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M e ks me ) as278 usssosey,  Downgrade to NEUTRAL on lower production
Enterprise value (Rmb mn) 496,090

Number of shares (mn) 44,647.46 g rOWt h

Free float (% 35.6

52-week p(rigi range 16.4-12.3 2014 production target missed estimates. At its annual Strategy Preview
ADTO - 6M (US$ mn) 1059 on 20 January, CNOOC announced its 2014 production target of 422-
aig;‘;tfg'r‘%z;’ft;';‘:‘j;;’p‘:;;‘;Vse;:t‘-jﬁ universe in each 435mmboe. Excluding Nexen, this represents 353-366mmboe of CNOOC
Target price is for 12 months. organic production or 0.6-4.3% YoY growth. This is below our forecast of 8%,

and significantly below consensus expectations of 10-12% growth.
6-10% production CAGR too stretched in our view. Despite management

Research Analysts
Thomas Wong

852 2101 6738 re-iterating its five-year production target, the growth guidance to us is now
thomas.wong@credit-suisse.com more a stretch target than base case. We believe a 3-4% target is more
Horace Tse likely, implying 11% 2015E growth vs company's low-end guidance of 22%.

852 2101 7379 In 2013, only six out of the ten new projects have come on stream, which

horace.tse@credit-suisse.com . . . . A .
puts a question mark on its execution ability. CNOOC6 ddisclosure on
Kelly Chen

individual projects is clearly a positive. However, based on such disclosure
852 2101 7079 . . . . . . .
kelly.chen@credit-suisse.com and assuming all projects will achieve peak production in 2015, and applying
a 9% discount rate for the existing projects, CNOOC still needs to add
167kboe/d production in 2015 to hit the low bar of its guidance of 6%.

Higher capex and lower growth. CNOOCG6 sapex has been ramping up
from US$6.4 bn in 2011 to US$14-16 bn in 2014E, with an aim to increase
production. With production ramping up later/lower than expected, we
believe CNOOC's maintenance capex (capex required to keep the
production volume at current level) might be higher than our expectations.
We have revised up our CNOOC maintenance capex from US$6 bn to US$9
bn, average of 2011-13 capex.

Downgrade to NEUTRAL, TP HK$16: CNOOC has de-rated to 7-8x P/E vs
10-13x between 2006 and 2010 where it has delivered growth, which we
believe is fair given its muted growth prospect in 2014-15. Our new DCF-
based target price is lowered to HK$16 (from HK$20), implying 8.9x 2014E
P/E. We prefer COSL to CNOOC for oil exposure in the China space.

Share price performance Financial and valuation metrics
Year 12/12A 12/13E 12/14E 12/15E
= Price (LHS}—— Rebased Rel (RHS) Revenue (Rmb mn) 247,627.0 300,302.0 290,256.2 303,301.4
20 120 EBITDAX (Rmb mn) 129,087.0 159,375.2 156,838.0 166,762.7
ig 1(1)8 EBIT (Rmb mn) 87,141.0 98,053.7 93,765.0 97,698.8
1 1 I % Net profit (Rmb mn) 63,691.0 67,123.7 63,218.7 69,284.7
12 ' ' ' ' ' 80 EPS (CS adj.) (Rmb) 1.42 1.50 141 1.55
Jan-12 May-12 Sep-12 Jan-13 May-13 Sep-13 Change from previous EPS (%) n.a. -6.6 -4.1 -15.5
Consensus EPS (Rmb) n.a. 1.42 1.45 1.53
The price relative chart measures performance against the EPS growth (%) 9.3 5.4 5.8 9.6
MSCI CHINA F IDX which closed at 6162.91 on 20/01/14 PIE (x) 7:7 7:3 7:7 7:0
On 20/01/14 the spot exchange rate was HK$7.76/US$1 Dividend yield (%) 32 a1 45 57
Performance Over M 3M 12M EVIEBITDAX (x) 38 3.1 32 81
P/B (x) 1.7 14 1.3 1.2

Absolute (%) -1.3  -121 -14.8

Relative (%) 0.9 86 69 ROE (%) 24.0 21.4 17.6 17.3
) ) ) Net debt/equity (%) 0.9 2.7 5.7 7.1

Source: Company data, Credit Suisse estimates

DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST
CERTIFICATIONS, AND THE STATUS OF NON-US ANALYSTS. US Disclosure: Credit Suisse does and seeks to do
business with companies covered in its research reports. As a result, investors should be aware that the Firm may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in
making their investment decision.
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Focus charts and tables

