the general partner to the
Investment Manager. As such, it may be deemed to control the
Investment Manager and therefore it may be deemed to have beneficial
ownership with respect to the shares of Common Stock directly owned by
the Offshore Master and the Onshore Fund;

(iii) Mr. Jason Capello ("Mr. Capello") who is the Senior Managing Member
of the Investment Manager and the General Partner.  As such, Mr.
Capello may be deemed to control the Investment Manager and the
General Partner and may be deemed to have beneficial ownership with
respect to the shares of Common Stock directly owned by the Offshore
Master and the Onshore Fund.

The Investment Manager, the General Partner and Mr. Capello are hereinafter sometimes collectively
referred to as the "Reporting Persons."  Any disclosures herein with respect to persons other than the
Reporting Persons are made on information and belief after making inquiry to the appropriate party.
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CUSIP No.
55003T107 SCHEDULE 13G

Page 6 of 8

Item 2(b). ADDRESS OF PRINCIPAL BUSINESS OFFICE OR, IF NONE,
RESIDENCE:

The address of the business office of each of the Reporting Persons is 712 Fifth
Avenue, New York, New York 10019.

Item 2(c). CITIZENSHIP:

The Investment Manager and the General Partner are organized under the laws
of the State of Delaware. Mr. Capello is a citizen of Canada.

Item 2(d). TITLE OF CLASS OF SECURITIES:

Common Stock ($0.001 par value) (the "Common Stock").

Item 2(e). CUSIP NUMBER:

55003T107

Item 3. IF THIS STATEMENT IS FILED PURSUANT TO RULES 13d-1(b) OR
13d-2(b) OR (c), CHECK WHETHER THE PERSON FILING IS A:

(a) ¨ Broker or dealer registered under Section 15 of the Act,
(b) ¨ Bank as defined in Section 3(a)(6) of the Act,
(c) ¨ Insurance Company as defined in Section 3(a)(19) of the Act,
(d) ¨ Investment Company registered under Section 8 of the Investment Company Act of 1940,
(e) ¨ Investment Adviser in accordance with Rule 13d-1(b)(1)(ii)(E),
(f) ¨ Employee Benefit Plan or Endowment Fund in accordance with Rule 13d-1(b)(1)(ii)(F),
(g) ¨ Parent Holding Company or control person in accordance with Rule 13d-1(b)(1)(ii)(G),
(h) ¨ Savings Association as defined in Section 3(b) of the Federal Deposit Insurance Act,
(i) ¨ Church Plan that is excluded from the definition of an investment company under Section

3(c)(14) of the Investment Company Act of 1940,
(j) ¨ Group, in accordance with Rule 13d-1(b)(1)(ii)(J).

If this statement is filed pursuant to Rule 13d-1(c), check this box:  x
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CUSIP No.
55003T107 SCHEDULE 13G

Page 7 of 8

Item 4. OWNERSHIP.

Each of the Reporting Persons no longer beneficially owns shares of Common
Stock of the Company.

Item 5. OWNERSHIP OF FIVE PERCENT OR LESS OF A CLASS.

Each of the Reporting Persons has ceased to be a beneficial owner of shares of
Common Stock of the Company.

Item 6. OWNERSHIP OF MORE THAN FIVE PERCENT ON BEHALF OF
ANOTHER PERSON.

Not applicable.

Item 7. IDENTIFICATION AND CLASSIFICATION OF THE SUBSIDIARY
WHICH ACQUIRED THE SECURITY BEING REPORTED ON BY THE
PARENT HOLDING COMPANY.

Not applicable.

Item 8. IDENTIFICATION AND CLASSIFICATION OF MEMBERS OF THE
GROUP.

See Item 2.

Item 9. NOTICE OF DISSOLUTION OF GROUP.

Not applicable.

Item 10. CERTIFICATION.

Each of the Reporting Persons hereby makes the following certification:

By signing below I certify that, to the best of my knowledge and belief, the
securities referred to above were not acquired and are not held for the purpose
of or with the effect of changing or influencing the control of the issuer of the
securities and were not acquired and are not held in connection with or as a
participant in any transaction having that purpose or effect.
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CUSIP No.
55003T107 SCHEDULE 13G

Page 8 of 8

SIGNATURES

After reasonable inquiry and to the best of our knowledge and belief, I certify that the information set forth in this
statement is true, complete and correct.

DATED:  February 8, 2013

/s/ Jason Capello
Jason Capello
Individually, and as Senior Managing
Member of Merchants’ Gate Capital LP
and Merchants’ Gate Capital GP LLC

ZE: 9pt; FONT-FAMILY: times new roman">44,123,256 
Tax

  9   (12,052,323)  (13,196,313)             
PROFIT FOR THE YEAR
      31,258,299   30,926,943              
DIVIDENDS

Interim dividend
      5,547,488   5,334,091 
Proposed final dividend
      7,052,445   6,001,819        12,599,933   11,335,910 
EARNINGS PER SHARE

Basic
  10  

RMB0.72

RMB0.73

Diluted
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  10  
RMB0.72

RMB0.73

DIVIDEND PER SHARE

Interim dividend

RMB0.12

RMB0.12

Proposed final dividend

RMB0.16

RMB0.14

6
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CONSOLIDATED BALANCE SHEET (AUDITED)
31 December 2007
(All amounts expressed in thousands of Renminbi)

Notes 2007 2006
NON-CURRENT ASSETS
Property, plant and equipment, net 118,880,204 103,406,376
Intangible assets 1,331,204 1,409,053
Interests in associates 2,030,999 1,543,515
Available-for-sale financial assets 1,818,732 1,017,000

Total non-current assets 124,061,139 107,375,944

CURRENT ASSETS
Accounts receivable, net 7,129,848 5,437,873
Inventories and supplies 2,345,887 1,691,479
Due from related companies 3,299,392 2,340,447
Held-to-maturity financial asset 11 3,000,000 –
Available-for-sale financial assets 6,687,948 12,390,058
Other current assets 1,625,663 2,435,363
Time deposits with maturity over three months 7,200,000 9,232,797
Cash and cash equivalents 23,356,569 14,364,055

54,645,307 47,892,072
Non-current asset classified as held for sale 16 1,086,798 –

Total current assets 55,732,105 47,892,072

CURRENT LIABILITIES
Accounts payable 5,051,420 4,145,977
Other payables and accrued liabilities 9,051,258 5,481,499
Current portion of long term bank loans – 17,816
Due to the parent company 587,228 456,961
Due to related companies 1,533,424 1,175,271
Tax payable 4,690,026 3,203,856

20,913,356 14,481,380
Liabilities directly associated with non-current asset
classified as held for sale 16 488,322 –

Total current liabilities 21,401,678 14,481,380

NET CURRENT ASSETS 34,330,427 33,410,692

TOTAL ASSETS LESS CURRENT LIABILITIES 158,391,566 140,786,636

7
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NON-CURRENT LIABILITIES
Long term bank loans 12 2,720,431 2,438,172
Long term guaranteed notes 13 8,325,519 17,885,841
Provision for dismantlement 6,737,319 5,412,581
Deferred tax liabilities 6,293,559 7,236,169

Total non-current liabilities 24,076,828 32,972,763

Net assets 134,314,738 107,813,873

EQUITY
Equity attributable to equity holders of the Company
Issued capital 14 942,541 923,653
Reserves 133,372,197 106,848,275

134,314,738 107,771,928
Minority interest – 41,945

Total equity 134,314,738 107,813,873

NOTES TO FINANCIAL STATEMENTS
31 December 2007
(All amounts expressed in Renminbi unless otherwise stated)

1.    CORPORATE INFORMATION

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

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

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

2.    BASIS OF PREPARATION AND CONSOLIDATION

These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards (which
include all Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards (“HKASs”) and
Interpretations) issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”), accounting
principles generally accepted in Hong Kong (“Hong Kong GAAP”) and the disclosure requirements of the Hong Kong
Companies Ordinance. They have been prepared under the historical cost convention, except for available-for-sale
investments and derivative financial instruments which have been measured at fair value. These financial statements
are presented in Renminbi (“RMB”) and all values are rounded to the nearest thousand except when otherwise indicated.

8
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The consolidated financial statements include the financial statements of the Company and its subsidiaries for the year
ended 31 December 2007. The results of subsidiaries are consolidated from the date of acquisition being the date on
which the Group obtains control and continue to be consolidated until the date that such control ceases. All significant
intercompany transactions and balances within the Group are eliminated on consolidation.