Figure 1: Production shortfall to meet low end of 5 year

CAGR
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Figure 2: Production volume and total production
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Figure 3: CNOOC's production growth vs. relative Figure 4: CNOOC's production volume vs. capex
performance against MSCI China
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Figure 5: Production volume and EPS revision

Source: Company data, Credit Suisse estimates

Production volume (ex. Nexen) EPS (Rmb/sh)
Oold New % change old New % change
2013E 345 351 2% 1.60 1.50 -1%
2014E 372 360 -3% 1.47 141 -4%
2015E 428 400 -6% 1.83 1.55 -15%

Source: Credit Suisse estimates

CNOOC Ltd
(0883.HK / 883 HK)
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Investment summary

We downgrade CNOOC to NEUTRAL from Outperform on the back of lower production
growth yet sustained high level of capex. The freshly concluded strategic preview
delivered (1) a much lower-than-expected production volume for 2014, (2) a maintained
five-year production CAGR of 6-10% for 2011-15, and (3) budgeted 2014 capex, which is
24% up YoY (mid-point guidance).

Production growth 7 turning conservative

Production growth has always been one of the most important stock price driver for
CNOOC. The low single-digit growth guidance for 2014E surely comes as a negative
surprise to the market, especially after an average yearly growth of merely 2.3% from
2011-13. While management still maintains its 2011-15E growth CAGR guidance of 6%-
10% (ex Nexen), we believe this target is rather stretched. Based on CNOOC disclosure
and assuming all projects will achieve their peak production in 2015, and applying a 9%
discount rate for the existing projects, CNOOC still needs to add 167kboe/day production
in 2015 to hit the low bar of its guidance of 6%. Our revised 2011-15 production CAGR is
at 4%, implying 2.3%/11.4% growth in 2014E/15E.

In particular, we cut CNOOC's offshore China production growth to 2% and 10% for 2014E
and 2015E, respectively, to reflect management guidance for 2014E and our more
conservative view on CNOOC's ability to deliver growth.

Higher maintenance capex than expected

CNOOC capex (ex Nexen) has increased from US$6.4 bn in 2011 to US$15 bn in 2014E
(company guidance), with an aim to increase production. However, production ramping up
has been later/lower than previously expected: volume CAGR for 2011-14 is only at 2.3%,
which led us to believe that CNOOC's maintenance capex (capex required to keep
production volume at the current level) might be a lot higher than our expectations. We
have therefore revised up CNOOCH snaintenance capex from US$6 bn to US$9 bn, the
average of 2011-13 capex.

New target price of HK$16.0/sh

We have revised down our earnings estimate for 2014/15 by 4% and 15% to reflect the
lower production growth.

We change our DCF-based target price to HK$16.00 (from HK$20.00), to reflect (1) lower
earnings for 2014E/15E and (2) a higher end-year capex. Our new target price implies
8.9x and 8.1x 2014E and 2015E P/E, respectively, above the historical average minus one
standard deviation. As we are not convinced that CNOOC will enter a high growth period
in the coming 12-24 months, a double-digit P/E multiple is no longer appropriate, in our
view i CNOOC's valuation averaged at 11.4x during 2007 to 2010, when it exhibited 19%
CAGR.

CNOOC Ltd
(0883.HK / 883 HK) 3
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CNOOC Ltd 0883.HK / 883 HK

Price (20 Jan 14): HK$13.96, Rating:: NEUTRAL, Target Price: HK$16.00, Analyst: Thomas Wong

21 January 2014

Target price scenario Key earnings drivers 12/12A  12/13E  12/14E  12/15E
Scenario %Up/Dwn Assumptions Brent price (USD/bbl) 111.7 108.0 102.0 98.0
Upside 20.60 47.56 US$110/bbl long-term oil price Oil & gas production 342.4 351.5 359.6 400.4
Central Case 16.00 14.61 6] o] o] o]
Downside 11.00 (21.20) US$70/bbl long-term oil price 9 4 4 o)
fel fel fel fol

Income statement (Rmb mn) 12/12A 12/13E 12/14E 12/15E Per share data 12/12A  12/13E 12/14E  12/15E
Sales revenue 247,627 300,302 290,256 303,301  Shares (wtd avg.) (mn) 44,808 44,808 44,808 44,808
Cost of goods sold 21,445 35,221 36,504 41,235 EPS (Credit Suisse) 1.42 1.50 1.41 1.55
SG&A 3,377 6,498 6,757 7,386 DPS (Rmb) 0.35 0.45 0.49 0.62
Other operating exp./(inc.) 93,718 99,208 90,157 87,918 BVPS (Rmb) 6.5 7.6 8.5 9.5
EBITDAX 129,087 159,375 156,838 166,763  Operating CFPS (Rmb) 2.07 2.19 2.52 2.67
Exploration expense 9,043 10,431 11,515 12,636 “Key ratios and 12/12A  12/13E  12/14E  12/15E
EBITDA 120,044 148,944 145,323 154,127  \alation

Depreciation & amortisation 32,903 50,890 51,558 56,428 Growth(%)

EBIT 87,141 98,054 93,765 97,699  Sales revenue 28 213 3.3) 45
Net interest expense/(inc.) 601 5,658 5,298 4,201 ggiT (3.8) 125 (4.4) 4.2
Associates/JV (27.0) 521.8 495.1 508.6 Net profit (9.3) 5.4 (5.8) 9.6
Forex losses (gains) (359.0) ) ) ) EPS (9.3) 5.4 (5.8) 9.6
Non-operating inc./(exp.) 3,300 2,225 2,351 2,915 Margins (%)

Recurring PBT 90,172 95,142 91,313 96,922 EBITDAX 52.1 53.1 54.0 55.0
Exceptionals/extraordinaries d ) ) d EBITDA 485 49.6 50.1 50.8
Taxes 26,481 28,018 28,094 27,637 EBIT 35.2 32.7 32.3 32.2
Profit after tax 63,691 67,124 63,219 69,285 Pre-tax profit 36.4 31.7 315 32.0
Other after tax income 6 6 6 8 Net profit 25.7 22.4 21.8 22.8
Minority interests o] o] o] o] Valuation metrics (x)

Preferred dividends o) o) o) o) P/E 7.66 7.27 7.72 7.05
Reported net profit 63,691 67,124 63,219 69,285 P/B 1.68 1.44 1.28 1.15
Analyst adjustments 6 o 6 8 Dividend yield (%) 3.21 4.13 453 5.68
Net profit (Credit Suisse) 63,691 67,124 63,219 69,285 p/cF 527 4.96 4.32 4.07
Cash flow (Rmb mn) 12/12A 12/13E 12/14E 12/15E  EV/sales 1.98 1.65 1.75 1.71
EBIT 87,141 98,054 93,765 97,699 EV/EBITDAX 3.79 3.11 3.25 3.11
Net interest 0 (5,658) (5,298) (4,201) EV/IEBITDA 4.08 3.33 3.50 3.36
Tax paid (25,162) (27,311) (28,059) (27,847) EVIEBIT 5.61 5.06 5.43 5.30
Working capital (5,567) (17,632) 938 (2,285) ROE analysis (%)

Other cash & non-cash items 36,162 50,890 51,558 56,428 ROE 24.0 21.4 17.6 17.3
Operating cash flow 92,574 98,343 112,903 119,794 ROIC 20.9 20.3 16.4 15.6
Capex (62,854) (90,599) (109,393) (106,358)  Asset turnover (x) 0.54 0.55 0.50 0.49
Free cash flow to the firm 29,720 7,744 3,510 13,436  Interest burden (x) 1.03 0.97 0.97 0.99
Disposals of fixed assets 123.0 o] o] o] Tax burden (x) 0.71 0.71 0.69 0.71
Acquisitions (153,866) 6] 6] 6] Financial leverage (x) 1.47 151 1.44 1.39
Divestments 140,359 4,324 4,324 4,324  Credit ratios

Associate investments 3,264 o] o] o] Net debt/equity (%) 0.92 271 5.69 7.11
Other investment/(outflows) [s] [s] o] o] Net debt/EBITDA (x) 0.02 0.07 0.16 0.20
Investing cash flow (63,797) (86,275) (105,069) (102,034) Interest cover (x) 145 17 18 23
Equity raised o) 6] 6] 6]

Dividends paid (15,635) (18,917) (20,894) (26,501)  source: Company data, our estimates

Net borrowings 18,219 38,434 (6,000) (4,740)

Other financing cash flow o] o] o] o] 12MF P/B multiple

Financing cash flow 2,584 19,517 (26,894) (31,241) 35

Total cash flow 31,361 31,585 (19,059) (13,481) 20

Adjustments 23,664 55,024 86,609 67,550 ’