The acquisition of subsidiaries has been accounted for using the purchase method of accounting. This method involves
allocating the cost of the business combinations to the fair value of the identifiable assets acquired, and liabilities and
contingent liabilities assumed at the date of acquisition. The cost of the acquisition is measured at the aggregate of the
fair value of the assets given, equity instruments issued (if any) and liabilities incurred or assumed at the date of
exchange, plus costs directly attributable to the acquisition.

Minority interests represent the interests of outside shareholders not held by the Group in the results and net assets of
the Company’s subsidiaries.

3.    IMPACT OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS (“HKFRSs”)

The Hong Kong Institute of Certified Public Accountants has issued the following new and amended HKFRSs, which
are mandatory for annual periods beginning on or after 1 January 2007:

HKAS 1 Amendment Capital Disclosures
HKFRS 7 Financial Instruments: Disclosures
HK (IFRIC)-Int 8 Scope of HKFRS 2
HK (IFRIC)-Int 9 Reassessment of Embedded Derivatives
HK (IFRIC)-Int 10 Interim Financial Reporting and Impairment

The adoption of these new and revised Hong Kong Financial Reporting Standards, amendments and interpretation has
had no impact on the Group’s results of operations or financial position.

4.    PRODUCTION SHARING CONTRACTS

The PRC

For production sharing contracts in relation to offshore China (the “China PSC”), the foreign parties to the China PSC
(“foreign partners”) are normally required to bear all exploration costs during the exploration period and such
exploration costs can be recovered according to the production sharing formula after commercial discoveries are made
and production begins.

After the exploration stage, the development and operating costs are funded by the Group and the foreign partners
according to their respective percentage of the participating interests.

In general, the Group has the option to take up to 51% participating interests in the development and production of the
oil field and/or gas field under the China PSC and may exercise such option after the foreign partners have
independently undertaken all the exploration risks and costs, completed all the exploration works and viable
commercial discoveries have been made.

After the Group exercises its option to take certain participating interests in a China PSC, the Group accounts for the
oil and gas properties according to its participating interest in the China PSC and recognizes its share of development
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costs, revenues and expenses from operations according to its participating interests in the China PSC. The Group
does not account for either the exploration costs incurred by its foreign partners or the foreign partners’ share of
development costs, revenues and expenses from operations.

9
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Part of the annual gross production of oil and gas under the China PSC is distributed to the PRC government as a
settlement of royalties which are payable pursuant to relevant requirements of the competent authority. The Group and
the foreign partners also pay the value-added tax, currently classified as production tax, to the tax bureau at a pre-
determined rate. In addition, there is a pre-agreed portion of oil and gas designated to recover all exploration costs,
development costs (including the deemed interest) and operating costs incurred by the foreign partners and the Group
according to their respective participating interests. Any remaining oil, after the foregoing priority allocations is first
distributed to the PRC government as government share oil on a pre-determined ratio calculated by the successive
incremental tiers on the basis of the annual gross production, and then distributed to the Group and the foreign
partners according to their respective participating interests. As the government share oil is not included in the Group’s
interest in the annual production, the net sales revenue of the Group does not include the sales revenue of the
government share oil.

The foreign partners have the right either to take possession of their allocable remainder oil for sale in the
international market, or to sell their allocable remainder oil in the PRC market according to the relevant laws and
regulations of the PRC.

Overseas

In certain countries, the Group and the other partners to the overseas production sharing contracts are required to bear
all exploration, development and operating costs according to their respective participating interests. Exploration,
development and operating costs which qualify for recovery can be recovered according to the production sharing
formula after commercial discoveries are made and production begins.

The Group’s net interest in the production sharing contracts in overseas locations consists of its participating interest in
the properties covered under the relevant production sharing contracts, less oil and gas distributed to the local
government and/or the domestic market obligation.

In other countries, the Group, as one of the title owners under certain exploration and/or production licenses or
permits, is required to bear all exploration, development and operating costs together with other co-owners. Once
production occurs, a certain percentage of the annual production or revenue will first be distributed to the local
government, which, in most of cases, with the nature of royalty, and the rest of the annual production or revenue will
be allocated among the co-owners. Exploration, development and operating costs can be deductible for the purpose of
income tax calculation in accordance with local tax regulations.

5.    OIL AND GAS SALES

2007 2006
RMB’000 RMB’000

Gross sales 78,181,343 72,709,179
Less: Royalties (1,059,018) (752,958)
PRC government share oil (4,085,419) (4,128,268)

73,036,906 67,827,953

10
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6.    MARKETING PROFIT

2007 2006
RMB’000 RMB’000

Marketing revenues 17,397,338 20,964,093
Crude oil and product purchases (17,082,624) (20,572,935)

314,714 391,158

7.    SPECIAL OIL GAIN LEVY

In 2006, a Special Oil Gain Levy (“SOG Levy”) was imposed by the Ministry of Finance of the PRC at the progressive
rates from 20% to 40% on the portion of the monthly weighted average sales price of the crude oil lifted in the PRC
exceeding US$40 per barrel. The SOG Levy paid can be claimed as a deductible expense for corporate income tax
purpose and is calculated based on the actual volume of the crude oil entitled.

8.    FINANCE COSTS

2007 2006
RMB’000 RMB’000

Interest on bank loans which are
– repayable within five years 182,144 51,345
– repayable after five years – 10,631
Interest on other loans (including convertible bonds) 688,876 907,565
Other borrowing costs 78,393 1,535

Total borrowing costs 949,413 971,076

Less: Amount capitalised in property, plant and equipment (846,206) (913,175)
103,207 57,901

Other finance costs:
Increase in discounted amount of provisions arising from
the passage of time 305,758 250,922
Fair value losses on embedded derivative component of convertible
bonds 1,622,823 1,523,307

2,031,788 1,832,130

The interest rates used for interest capitalisation represented the cost of capital from raising the related borrowings and
varied from 4.1% to 6.375% (2006: from 4.1% to 6.375%) per annum for the year ended 31 December 2007.

11
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9.    INCOME TAX

An analysis of the provision for tax in the Group’s consolidated income statement is as follows:

2007 2006
RMB’000 RMB’000

Overseas
– Current income tax 967,047 874,378
– Deferred income tax (83,178) 141,615

PRC
– Current income tax 11,786,176 11,791,620
– Deferred income tax (617,722) 388,700

Total tax charge for the year 12,052,323 13,196,313

12
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10.  EARNINGS PER SHARE

2007 2006
Earnings:
Profit from ordinary activities attributable to
shareholders for
the year for the basic earnings per share
calculation RMB31,258,299,000 RMB30,926,943,000
Interest expense and fair value losses recognised
on the
embedded derivative component of convertible
bonds RMB1,622,823,669* RMB1,915,414,568

Profit from ordinary activities attributable to
shareholders for
the year for the diluted earnings per share
calculation RMB32,881,122,669* RMB32,842,357,568

Number of shares:
Number of ordinary shares issued at the beginning
of the year
before the weighted average effects of new shares
issued and
share options exercised during the year 43,328,552,648 41,054,675,375

Weighted average effect of new shares issued
during the year 276,884,564 1,457,036,115
Weighted average effect of share options
exercised during the year – 478,904

Weighted average number of ordinary shares for
the basic earnings
per share calculation 43,605,437,212 42,512,190,394

Effect of dilutive potential ordinary shares under
the share option
schemes 126,499,657 65,650,619

Effect of dilutive potential ordinary shares for
convertible bonds
based on the “if converted method” 1,055,500,755* 1,310,307,143

Weighted average number of ordinary shares for
the purpose of
diluted earnings per share 44,787,437,624* 43,888,148,156

Earnings per share
– Basic RMB0.72 RMB0.73
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– Diluted RMB0.72* RMB0.73

* Since the diluted earnings per share amount is increased when taking the convertible bonds into account, the
convertible bonds had an anti-dilutive effect on the basic earnings per share for the period and were ignored in the
calculation of diluted earnings per share. Therefore, the diluted earnings per share amounts are based on the profit for
the year of approximately RMB31,258,299,000, and the weighted average of 43,731,936,869 ordinary shares.
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11.  HELD-TO-MATURITY FINANCIAL ASSET

The held-to-maturity financial asset comprises a corporates wealth management product arranged with a financial
institution with an expected interest rate of 4%. The product matured on 31 January 2008.