Net change in cash 55,025 86,609 67,550 54,069 25 4

Balance sheet (Rmb mn) 12/12A 12/13E 12/14E 12/15E 2.0 1

Cash & cash equivalents 55,024 86,609 67,550 54,069 15

Current receivables 23,624 24,024 23,220 24,264

Inventories 5,247 8,227 7,952 8310 | *°

Other current assets 86,999 101,757 104,202 108,147 05

Current assets 170,894 220,618 202,924 194,790 0.0 i i i i

Property, plant & equip. 252,132 288,489 342,000 387,606 2009 2010 2011 2012 2013 2014
Investments 24,017 24,017 24,017 24,017

Intangibles 973.0 [5) [5) [5) Source: IBES

Other non-current assets 8,054 8,054 8,054 8,054

Total assets 456,070 541,179 576,995 614,467 12MF P/E multiple
Accounts payable 12,014 9,774 9,231 8,869

Short-term debt 28,830 o] o] o]

Current provisions 29,281 29,988 30,023 29,813

Other current liabilities 12,312 12,312 12,312 12,312

Current liabilities 82,437 52,075 51,566 50,994

Long-term debt 29,056 96,320 90,320 85,580

Non-current provisions 5,391 5,391 5,391 5,391

Other non-current liab. 29,406 29,406 29,406 29,406 2

Total liabilities 146,290 183,192 176,684 171,371 2

Shareholders' equity 288,992 337,199 379,523 422,307 o ‘ ‘ ‘ ‘

Minority interests 0 8 s 8 2009 2010 2011 2012 2013 2014
Total liabilities & equity 456,070 541,179 576,995 614,467

CNOOC Ltd
(0883.HK / 883 HK)
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Production growth T turning
conservative

Production growth has always been one of the most important stock price drivers for
CNOOC. The low single-digit growth guidance for 2014E surely comes as a negative
surprise to the market, especially after an average yearly growth of a mere 2.3% from
2011-13. While management still maintains its 2011-15E growth CAGR guidance of 6%-
10% (ex Nexen), we believe this target is rather stretched.

Figure 6: CNOOC's production growth versus relative performance against MSCI China

CNOOC production Over/(Under)performance vs. MSCI
China (%)

2005 11.0% 9%

2006 7.8% -21%
2007 2.3% 10%
2008 14.5% 14%
2009 16.5% 6%

2010 45.1% 47%
2011 0.9% -7%
2012 3.2% 4%

2013 0.7% -14%

Source:t he BLOOMBERG PROFESSICarpanydataser vi ce

In fact, based on CNOOC disclosure and assuming all projects will achieve their peak
production in 2015, and applying a 9% discount rate for the existing projects, CNOOC still
needs to add 61mmboe/167kboe per day production in 2015 to hit the low bar of its
guidance of 6%.

Figure 7: Production shortfall to meet even the low end of five-year CAGR

600

(mnboe)
500 440
400 i 47

—

300
200

360
100

0 r T T T T T
2014 production Liwan The 4 new Natural deline of Shortfall 6% CAGR  CS -2015E
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disclosed

Source: Company data, Credit Suisse estimates

We now expect CNOOC to register 4% five-year CAGR from 2011-15E, implying 11%
YoY growth in 2015E. More specifically, production growth from offshore China could be
weaker than we previously expected, given the weak project execution seen in 2013.

CNOOC Ltd
(0883.HK / 883 HK) 5
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Figure 8: Productiond company guidance vs. our Figure 9: Production volume and total production
estimate (five-year CAGR)
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Offshore China i cut to 2%/10% for 2014E/15E

CNOOC had previously also guided for a 4-5% CAGR in offshore China for 2011-2015E,
suggesting 17%-22% YoY annual growth in 2015E, which we don't think is likely. We cut
CNOOC's offshore China production growth to 2% and 10% for 2014E and 2015E,
respectively, to reflect management guidance for 2014E and our more conservative view
on CNOOC's ability to deliver growth.

Figure 10: CNOOC's offshore China production volume and growth
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Source: Company data, Credit Suisse estimates
Weak execution i more delays possible

CNOOC's ability to execute new projects was disappointing in 2013 i four out of ten new
projects (all in offshore China) were delayed into 2014E. Although there are c¢.20 more
new projects planned over the next 24 months, we become sceptical on the timeline.

In particular, two large projects, Liwan 3-1 and Lufeng 7-2, both scheduled for 2013 and
with production volume up to 40kbd boe in 2014E (58% of our 2014E incremental
production forecast) have not commenced production as of now.

CNOOC Ltd
(0883.HK / 883 HK) 6
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Figure 11: New projects planned for 2013 and status

Projects announced in 2013 strategy preview

Time for commencement

Weizhou 6-12

Weizhou 12-8W

Weizhou 8-3E

Weizhou 19-1N

Suizhong 36-1 phase Il adjustment
Qikou 18-1 adjustment

Came on stream in 1H13
Came on stream in 3Q13
Came on stream in 1H13
Came on stream in 3Q13
Came on stream in 4Q13
Came on stream in 4Q13
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Liuhua 19-5
Lishui 36-1

Lufeng 7-2

Liwan 3-1

Came on stream in Jan-2014

2014E
2014E
2014E

Source: Company data

7-10 new projects planned for 2014E

CNOOC guided that about seven to ten new projects are expected to come on stream in
2014. Out of the seven major ones, six projects are from offshore China while one is from
the North Sea, UK. The company also expects a busy construction pipeline with about 20
new projects under construction during 2014.

Figure 12: New projects planned for 2014E

Major new projects in Location Expected time of start-up CNOOC's interest Peak production
2014 (kbpe/day)
Kenli 3-2 Bohai, Offshore China First half 100% 37
Wenchang 13-6 Western South China Sea, Second half
Offshore China
Panyu 10-2/5/8 Eastern South China Sea, Second half
Offshore China
Panyu 34-1/35-1/35-2 Eastern South China Sea, Second half
Offshore China
Qinhuangdao 32-6 Bohai, Offshore China Second half 75.50% 36
adjustment
Enping 24-2 Eastern South China Sea, Year end 100% 40
Offshore China
Golden Eagle North Sea, UK Year end 36.50% 70

Source: Company data

Woodmac data suggests only 2.9% CAGR production growth for 2014-2015

Although Woodmac's data is far from perfect, it does provide some insight of the
production outlook for a company. In CNOOC's case, Woodmac seems to have an even
more conservative view on CNOOC's volume growth in the coming two years. According
to Woodmac, CNOOC's production in offshore will register 8% growth in 2014 but will slip
2% in 2015. The growth will be driven more by gas than liquid, thanks to the potential
launch of some major gas fields, such as Liwan, Panyu and Dongfang.

Figure 13: CNOOC's offshore China production as per Woodmac

YoY (kbd)
YoY (%)

Oil production (kbd) Gas production (kboed) Total production (kboed)
2013 2014 2015 2014 2015 2013 2014 2015
628.3 652.1 615.4 185.2 203.9 773.6 837.3 819.3

23.8 -36.7 39.9 18.7 63.6 -18.0
3.8% -5.6% 27.4% 10.1% 8.2% -2.1%

Source: Woodmac

CNOOC Ltd
(0883.HK / 883 HK)



CREDIT SUISSE\

Figure 14: Major new projects in offshore China for 2014 & 2015 as per Woodmac

Oil production (kbd) Gas production (kboed)
2014 2015 2014 2015

2014 projects 2014 projects

- Lufeng 7-1/7-2 14.1 - Liwan 271

- QHD 32-6 15.3 - Panyu Area 95

- Suizhong 36-1 16.0 - Dongfang 1-1 6.7

- Declines & others -21.6 - Declines & others 3.4

2015 projects 2015 projects

- Huizhou 25-8 9.5 - Liwan 10.6

- Declines & others -46.2 - Panyu Area 7.3
- Xihu Fields 3.3
- Declines & others 25

Source: Woodmac
Overseas growth higher than offshore China

According to Woodmac, CNOOC's overseas assets (excl. Nexen) will deliver a stronger
growth than offshore China with a 9% CAGR in 2014-15, among which, liquid will grow at
8% and gas at 11% CAGR.

Figure 15: CNOOC's overseas production as per Woodmac

21 January 2014

Oil production (kbd) Gas production (kboed) Total production (kboed)
2013 2014 2015 2013 2014 2015 2013 2014 2015
161.3 178.0 189.7 80.9 90.0 99.9 242.1 268.0 289.5
YoY (kbd) 16.8 11.6 9.1 9.9 25.9 215
YoY (%) 10.4% 6.5% 11.2% 11.0% 10.7% 8.0%

Source: Woodmac

US is the main growth driver, thanks to production ramp up in Eagle Ford and Niobrara.
Production growth will mainly come from Eagle Ford and Niobrara, making up for more
than 90% of the 2014 growth, according to Woodmac.