12.  LONG TERM BANK LOANS

As at 31 December 2007, the long term bank loans of the Group were used primarily to finance the development of oil
and gas properties and to meet working capital requirements.

2007 2006
RMB’000 RMB’000

Effective interest rate and final maturity

RMB denominated
Effective interest rate of 4.05% per
annum with

bank loans maturity through 2016 500,000 500,000

US$ denominated
Effective interest rate of
LIBOR+0.23%~0.38%

bank loans* per annum with maturity through 2017 2,708,753 1,938,172

Japanese Yen denominated
Effective interest rate of 4.1% per
annum

bank loans with maturity through 2007 – 17,816
3,208,753 2,455,988

Less: Current portion of long term bank loans – (17,816)
Less: Liabilities directly associated with non-current asset
classified as held for sale (note 16) (488,322) –

2,720,431 2,438,172

* The amount represented the Group’s share of the utilised bank loans in Tangguh Liquefied Natural Gas Project
(“Tangguh LNG Project”).

The Company delivered a guarantee dated 29 October 2007 in favor of Mizuho Corporate Bank, Ltd., as the facility
agent for and on behalf of various international commercial banks under a US$884 million commercial loan
agreement dated 29 October 2007 in connection with the Tangguh LNG Project in Indonesia. The Company
guarantees the payment obligations of the trustee borrower under the subject loan agreement and is subject to a
maximum cap of approximately US$164,888,000. Together with the loan agreement dated 31 July 2006 with a
maximum cap of approximately US$487,862,000, the total maximum guarantee cap is US$652,750,000.

As at 31 December 2007, all the bank loans of the Group were unsecured, and none of the outstanding borrowings
were guaranteed by CNOOC.

14
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13.  LONG TERM GUARANTEED NOTES

Long term guaranteed notes comprised the following:

(i) The principal amount of US$500 million of 6.375% guaranteed notes due in 2012 issued by CNOOC
Finance (2002) Limited, a wholly-owned subsidiary of the Company. The obligations of CNOOC
Finance (2002) Limited in respect of the notes are unconditionally and irrevocably guaranteed by the
Company.

(ii) The principal amount of US$200 million of 4.125% guaranteed notes due in 2013 and the principal
amount of US$300 million of 5.500% guaranteed notes due in 2033 issued by CNOOC Finance
(2003) Limited, a wholly- owned subsidiary of the Company. The obligations of CNOOC Finance
(2003) Limited in respect of the notes are unconditionally and irrevocably guaranteed by the
Company.

(iii) The principal amount of US$1 billion zero coupon guaranteed convertible bonds due in 2009,
unconditionally and irrevocably guaranteed by, and convertible into shares of the Company issued by
CNOOC Finance (2004) Limited, a wholly-owned subsidiary of the Company, on 15 December
2004. The bonds are convertible from 15 January 2005 onwards at a price of HK$6.075 per share,
subject to adjustments. The conversion price was adjusted to HK$5.97, HK$5.90 and HK$5.79 per
share on 7 June 2005, 7 June 2006 and 7 June 2007, respectively, as a result of the declaration of the
dividends for 2004, 2005 and 2006 by the Company. Unless previously redeemed, converted or
purchased and cancelled, the bonds will be redeemed on the maturity date at 105.114% of the
principal amount. CNOOC Finance (2004) Limited has an early redemption option at any time after
15 December 2007 (subject to certain criteria) and a cash settlement option to pay cash in lieu of
delivering shares when the bondholders exercise their conversion right. The bondholders also have
an early redemption option to require CNOOC Finance (2004) Limited to redeem all or part of the
bonds on 15 December 2007 at an early redemption amount of 103.038% of the principal amount.

CNOOC Finance (2004) Limited renounced its cash settlement option by way of a supplemental trust deed dated 31
July 2007 entered into amongst the Company, CNOOC Finance (2004) Limited and BNY Corporate Trustee Services
Limited. As such, the derivative component of the convertible bonds is no longer a liability and was transferred to
equity.

During the year, convertible bonds with a face value of US$725,848,000 were converted into new shares of the
Company. As at 31 December 2007, US$274,151,000 of convertible bonds were outstanding.

For conversion before the renunciation of cash settlement option, the bifurcated derivative component was marked to
market through earnings up to the conversion date. The host bond was accreted and any deferred issuance costs was
amortized up to the conversion date as if bond were to remain outstanding for its contractual life. The accreted value
of the host bond and the marked-to-market value of derivative component were then reclassified into equity. Upon
renunciation of the cash settlement option, the entire derivative component was marked to market and reclassified into
equity. Subsequent conversions were accounted for in the same way but without considering the derivative
component.

On 21 February 2008, CNOOC Finance (2004) Limited extinguished all the outstanding convertible bonds by
exercising an early redemption option. The withdrawal of delisting of the convertible bonds on The Stock Exchange
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of Hong Kong Limited (the “Hong Kong Stock Exchange”) was effective at the close of business on 6 March 2008. The
Group currently has no convertible bond liability.

There is no default during the year of principal, interest or redemption term of the long term guaranteed notes.
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14.  SHARE CAPITAL

Issued
Number share capital

of shares Share capital equivalent of
Shares HK$’000 RMB’000

Authorised:
Ordinary shares of HK$0.02 each
as at 31 December 2007 and 31 December 2006 75,000,000,000 1,500,000
Issued and fully paid:
Ordinary shares of HK$0.02 each as at 1 January
2006 41,054,675,375 821,094 876,635
Exercise of options 1,150,000 23 24
Issue of new shares for cash 2,272,727,273 45,454 46,994

As at 31 December 2006 43,328,552,648 866,571 923,653
Conversion of bonds 974,064,328 19,481 18,888

As at 31 December 2007 44,302,616,976 886,052 942,541

15.  SEGMENT INFORMATION

Segment information is presented by way of two segment formats: (i) on a primary segment reporting basis, by
business segment; and (ii) on a secondary segment reporting basis, by geographical segment.

Intersegment transactions: segment revenue, segment expenses and segment performance include transfers between
business segments and between geographical segments. Such transfers are accounted for at cost. Those transfers are
eliminated on consolidation.

(a) Business segments

The Group is organised on a worldwide basis into three major operating segments. The Group is involved in the
upstream operating activities of the petroleum industry that comprise independent operations, production sharing
contracts with foreign partners and trading business. These segments are determined primarily because senior
management makes key operating decisions and assesses the performance of the segments separately. The Group
evaluates the performance of each segment based on profit or loss from operations before income taxes.

The following table presents revenue, profit and certain assets, liabilities and expenditure information for the Group’s
business segments for the years ended 31 December 2007 and 2006.
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Independent operations
Production sharing

contracts Trading business Unallocated Eliminations Consolidated
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Sales to external
customers:
Oil and gas sales 33,276,884 31,431,976 39,760,022 36,395,977 – – – – – – 73,036,906 67,827,953
Marketing revenues – – – – 17,397,338 20,964,093 – – – – 17,397,338 20,964,093
Intersegment
revenues 1,128,726 851,604 6,006,262 11,056,807 – – – (7,134,988) (11,908,411) – –
Other income 180,604 19,809 49,428 89,239 – – 59,555 46,190 – – 289,587 155,238
Total 34,586,214 32,303,389 45,815,712 47,542,023 17,397,338 20,964,093 59,555 46,190 (7,134,988) (11,908,411) 90,723,831 88,947,284

Segment results
Operating expenses (3,119,948) (2,538,092) (4,919,655) (4,461,092) – – – – – – (8,039,603) (6,999,184)
Production taxes (1,697,064) (1,606,059) (1,800,376) (1,709,602) – – – – – – (3,497,440) (3,315,661)
Exploration costs (1,870,775) (1,296,424) (1,561,644) (408,651) – – – – – – (3,432,419) (1,705,075)
Depreciation,
depletion and
amortisation (2,690,210) (2,502,336) (4,684,259) (4,430,878) – – – – – – (7,374,469) (6,933,214)
Dismantlement (261,282) (242,855) (300,419) (229,414) – – – – – – (561,701) (472,269)
Special oil gain
levy (3,315,007) (1,928,985) (3,522,206) (2,052,185) – – – – – – (6,837,213) (3,981,170)
Impairment losses
related to property,
plant and
equipment – (150,399) (613,505) (101,958) – – – – – – (613,505) (252,357)
Crude oil and
product purchases (1,128,726) (851,604) (6,006,262) (11,056,807) (17,082,624) (20,572,935) – – 7,134,988 11,908,411 (17,082,624) (20,572,935)
Selling and
administrative
expenses (57,363) (82,377) (738,895) (708,652) – – (944,903) (752,748) – – (1,741,161) (1,543,777)
Others (82,468) (6,134) (256,348) (101,147) – – (5,863) (10,020) – – (344,679) (117,301)
Interest income – – 37,016 82,747 – – 635,971 698,789 – – 672,987 781,536
Finance costs (184,521) (200,110) (192,516) (112,379) – – (1,654,751) (1,519,641) – – (2,031,788) (1,832,130)
Exchange
gains/(losses), net 79 (19) (13,109) 19,544 – – 1,868,998 288,857 – – 1,855,968 308,382
Investment income – – – – – – 902,378 613,028 – – 902,378 613,028
Share of profits of
associates – – – – – – 719,039 321,676 – – 719,039 321,676
Non-operating
income/(expenses),
net – – – – – – (6,979) 876,423 – – (6,979) 876,423
Tax – – – – – –(12,052,323) (13,196,313) – –(12,052,323) (13,196,313)

Profit for the year 20,178,929 20,897,995 21,243,534 22,271,549 314,714 391,158 (10,478,878) (12,633,759) – – 31,258,299 30,926,943
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Other segment
information
Segment assets 45,256,127 34,244,925 85,965,366 76,750,372 889,072 1,793,132 44,564,882 40,936,072 – –176,675,447 153,724,501
Interests in
associates – – – – – – 2,030,999 1,543,515 – – 2,030,999 1,543,515
Non-current asset
classified as held
for sale – – 1,086,798 – – – – – – – 1,086,798 –

Total assets 45,256,127 34,244,925 87,052,164 76,750,372 889,072 1,793,132 46,595,881 42,479,587 – –179,793,244 155,268,016

Segment liabilities (8,514,615) (5,505,398) (17,718,385) (11,105,725) (296,971) (304,333) (18,460,213) (30,538,687) – –(44,990,184) (47,454,143)
Liabilities directly
associated with
non-current asset
classified as held
for sale – – (488,322) – – – – – – – (488,322) –

Total liabilities (8,514,615) (5,505,398) (18,206,707) (11,105,725) (296,971) (304,333) (18,460,213) (30,538,687) – –(45,478,506) (47,454,143)

Capital expenditure 12,437,280 8,839,966 15,150,291 35,673,922 – – 26,186 128,538 – – 27,613,757 44,642,426
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(b) Geographical segments

The Group mainly engages in the exploration, development and production of crude oil, natural gas and other
petroleum products at offshore China. Any activities outside the PRC are mainly conducted in Indonesia, Australia,
Nigeria, Canada and Singapore.

In determining the Group’s geographical segments, revenues and results are attributed to the segments based on the
location of the Group’s customers, and assets are attributed to the segments based on the location of the Group’s assets.
No further analysis of geographical segment information is presented for revenues as over 86% of the Group’s
revenues are generated from PRC customers, and revenues generated from customers in other locations are
individually less than 10%.

The following table presents certain assets and capital expenditure information for the Group’s geographical segments
for the years ended 31 December 2007 and 2006.

PRC Africa Indonesia Others
Consolidation and

elimination Total
2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Segment
assets 165,069,955 141,671,505 28,552,281 24,885,876 18,869,876 19,006,251 39,600,715 35,901,096 (72,299,583) (66,196,712) 179,793,244 155,268,016
Capital
expenditure 18,919,577 15,794,450 5,972,625 25,265,423 2,592,117 3,384,807 129,438 197,746 – – 27,613,757 44,642,426

16. SUBSEQUENT EVENTS

The Company and certain of its subsidiaries were the named defendants (the “Defendants”) in a case brought by a
subsidiary of Talisman Energy Inc. (the “Plaintiff”) which is a partner of a joint operating agreement (the “JOA”) relating
to the Southeast Sumatra production sharing contract working area in Indonesia. The Plaintiff was claiming rights
under the JOA to demand an interest in the Tangguh LNG Project. The Defendants have fully settled the litigation
with the Plaintiff and Talisman Energy Inc. by reaching an agreement to sell to Talisman Energy Inc. a 3.05691%
working interest in the Tangguh LNG Project for a consideration of US$212.5 million. The transaction was completed
through the equity transfer of an indirect subsidiary of the Company and became effective on 1 January 2008 (Hong
Kong time). The Company through its subsidiary continues to hold a 13.89997% working interest in the Tangguh
LNG Project after the sale.

Accordingly, the related property, plant and equipment are classified as a non-current asset classified as held for sale
and the related long term bank loan is classified as liabilities directly associated with non-current asset classified as
held for sale as at 31 December 2007.

18

Edgar Filing: Lumber Liquidators Holdings, Inc. - Form SC 13G/A

32



MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW AND PROSPECTS

In 2007, the Company maintained its high speed development with high efficiency. Each of its operation grew
steadily.

For the year ended 31 December 2007, our total revenue amounted to RMB 90,723.8 million (US$11,892.1 million,
the exchange rates used for 2007 and 2006 are 7.6289 and 7.9820 respectively), representing a 2.0% increase over last
year. Net profit of the Group was RMB31,258.3 million (US$4,097.4 million), representing an increase of 1.1% over
last year. The increase of net profit was mainly due to higher realized oil price and production growth.

As at 31 December 2007, the Group’s basic and diluted earnings per share were both RMB0.72.

In 2007, oil price maintained at high levels and nearly reached US$100 per barrel by the year-end. The main drivers
included instability in oil producing countries and speculation. It is anticipated that oil price will remain at a relatively
high level in 2008 due to complex factors.

In respect of our operating environment, the PRC government has tightened macroeconomic control. It is expected
that China’s GDP growth may slightly slow down in 2008. The inflation rate has not had any sign of retreat since 2007.
Raw material cost and service charges have been increasing continuously. In addition, the fiscal policy may be further
tightened. All these factors are exerting higher pressure on the Company for cost control.

In order to capitalize on the opportunity of oil price hike, add more reserve and production volume, we will further
increase capital expenditure on exploration and development in 2008. The Company will further enhance its
exploration activities, collect more seismic data and drill more wells during the year. In offshore China, it is expected
that Penglai 19-3 platforms II B/D/E, Wenchang oilfields and Xijiang 23-1 etc. will commence production in 2008. In
addition, there are more than 15 projects under development. As such, the development capital expenditure will
continue to increase.

CONSOLIDATED NET PROFIT

Our consolidated net profit increased 1.1% to RMB31,258.3 million (US$4,097.4 million) in 2007 from
RMB30,926.9 million in 2006.
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REVENUE

Our oil and gas sales increased 7.7% to RMB73,036.9 million (US$9,573.7 million) in 2007 from RMB 67,828.0
million in 2006. The increase was primarily attributable to higher oil prices in 2007. The average realised price for our
crude oil increased US$7.36 per barrel, or 12.5%, to US$66.26 per barrel in 2007 from US$58.90 per barrel in 2006.
We sold 134.6 million barrels of crude oil in 2007, representing a decrease of 0.6% from 135.4 million barrels in
2006. The average realised price for our natural gas increased US$0.25 per thousand cubic feet, or 8.7%, to US$3.30
per thousand cubic feet in 2007 from US$3.05 per thousand cubic feet in 2006. Sales volume of our natural gas
increased 16.1% to 34.7 million BOE in 2007 from 29.9 million BOE in 2006.

Our net marketing profit, which is marketing revenue less purchase costs, decreased 19.6% to RMB314.7 million
(US$41.3 million) from RMB391.2 million in 2006. Our realised marketing profit margin, which is our net marketing
profit as a percentage of marketing revenues was 1.8%, relatively unchanged from 2006. In 2007, over 86% of our
revenues were contributed by customers located in China, with the remainder generated from overseas.