Figure 16: Major new overseas projects for 2014 and 2015 as per Woodmac

Oil production (kbd) Gas production (kboed)
2014 2015 2014 2015
2014 projects 2014 projects
- GFC Eagle Ford SHO 13.6 - GFC Eagle Ford SHO 4.9
- PRV Niobrara 4.6 - Acambuco 1.8
- Long lake 4.3 - Cerro Dragon Area 1.0
- Declines & others 5.7 - PRV Niobrara 0.9
- Declines & others 05
2015 projects 2015 projects
-GFC Eagle Ford SHO 4.9 - Madura Strait PSC 5.2
- Misan 4.8 |- GFC Eagle Ford SHO 2.4
- PRV Niobrara 3.7} PRV Niobrara 0.8
- Declines & others -1.8 |- Declines & others 15

Source: Woodmac
Offshore China production is more meaningful to earnings

I't is a known fact that CNOOCOGs overseas
makes offshore China more important to CNOOC from an earnings perspective. In 2011,
net income margin in offshore China was US$35.7/boe, compared with US$26.8/boe in
overseas. The net income per barrel for overseas dropped even further to US$10.3/boe in
2012 after reflecting operations in US Eagle Ford, PAR,and OPTI , whi |l e
net income margin held up flat YoY during the year.

projects

of fshore Chi
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nabs

CNOOC Ltd
(0883.HK / 883 HK)



CREDIT SUISSE\

Figure 17:Net income per boe comparison (2011 & 2012)
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Source: Company data, Credit Suisse estimates

Reserve analysis

Offshore China reserves likely to stay low

CNOOC's reserves in offshore China look troubling, especially for oil. From 2010 to 2012,
CNOOC's crude oil reserve life in offshore China averaged at 7.1 years when production
was flat 1 its reserve replacement ratio was below 100% (97% on average), this is much
lower than the average of 10.4 years between 2005 and 2009.

CNOOC booked high level oil reserve discoveries in 2011 and 2012 (223 mmbbl on
average vs. 147mmbbl on average from 2006-10), however, its oil production volume has
stayed and is likely to remain flat in 2013-15, which again makes us concerned about
CNOOC's execution ability. In addition, we are sceptical that CNOOC can continue to
book new discoveries substantially above its production level.

Gas reserves, despite some sizable discoveries in 2010 (828 bcf) and 2012 (911 bcf),
have consistently registered reserve life below 20 years since 2010 (vs. average of 15.6
years in 2005-09).

21 January 2014

CNOOC Ltd
(0883.HK / 883 HK)
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Figure 18: CNOOC's offshore China reserves since 2001

21 January 2014

Offshore China 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Oil (mmbbl) 1,279 1,287 1,328 1,350 1,355 1,342 1,405 1,400 1,496 1,502 1,585
Revisions (46) (29) 7 7 (18) 52 9) 122 30 64 101
Discoveries & extensions 150 114 129 133 132 136 150 139 178 238 207
Purchases/(disposals) - 53 6 - - - - 3) 22 - -
Production (96) (97) (106) (121) (127) (125) (146) (162) (224) (219) (226)
Total 1,287 1,328 1,350 1,355 1,342 1,405 1,400 1,496 1,502 1,585 1,667
Gas (bcf) 3,248 3,333 3,905 4,282 4,495 4,569 4,427 4,216 4,166 4,401 4,148
Revisions (5) @) (95) 7 95 (171) (223) (214) (367) (309) (348)
Discoveries & extensions 169 506 414 314 109 158 162 319 828 310 911
Purchases/(disposals) - 142 161 - - - - - - - -
Production (79) (69) (103) (108) (130) (129) (150) (155) (226) (254) (246)
Total 3,333 3,905 4,282 4,495 4,569 4,427 4,216 4,166 4,401 4,148 4,465
Oil & Gas (mmboe) 1,820 1,843 1,979 2,064 2,104 2,104 2,143 2,103 2,190 2,236 2,276
Revisions 47) (30) (23) (6) 2) 24 (46) 86 (31) 13 43
Discoveries & extensions 178 198 198 185 150 162 177 192 316 290 359
Purchases/(disposals) - 77 33 - - - - 3) 22 - -
Production (109) (109) (123) (139) (149) (147) (171) (188) (262) (261) (267)
Total 1,843 1,979 2,064 2,104 2,104 2,143 2,103 2,190 2,236 2,276 2,411
Reserve life (oil) 13.4 13.7 12.7 11.2 10.6 11.2 9.6 9.2 6.7 7.2 7.4
Reserve life (gas) 42.2 56.6 41.6 41.6 35.1 34.3 28.1 26.9 19.5 16.3 18.2
Reserve life (overall) 16.9 18.2 16.8 15.1 14.1 14.6 12.3 11.7 8.5 8.7 9.0
RRR (oil) 156% 172% 127% 110% 104% 109% 103% 84% 89% 109% 92%
RRR (gas) 214% 939% 558% 291% 84% 122% 108% 206% 366% 122% 370%
RRR (Overall) 163% 253% 187% 133% 101% 111% 104% 101% 129% 111% 134%

Source: Company data, Credit Suisse

Figure 19: CNOOC's offshore China crude oil production

vs. reserve life

Figure 20: CNOOC's offshore China crude oil discoveries

and extensions vs. RRR
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Figure 21: CNOOC oil reserve life (years)

21 January 2014

Figure 22: CNOOC gas reserve life (years)
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Higher maintenance capex than
expected

Since 2011, CNOOC's capex (excluding Nexen) surged from US$5.6 bn in 2010 to
US$14-16 bn in 2014E, while production growth stayed at a mere 2.3% YoY on average.
Such unusual trend led us to believe that CNOOC's maintenance capex (capex required to
maintain current level of production volume) could be much higher than we previously
expected. We have therefore changed our maintenance capex estimate from US$6.4 bn to
US$9 bn, benchmarking to the average of 2011-13.

Figure 23: CNOOC's production volume versus capex
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Figure 24: CNOOC's capex breakdown
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New target price of HK$16.00/sh

After cutting our 2014/15 production volume by 3% and 6%, we have accordingly revised
down our 2014/15 earnings estimate by 4% and 15%, respectively.

Figure 25: Production volume and EPS revision

Production volume (ex. Nexen) EPS (Rmb/sh)

Old New % change Old New % change
2013E 345 351 2% 1.60 1.50 -1%
2014E 372 360 -3% 1.47 141 -4%
2015E 428 400 -6% 1.83 1.55 -15%

Source: Credit Suisse estimates

21 January 2014

CNOOCbés EPS is highly sensitive to movements crude
every US$5/bbl change in crude oil price, its EPS will change 5-7% in the same direction.
Figure 26: EPS sensitivity to movement of crude oil prices
EPS % change

2014E 2015E 2014E 2015E
-US$20/bbl 1.08 1.19 7% 7%
-US$15/bbl 1.17 1.28 7% 7%
-US$10/bbl 1.25 1.37 -6% -6%
-US$5/bbl 1.33 1.46 -6% -6%
Base case 1.41 1.55 0% 0%
+US$5/bbl 1.49 1.64 6% 6%
+US$10/bbl 1.57 1.73 5% 6%
+US$15/bbl 1.66 1.82 5% 5%
+US$20/bbl 1.74 1.91 5% 5%
Source: Company data, Credit Suisse estimates
Our new target is HK$16.00/sh
We change our DCF-based target price to HK$16.00 (from HK$20.00), to reflect (1) lower
earnings for 2014E/15E and (2) a higher end-year capex.
Our previous base case built in an end-year capex of US$6 bn, excluding Nexen (US$2.3
bn), which could be proved to be too low judging from past trend of capex and production
volume. In our new base case, we assume CNOOC's maintenance capex might be as
high as US$9bn (the average of 2011-2013), which leads to a lower target price of
HK$16/sh. We estimate that for every US$1 bn more required as maintenance capex, our
target price will drop by HK$1.3/sh.
Figure 27: Target price to end-year capex sensitivity
Capex exl. Nexen (US$mn) Capex incl. Nexen (Rmb mn) Target price (HK$/sh)
(5,000) (44,625) 21.3
(6,000) (50,725) 19.9
(7,000) (56,825) 18.6
(8,000) (62,925) 17.3
(9,000) (69,025) 16.0
(10,000) (75,125) 14.6
(11,000) (81,225) 13.3
(12,000) (87,325) 12.0
(13,000) (93,425) 10.7
(14,000) (99,525) 9.3
Source: Credit Suisse estimates
CNOOC Ltd
(0883.HK / 883 HK) 13
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Our new target price implies 8.9x and 8.1x 2014E and 2015E P/E, respectively, slightly
above the historical average minus one standard deviation. As we are not convinced that
CNOOC will enter a high growth period in the coming 12-24 months, a double-digit P/E
multiple is no longer appropriate, in our view i CNOOC's valuation averaged at 11.4x
during 2007 to 2010, when it exhibited a 19% CAGR.