EXPENSES

Operating expenses

Our operating expenses increased 14.9% to RMB8,039.6 million (US$1,053.8 million) in 2007 from RMB 6,999.2
million in 2006. Operating expenses per BOE increased 11.8% to RMB47.3 (US$6.20) per BOE in 2007 from
RMB42.3 (US$5.30) per BOE in 2006. Operating expenses per BOE offshore China increased 11.4% to RMB38.6
(US$5.05) per BOE in 2007 from RMB34.6 (US$4.34) per BOE in 2006, primarily as a result of higher service fees
and raw material prices. Operating expenses per BOE overseas decreased 4.6% to RMB104.7 (US$13.72) per BOE in
2007 from RMB109.8 (US$13.76) per BOE in 2006, primarily as a result of the increased production volume of the
North West Shelf Project in Australia, which has a lower than average cost structure among our overseas operations.

Production taxes

Our production taxes increased 5.5% to RMB3,497.4 million (US$458.4 million) in 2007 from RMB3,315.7 million
in 2006, primarily as a result of increased oil and gas sales.

Exploration costs

Our exploration costs increased 101.3% to RMB3,432.4 million (US$449.9 million) in 2007 from RMB1,705.1
million in 2006. Exploration costs incurred offshore China and overseas in 2007 increased 50.0% and 268.6%,
respectively, in 2007, the Company continued to invest substantial human resourses and capital in exploration
activities.
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Depreciation, depletion and amortisation

Our depreciation, depletion and amortisation increased 6.4% to RMB7,374.5 million (US$966.6 million) in 2007 from
RMB 6,933.2 million in 2006. Our average depreciation, depletion and amortisation per barrel increased 3.6% to
RMB43.4 (US$5.69) per BOE in 2007 from RMB41.9 (US$5.25) per BOE in 2006, primarily as a result of the
commencement of production of oil and gas fields in 2006 and 2007.

Dismantlement

Our dismantling expenses increased 18.9% to RMB561.7 million (US$73.6 million) in 2007 from RMB472.3 million
in 2006, primarily as a result of the reevaluation of work commitments, higher service fees and raw material prices.
Our average dismantling costs increased to RMB3.3 (US$0.43) per BOE in 2007 from RMB2.9 (US$0.36) per BOE
in 2006.

Special Oil Gain Levy

Our Special Oil Gain Levy increased 71.7% to RMB6,837.2 million (US$896.2 million) in 2007 from RMB3,981.2
million in 2006, primarily as a result of our higher average realised oil price and the corresponding progressive rates
imposed under the levy. In addition, as the levy was implemented in April 2006, we were subject to the levy for less
than a full year in 2006.

Impairment losses related to property, plant and equipment

Our impairment losses increased 143.1% to RMB613.5 million (US$80.4 million) in 2007, from RMB252.4 million in
2006, primarily as a result of expected increase in future capital expenditures and lower reserve estimation with
respect to an oil and gas field overseas.

Selling and administrative expenses

Our selling and administrative expenses increased 12.8% to RMB1,741.2 million (US$228.2 million) in 2007 from
RMB1,543.8 million in 2006. Selling and administrative expenses for our offshore China operations increased 15.8%
to RMB8.2 (US$1.07) per BOE in 2007 from RMB7.0 (US$0.88) in 2006, primarily as a result of higher prices in the
PRC and share options expense recognised in 2007. Selling and administrative expenses for our overseas operations
decreased 22.5% to RMB13.4 (US$1.76) per BOE in 2007 from RMB17.3 (US$2.17) per BOE in 2006, primarily as a
result of the increased production volume of the North West Shelf Project in Australia, which has a lower than
average cost structure among our overseas operations.
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Finance costs, net

Our net finance costs increased 10.9% to RMB2,031.8 million (US$266.3 million) in 2007 from RMB1,832.1 million
in 2006, primarily as a result of losses on fair value changes of the embedded derivative component of our convertible
bonds and the effect of an increase in the amount of our provision of dismantlement arising from the passage of time,
of which our interest income decreased 13.9% to RMB673.0 million in 2007 from RMB781.5 million in 2006,
primarily as a result of an increase in financial investments in our short term asset portfolio.

Exchange gains/losses, net

Our net exchange gains incurred in 2007 were RMB1,856.0 million (US$243.3 million), representing an increase of
RMB1,547.6 million (US$204.6 million) from net exchange gains of RMB308.4 million in 2006. Compared with
2006, the significantly increased exchange gains mainly came from dividends receivable from a subsidiary and active
changes in currency structure of our assets portfolio in respond to the ongoing appreciation of RMB during 2007.

Investment income

Our investment income increased RMB289.4 million, or 47.2% to RMB902.4 million (US$118.3 million) in 2007
from RMB613.0 million in 2006, primarily as a result of realised gain from sales of investment funds and the shares
of well-known public listed companies.

Share of profits of associates

Primarily contributed by good performance of one of our associate companies, CNOOC Finance Limited, our share of
profits of associates increased 123.5% to RMB719.0 million (US$94.3 million) in 2007 from RMB321.7 million in
2007.

Non-operating income/expenses, net

Our net non-operating expenses for 2007 was RMB7.0 million (US$0.9 million), and our net non- operating income
for 2006 was RMB 876.4 million. The decrease was primarily the result of a tax refund in 2006 in connection with
re-investment in the PRC.

Income tax

Our income tax expense decreased 8.7% to RMB12,052.3 million (US$1,579.8 million) in 2007 from RMB13,196.3
million in 2006, primarily as a result of the deferred tax liability effect of the implementation of a tax rate decrease
from 30% to 25% under the PRC Corporate Income Tax Law effective on 1 January 2008. Our effective tax rate for
2007 was 27.8%, versus 29.9% in 2006.
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Cash generated from operating activities

Net cash generated from operating activities in 2007 amounted to RMB42,712.6 million (US$5,598.8 million),
representing an increase of RMB3,487.0 million (US$684.5 million), or 8.9% from RMB39,225.6 million in 2006.

The increase in cash was mainly due to an increase in non-cash items such as depreciation, depletion and amortization
expenses and impairment loss related to property, plant and equipment of RMB802.4 million (US$146.8 million).

Increase of cash flow was also partially offset by an increase of share of profit of associates of RMB397.4 million
(US$54.0 million), decrease of profit before taxation of RMB812.6 million (US$149.3 million) and increase of net
exchange gains of RMB1,547.3 million (US$204.6 million).

On the other hand, compared with 2006, the increase in operating cash flow was partially attributable to the increase
in changes of working capital of RMB3,948.1 million (US$513.1 million). In addition, increase of investment income
received of RMB396.4 million (US$53.5 million) and decrease in income taxes paid of RMB1,133.5 million
(US$73.9 million) also contributed to the increase of net cash inflow from operating activities.

Capital expenditures and investments

Net cash outflow from investing activities in 2007 was RMB22,939.0 million (US$3,006.9 million), representing a
decrease of RMB16,586.6 million (US$1,945.0 million), or 42.0% from RMB39,525.6 million in 2006.

In line with our “successful efforts” method of accounting, total capital expenditures and investments primarily include
successful exploration and development expenditures and purchases of oil and gas properties. Total capital
expenditures were RMB26,942.1 million (US$3,531.6 million) in 2007, representing a decrease of RMB17,274.5
million (US$2,007.9 million), or 39.1%, from RMB44,216.6 million in 2006. Our development expenditures in 2007
mainly related to the development of OML130, Penglai 19-3 Phase II, Luda 22-1, Bozhong 34-1, Liuhua 11-1 and
Xijiang 23-1 oil and gas fields. Compared with 2006, there were no significant merger and acquisition expenditures.

In addition, cash inflow was attributable to the time deposits with maturities over three months of RMB2,032.8
million (US$266.5 million) and the net proceeds from sales of the available-for-sale financial assets and disposal of
property, plant and equipment of RMB8,577.3 million (US$1,124.3 million). On the other hand, the cash outflow was
attributable to the purchases of held-to-maturity financial asset of RMB3,000.0 million (US$393.2 million) and
available-for-sale financial assets of RMB3,607.0 million (US$472.8 million).
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Financing activities

Net cash outflow flow arising from financing activities in 2007 was RMB10,645.8 million (US$1,395.5 million), an
net cash inflow of RMB6,038.6 million in 2006, representing an net increase of cash outflow of RMB16,684.4 million
from 2006. In 2007 the net cash outflow was mainly due to the distribution of dividends of RMB11,523.7 million, and
the repayment of bank loans of RMB17.8 million. It was partially offset by the cash inflow was mainly contributed by
bank borrowed of RMB895.7 million.

The gearing ratio of the Company was 7.9% which is defined as interest bearing debt divided by interest bearing debt
plus equity.

Market risks

Our market risk exposures primarily consist of fluctuations in oil and gas prices, exchange rates and interest rates.

Oil and gas price risk

As our oil prices are mainly determined by reference to the oil prices in international markets, changes in international
oil prices have a large impact on us. Unstable and high volatility of international oil prices will have a significant
effect on our net sales and net profits.

Currency risk

Substantially all of the Group’s oil and gas sales are denominated in Renminbi and US dollars. Starting from 21 July
2005, China reformed the exchange rate regime by moving into a managed floating exchange regime based on market
supply and demand with reference to a basket of currencies. Renminbi would no longer be pegged to the United States
dollar (“US dollars”). From that day to 31 December 2007, Renminbi appreciated by approximately 13.31% against the
US dollar.

Interest rate risk

As of the end of 2007, the interest rates for 78% of the Company’s debts were fixed. The term of the weighted average
balance was approximately 8.5 years. Fixed interest rate is considered to be favourable under the environment of
interest rate hikes as it can reduce fluctuation in finance cost.
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SUPPLEMENTAL INFORMATION FOR NORTH AMERICAN SHAREHOLDERS SIGNIFICANT
DIFFERENCES BETWEEN HONG KONG GAAP AND GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES IN THE UNITED STATES OF AMERICA (“US GAAP”)

(a)   Impairment of long-lived assets

Under Hong Kong GAAP, impairment charges are recognised when a long-lived asset’s carrying amount exceeds the
higher of an asset’s fair value less costs to sell and value in use, which incorporates discounting the asset’s estimated
future cash flows.

Under US GAAP, long-lived assets are assessed for possible impairment in accordance with SFAS No. 144
Accounting for the Impairment or Disposal of Long-lived Assets. SFAS No. 144 requires the Group to (a) recognise
an impairment loss only if the carrying amount of a long-lived asset is not recoverable from its undiscounted cash
flows and (b) measure an impairment loss as the difference between the carrying amount and the fair value of the
asset. SFAS No. 144 requires that a long-lived asset to be abandoned, exchanged for a similar productive asset, or
distributed to owners in a spin- off be considered as held and used until it is disposed of.

SFAS No. 144 also requires the Group to assess the need for an impairment of capitalised costs of proved oil and gas
properties and the costs of wells and related equipment and facilities on a property-by-property basis. If an impairment
is indicated based on undiscounted expected future cash flows, then an impairment is recognised to the extent that net
capitalised costs exceed the estimated fair value of a property. The fair value of the property is estimated by the Group
using the present value of future cash flows. The impairment is determined based on the difference between the
carrying value of the assets and the present value of future cash flows. It is reasonably possible that a change in
reserve or price estimates could occur in the near term and adversely impact management’s estimate of future cash
flows and consequently the carrying value of properties.

In addition, under Hong Kong GAAP, a subsequent increase in the recoverable amount of an asset (other than
goodwill and available-for-sale equity investments) is reversed to the income statement to the extent that an
impairment loss on the same asset was previously recognised as an expense when the circumstances and events that
led to the write-down or write-off cease to exist. The reversal is reduced by the amount that would have been
recognised as depreciation had the write- down or write-off not occurred. Under US GAAP, an impairment loss
establishes a new cost basis for the impaired asset and the new cost basis should not be adjusted subsequently other
than for further impairment losses.

For the year ended 31 December 2007, an impairment of approximately RMB613,505,000 related to an aged oil field
was recognised under both Hong Kong GAAP and US GAAP. For the year ended 31 December 2006, an impairment
of approximately RMB252,357,000 was recognised under Hong Kong GAAP and no impairment was recognised
under US GAAP. As a result, additional depreciation of approximately RMB34,080,000 was recognised under US
GAAP.
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(b)  Accounting for convertible bonds

With effect from 1 January 2005, under HKAS 32 Financial Instruments: Disclosure and Presentation, financial
instruments with cash settlement options and other derivative components need to be bifurcated into a debt component
and a derivative component. The derivative component is marked to market at each balance sheet date and the
differences are charged/credited to the income statement. However, with the renunciation of the cash settlement option
in relation to the Group’s convertible bonds on 27 July 2007, under Hong Kong GAAP, the derivative component is
transferred to equity. As such, no further mark-to-market of the derivative component is required going forward.
There was no impact on the debt component, which has been stated at amortised cost.

Under US GAAP, convertible bonds are subject to different rules on the bifurcation of the debt and derivative
components. According to SFAS No. 133 Implementation Issue No. C8, the renunciation of the cash settlement
options does not cause the derivative component to be reclassified to an equity component, therefore the derivative
component is still marked to market at each balance sheet date and the differences will be charged/credited to the
income statement. The debt component is stated at amortised cost.

The Company considered whether the convertible bonds contain embedded derivative features which warrant separate
accounting under the guidance provided in SFAS No. 133. To the extent that the embedded derivatives are determined
to exist, the embedded derivatives are bifurcated as a single, compound derivative and are accounted for in accordance
with SFAS No. 133. The Company bifurcated its embedded derivatives at fair value and determined the initial
carrying value assigned to the host contract as the difference between the basis of the hybrid instrument and the fair
value of the embedded derivatives, resulting in a discount attributed to the host bond contract. The host bond contract
is then accreted from the initial amount to the maturity amount over the period from the date of issuance to the
maturity date using the effective interest method.

The embedded derivative features within the convertible bonds that would individually warrant separate accounting as
a derivative instrument under SFAS No. 133 are bundled together as a single, compound embedded derivative
instrument that is bifurcated and accounted for separately from the host contract under SFAS No. 133. The Company
used the binominal tree valuation model to value the compound embedded derivative features both initially and at
each reporting period to record the changes in fair value of the derivative instruments.

Instruments with potential embedded derivative features are evaluated at inception to determine whether such features
meet the definition of a derivative. The embedded derivative feature would be separated from the host contract and
accounted for as a derivative instrument only if all of the following conditions are met:

(i)  the economic characteristics and risks of the embedded derivative instrument are not clearly and closely related to
the economic characteristics and risks of the host contract;
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(ii)  the hybrid instrument that embodies both the embedded derivative instrument and the host contract is not
re-measured at fair value; and

(iii)  a separate instrument with the same terms as the embedded derivative instrument would meet the definition of a
derivative as described in SFAS No. 133.

The Group’s convertible bonds include the following embedded derivative features that warrant separate accounting as
a single, compound embedded derivative instrument under SFAS No. 133:

(i)  The bondholders’ right to convert the convertible bonds into the Company’s shares at specific price;

(ii)  Prior to the renunciation of cash settlement option, upon exercise of the conversion right by the bondholders of
the convertible bonds, the Company has the option to settle the exercise of the conversion right in cash; and

(iii)  The convertible bonds are denominated in US dollars and are convertible into the Company’s share
denominated into Hong Kong dollars using a fixed exchange rate of US$1 to HK$7.77.

(c)   Use of estimates in the preparation of financial statements

The preparation of financial statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period.
The most significant estimates pertain to proved oil and gas reserve volumes, the future development cost and
provision for dismantlement as well as estimates relating to certain oil and gas revenues and expenses. Actual amounts
could differ from those estimates and assumptions.

(d)   Segment reporting

The Group’s segment information is based on the segmental operating results regularly reviewed by the Group’s chief
operating decision maker. The accounting policies used are the same as those used in the preparation of the Group’s
consolidated Hong Kong GAAP financial statements.
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(e)   Income tax

The Group completed the acquisition of certain oil and gas interests in Nigeria in 2006. The oil and gas properties are
still under exploration and development stage.

According to HKAS 12 “Income Taxes”, no deferred income tax liability is recognised for an asset acquisition.
However, under US GAAP, a deferred income tax liability is recognised in accordance with EITF 98-11 “Accounting
for Acquired Temporary Differences in Certain Purchase Transactions that are not Accounted for as Business
Combinations”. Accordingly, both the property, plant and equipment and deferred tax liabilities related to OML130 are
increased by RMB16,014,569,000 under US GAAP. The difference in accounting treatment has had no impact on the
net equity reported under US GAAP.

(f)   Provision for dismantlement

Hong Kong GAAP requires the provision for dismantlement to be recorded for a present obligation no matter whether
the obligation is legal or constructive. The associated cost is capitalised and the liability is discounted and accretion
expense is recognised using a pre-tax rate that reflects current market assessments of the time value of money and the
risks specific to the liability. In cases of remeasuring the provision for dismantlement of oil and gas properties, the
Group shall use such a discount rate as mentioned above no matter whether future cash flows would move upward or
downward. HK(IFRIC)-Int 1 requires that adjustments arising from changes in the estimated cash flows or the current
discount rate should be added to or deducted from the cost of the related asset and liability.

Under US GAAP, SFAS No. 143 requires that the fair value of a liability for an asset retirement obligation to be
recognised in the period in which it is incurred if a reasonable estimate of fair value can be made. The associated asset
retirement costs are capitalised as part of the carrying amount of the long-lived assets. Further, under SFAS No. 143,
the liability is discounted and accretion expense is recognised using the credit-adjusted risk-free interest rate in effect
when the liability is initially recognised. If the Group remeasures the provision for dismantlement of oil and gas
properties, upward revisions in the amount of undiscounted estimated cash flows shall be discounted using the current
credit-adjusted risk-free rate; downward revisions in the amount of undiscounted estimated cash flows shall be
discounted using the credit-adjusted risk-free rate that existed when the original liability was recognised. In cases that
changes occur to the discount rate, the Group shall apply the original discount rate used to initially measure the
dismantlement costs, rather than remeasuring the liability for changes in the discount rate. There were no differences
between the amounts under Hong Kong GAAP and US GAAP for the periods presented.
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(g)   Income tax rates

Under Hong Kong GAAP, HKAS 12 required the application of tax rates that have been enacted or substantively
enacted by the balance sheet date.

Under US GAAP, SFAS No. 109 requires that a deferred tax liability or asset shall be measured using the enacted tax
rates expected to apply to taxable income in the periods in which the deferred tax liability or asset is expected to be
settled or realised.

There were no differences in the tax rates used for both Hong Kong GAAP and US GAAP for the periods presented.

(h)   Accounting for uncertainty in income taxes

Under US GAAP, FIN 48 clarifies that the accounting for income taxes by prescribing the minimum recognition
threshold a tax position is required to meet before being recognised in the financial statements. It provides guidance
on derecognition, measurement, classification, interest and penalties, accounting in interim periods, disclosure and
transition. The adoption of FIN 48 by the Company on 1 January 2007 had no significant impact on its financial
position and result of operations.

However, under HK GAAP, there are no established standards specifically dealing with accounting for uncertainty in
income taxes except for HKAS 37 Provisions, Contingent Liabilities and Contingent Assets that applies to all
contingencies.
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(i)    Effects on net profit and equity

The effects on net profit and equity of the above significant differences between Hong Kong GAAP and US GAAP
are summarised below:

Net profit
2007 2006

RMB’000 RMB’000

As reported under Hong Kong GAAP 31,258,299 30,926,943

Impact of US GAAP adjustments:

–

Fair value losses on embedded
derivative component of convertible
bonds (2,975,664) –

–
Depreciation of property, plant and
equipment due to reversal of
impairment losses (34,080) –

–

Deferred income tax related to
depreciation of property, plant and
equipment 8,520 –

–
Reversal of impairment losses related to
property, plant and equipment – 252,357

–
Deferred income tax related to
impairment losses on property,
plant and equipment – (75,708)

Net profit under US GAAP 28,257,075 31,103,592

Net profit per share under US GAAP
– Basic RMB0.65 RMB0.73
– Diluted RMB0.65 RMB0.73

Net equity
2007 2006

RMB’000 RMB’000
As reported under Hong Kong GAAP 134,314,738 107,771,928
Impact of US GAAP adjustments:

–
Reversal of derivative component of
convertible bond reclassified to equity (4,471,324) –

–
Addition of share premium related to
conversion of bonds 4,076,738 –

–

Fair value losses on embedded
derivative component of convertible
bonds (2,975,664) –

–
Reversal of impairment losses related to
property, plant and equipment 252,357 252,357

–
Deferred income tax related to
impairment losses on property,
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plant and equipment (75,708) (75,708)

–
Depreciation of property, plant and
equipment due to reversal of
impairment losses (34,080) –

–

Deferred income tax related to
depreciation of property, plant and
equipment 8,520 –

–
Reversal of additional accumulated
depreciation, depletion and amortisation
arising from the revaluation surplus on
land and buildings 44,207 44,207

As reported under US GAAP 131,139,784 107,992,784
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(j)    Comprehensive income

According to SFAS No. 130, “Reporting comprehensive income”, the Group is required to include a statement of other
comprehensive income for revenues and expenses, gains and losses which under US GAAP are included in
comprehensive income and excluded from net income.

2007 2006
RMB’000 RMB’000

Net income under US GAAP 28,257,075 31,103,592
Other comprehensive income:
Foreign currency translation adjustments (3,861,917) (1,257,594)
Unrealised gains on available-for-sale investments 63,426 60,010
Less: Reclassification adjustment for gains included in net income (60,010) (69,069)

Comprehensive income under US GAAP 24,398,574 29,836,939

The movement of accumulated other comprehensive income components is as follows:

Foreign
currency

translation
adjustments

Unrealised
gains on
available
-for-sale

investments

Accumulated
other

comprehensive
income

RMB’000 RMB’000 RMB’000

Balance at 31 December 2005 (512,943) 69,069 (443,874)
Reversal of current year’s realised gains – (69,069) (69,069)
Current year’s change (1,257,594) 60,010 (1,197,584)

Balance at 31 December 2006 (1,770,537) 60,010 (1,710,527)
Reversal of current year’s realised gains – (60,010) (60,010)
Current year’s change (3,861,917) 63,426 (3,798,491)

Balance at 31 December 2007 (5,632,454) 63,426 (5,569,028)
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(k)   Additional disclosure under FSP FAS19-1

The Group adopted FASB Staff Position FAS19-1, “Accounting for Suspended Well Costs”. Upon adoption of the FSP,
the Group evaluated all existing capitalised exploratory well costs under the provisions of the FSP. The following
table reflects the net changes in capitalised exploratory well costs during 2007 and 2006, and does not include
amounts that were capitalised and subsequently expensed in the same period.

2007 2006
RMB’000 RMB’000

Beginning of the year 879,189 281,573
Additions to capitalised exploratory well costs
pending the determination of proved reserves 1,592,302 803,184
Reclassifications to oil and gas properties based on the
determination of proved reserve (36,027) (182,582)
Capitalised exploratory well costs charged to expense (385,609) (7,976)
Exchange realignment (55,913) (15,010)

End of the year 1,993,942 879,189

Aging of capitalised exploratory well costs and the number of projects for which exploratory well costs have been
capitalised for a period greater than one year as follows:

2007 2006
RMB’000 RMB’000

Capitalised exploratory well costs that have been
capitalised for a period for one year or less 1,549,223 834,333
Capitalised exploratory well costs that have been
capitalised for a period greater than one year 444,719 44,856

End of the year 1,993,942 879,189

Number of projects for which exploratory well costs
have been capitalised for a period greater than one year 4 1

The RMB444,719,000 of suspended well costs capitalised for a period greater than one year as at 31 December 2007
represents six exploratory wells in four projects. RMB48,162,000 is related to wells drilled in 2005 and 2006 for two
projects that had drilling activities under way that were firmly planned for the near future, and RMB396,557,000 is
related to wells drilled in 2005 and 2006 for two projects, for which additional drilling was not deemed necessary,
because the presence of hydrocarbons had already been established, and other activities were in process to enable a
future decision on project development.
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EMPLOYEES

We had 3,288 employees as at 31 December 2007.

We have adopted 4 share option schemes for directors, senior management and other eligible grantees of the Company
since 4 February 2001. The Board has granted options to directors, senior management and other eligible grantees
pursuant to each share option scheme.

During the year, the Company took steps to enhance the planning and budget control of its labor costs by
implementing target benchmarks in performance appraisals to guide various business units to cut their labor costs and
to increase the accuracy rate of their compensation budgets.

At the same time, in order to maximize our return on human resources, the Company paid particular attention to
critical business units and key positions in formulating compensation budgets and resources allocation.

In addition, the Company made adjustments to the compensation and allowance policy for staff based on the inflation
rates and exchanges rates of their homeland countries/regions.

CHARGES ON ASSETS

CNOOC NWS Private Limited is a wholly owned subsidiary, and together with the other joint venture partners and
the operator of the NWS Project, signed a Deed of Cross Charge and an Extended Deed of Cross Charge whereby
certain liabilities incurred or to be incurred, if any, by the Company in respect of the NWS Project are secured by its
interests in the NWS Project.

CONTINGENT LIABILITIES

On 8 January 2006, the Company signed a definitive agreement with South Atlantic Petroleum Limited (“SAPETRO”)
to acquire a 45% working interest in the Offshore Oil Mining Lease 130 (“OML130”) in Nigeria (the “OML130
Transaction”) and the OML130 Transaction was completed on 20 April 2006. The OML130 project is still in the
exploration and development phase.

In 2007, a local tax office in Nigeria (the “Nigeria local tax office”) conducted a tax audit on SAPETRO. According to
the preliminary tax audit results, the Nigeria local tax office has raised a disagreement in the tax filings made for the
OML130 Transaction. The final tax audit results might affect the acquisition cost of the Company for the OML130
Transaction.

The tax audit assessment made by the Nigeria local tax office has been contested by the Company in accordance with
Nigerian laws. After seeking legal and tax advice, the Company’s management believes that the Company has
reasonable grounds in making the contest. Consequently, no provision has been made for any expenses and/or
adjustment to the acquisition cost of OML130 which might arise as a result of the dispute.
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DIVIDENDS

On 29 August 2007, the Board declared an interim dividend of HK$0.13 per share (2006: HK$0.12 per share). The
interim dividends amounted to HK$5,730,284,000, based on the number of issued shares as at the specified record
date.

The Board has recommended a final dividend of HK$0.17 (2006: HK$0.14) per share to shareholders whose name
appear on the register of members of the Company on 29 May 2008, totaling HK$0.30 per share for the year ended 31
December 2007. The proposed final dividend for the year is subject to the approval of the Company’s shareholders at
the forthcoming annual general meeting.

The payment of future dividends will be determined by the Company’s Board, which are based upon, among other
things, the Company’s future earnings, capital requirements, financial conditions, future prospects and other factors
which the Board may consider relevant. The Company’s ability to pay dividends will also depend on the cash flows
determined by the dividends, if any, received by the Company from its subsidiaries and associates.

Cash dividends to the shareholders in Hong Kong will be paid in Hong Kong dollars. Cash dividends to the American
Depositary Receipts (“ADR”) holders will be paid to the depositary in Hong Kong dollars and will be converted by the
depositary into United States dollars and paid to the holders of ADRs.

AUDIT COMMITTEE

The Audit Committee of the Company has reviewed, together with the management, the Group’s consolidated
financial statements for the year ended 31 December 2007, including the accounting principles and practices adopted
by the Group and has discussed the internal control and financial reporting matters. The Audit Committee of the
Company has reviewed the annual results of the Company for the year ended 31 December 2007.

PURCHASE, DISPOSAL AND REDEMPTION OF THE COMPANY’S LISTED SECURITIES

The Company and its subsidiaries did not purchase, dispose of or redeem any of the listed securities of the Company
during the year ended 31 December 2007.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from 22 May 2008 (Thursday) to 29 May 2008 (Thursday)
(both dates inclusive) during which no transfer of shares of the Company can be registered. In order to qualify for the
dividends and to attend the annual general meeting of the Company, all transfers, accompanied by the relevant share
certificates, must be lodged with the Company’s share registrar, Hong Kong Registrars Limited, at Shops 1712-1716,
17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, not later than 4:00 p.m. on 21 May 2008
(Wednesday).
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COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES

The Company has complied with the code provisions (“Code Provisions”) of the Code on Corporate Governance
Practices (the “CG Code”) as set out in Appendix 14 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) throughout the year ended 31 December 2007, except for
deviations from Code Provisions A.2.1 and A.4.1 only. The following summarise the Company’s deviations from the
CG Code and the reasons for such deviations.

Code Provision A.2.1

Under Code Provision A.2.1, the roles of the chairman and chief executive officer are required to be separated and not
to be performed by the same individual.

Mr. Fu Chengyu (“Mr. Fu”) is the Chairman of the Board. In addition to the role of the Chairman, the role of Chief
Executive Officer is also designated to Mr. Fu. This constitutes a deviation from Code Provision A.2.1. The reason for
such deviation is set out below.

The Company is engaged in the oil and gas exploration and production business which is different from integrated oil
companies engaging in both upstream and downstream operations. In light of this, the Board considers that the interest
of the Company’s oil exploration and production business is best served when strategic planning decisions are made
and implemented by the same person. The Company’s Nomination Committee also agreed that it is in the best interest
of the Company that the roles of the Chairman of the Board and Chief Executive Officer be performed by the same
individual.

In light of the above, the Company does not currently propose to designate another person as the Chief Executive
Officer of the Company.

Code Provision A.4.1

Under Code Provision A.4.1, non-executive directors should be appointed for a specific term and be subject to
re-election.

None of the existing Independent Non-executive Directors of the Company is appointed for a specific term. This
constitutes a deviation from Code Provision A.4.1. However, all the Directors of the Company are subject to the
retirement provisions under article 97 of the articles of association of the Company (“Article 97”). According to Article
97, one-third of the Directors for the time being must retire from the office by rotation at each annual general meeting.
The Company has observed the need for good corporate governance practices and all the existing Independent
Non-executive Directors of the Company have been re-elected in past three years, except Dr. Edgar W. K. Cheng,
who was appointed as an Independent Non-executive Director of the Company with effect from 24 May 2006.
Therefore, the Company considers that sufficient measures have been taken to ensure that the Company’s corporate
governance practices are no less exacting than those in the CG Code.

Further information on the CG Code can be found in the Corporate Governance Report contained in the annual report.
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MODEL CODE FOR SECURITIES TRANSACTIONS BY DIRECTORS OF LISTED ISSUERS

The Company has adopted a code of ethics (“Code of Ethics”) incorporating the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Listing Rules. All Directors have
confirmed that they complied, during the year ended 31 December 2007, with the required standards set out in the
Model Code.

PUBLICATION OF ANNUAL RESULTS AND ANNUAL REPORT

The electronic version of this announcement is published on the website of the Hong Kong Stock Exchange
(http://www.hkex.com.hk) and on the Company’s website (http://www.cnoocltd.com). The annual report for the year
ended 31 December 2007, containing all the information required by Appendix 16 to the Listing Rules, will be
dispatched to shareholders of the Company and published on the Hong Kong Stock Exchange’s website and the
Company’s website in due course.

GENERAL

For the purpose of this announcement, unless otherwise indicated, translations of Renminbi into US dollars for 2007
have been made at the rate of RMB7.6289 to US$1(2006: RMB7.9820 to US$1). These translations are for the
purposes of illustration only and no representation is made by the Company that any amounts in Renminbi and US
dollars can be or could have been converted at the above rate or any other rates or at all.

Note: Some of the Company’s operating data presented in this announcement includes its interest in an associate.

As at the date of this announcement, the Board comprises:

Executive Directors Independent Non-executive Directors
Fu Chengyu (Chairman) Edgar W. K. Cheng
Zhou Shouwei Chiu Sung Hong
Wu Guangqi Evert Henkes
Yang Hua Lawrence J. Lau

Tse Hau Yin, Aloysius
Non-executive Directors
Luo Han
Cao Xinghe
Wu Zhenfang

By Order of the Board
CNOOC Limited
Fu Chengyu
Chairman and Chief Executive Officer

Hong Kong, 27 March 2008
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This announcement includes “forward-looking statements” within the meaning of the United States Private Securities
Litigation Reform Act of 1995, including statements regarding expected future events, business prospectus or
financial results. The words “believe,” “intend,” “expect,” “anticipate,” “project,” “estimate,” “plan,” “predict” and similar expressions
are intended to identify such forward- looking statements. These statements are based on assumptions and analyses
made by the Company that the Company believes are reasonable under the circumstances. However, whether actual
results and developments will meet the expectations and predictions depend on a number of risks and uncertainties
which could cause the Company’s actual results, performance and financial condition to differ materially from the
expectations. For a description of these and other risks and uncertainties, please see the documents the Company files
from time to time with the United States Securities and Exchange Commission, including the Company’s 2006 Annual
Report on Form 20-F filed on 29 June 2007.

Please also refer to the published version of this announcement in the South China Morning Post.
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