Figure 28: 12-month forward PE (x)
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Appendix T Major new projects
Liwan

Liwan gas project is located in Pearl River Mouth Basin, Eastern South China Sea. It lies
in an area of 2,230 square km and average water depth of 723-1,500km.

The project includes the main Liwan 3-1, Liuhua 34-2 and 29-1 fields. The project is jointly
held by CNOOC (51%) and Husky (49%). Husky and CNOOC operate the deep water and
shallow water portion of the project, respectively. Liwan 3-1 was discovered in 2006 by
Husky, while Liuhua 34-2 and 29-1 were discovered in 2009 and 2010, respectively.

The total commercial recoverable reserve of Liwan is estimated to be 2116 bcf and 34
mmbbls (condensate). Production was scheduled to come on stream in late-2013, but is
now postponed to 2014. As of Dec-2013, the platform was mechanically completed and
ready for production, according to CNOOC. Woodmac estimates its peak gas production
will reach around 520 mmcfd in 2015 and start to decline in 2018.

Liwan project will supply gas, via a 270-kilometre trunkline, to the gas grid in the
Guangdong province, at oil linked price. Woodmac estimates that gas selling price will be
around US$12/mcf for 2014.

The Liuhua 34-2 field is being developed in parallel with the Liwan 3-1 field and is
scheduled to be tied into the Liwan infrastructure during an estimated eight-week period in
the second half of 2014.

All of the initial planned production from Liwan 3-1 and Liuhua 34-2 are covered by fixed-
price sales agreements. Negotiations for the Liuhua 29-1 field gas are in progress.

Figure 29: Location map for Liwan project (red square)
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CNOOC: 51%

Husky: 49%, also the
operator

As of Dec-2013, the
platform was mechanically
completed and ready for
production
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Lufeng 7-1/7-2

The Lufeng 7-1/7-2 (Pearl) project is located in the Pearl River Mouth Basin, Eastern
South China Sea, about 200 kilometres southeast of Hong Kong and around 15 kilometres
north of the producing Lufeng 13-2 field with average water depth of 105km. The project
development focuses on the upthrown (Lufeng 7-2) and downthrown fault blocks (Lufeng
7-1). Lufeng 7-2 was discovered in 2008 and Lufeng 7-1 in 2009.

The project is jointly held by CNOOC (51%) and Newfield (49%). Newfield is the operator.
First oil was originally expected in Dec-2013, but we have not seen it coming on stream
yet.

The project has total commercial recoverable reserves of 30mmbbl. Newfield plans to drill
two directional and six horizontal wells by mid-2014. Woodmac expects it to reach peak
production in 2014/15 (27-30 kbd) and decline quickly after that, becoming dry by 2019.

Lufeng 7-1/7-2 crude will be transported via a new 12-inch, 15 km pipeline to platform
located on Lufeng 13-2. Woodmac assumes Lufeng 7-1/7-2 crude to be sold at 3%
discount to Brent.

Figure 30: Location map for Lufeng 7-1/7-2 project (red square)
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Newfield: 49%, also the
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Newfield plans to drill two
directional and six horizontal
wells by mid-2014.
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reach peak production in
2014/15 (27-30 kbd)
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Panyu Area

The Panyu Area fields, located in the Pearl River Mouth Basin, South China Sea. It

includes Panyu 30-1/34-1/35-1/35-2 and Liuhua 19-5, covering an area of 6,152 square The working interest is

km with water depth range from 150-450 km. The working interest is 100% held by 100% held by CNOOC and
CNOOC and CNOOC is the operator. CNOOC is the operator.

The total commercial recoverable reserves is estimated to be 1352 bcf gas. Woodmac
expects Liuhua 19-5 to reach peak production (38 mmcfd) in 2015 while the remaining
Panyu area will reach peak production (307mmcfd) in 2016.

Panyu 30-1 was brought on stream in March 2009 and the gas is piped to landfall in \Woodmac expects Liuhua
Zhuhai, via the Huizhou 21-1 facilities. First gas production was scheduled from Panyu 30-  19-5 to reach peak

1 in 2007. However, the platform jacket was seriously damaged during installation of the  production (38mmcfd) in
topsides in October 2006. As a result a new jacket was required, delaying production start-  2015;

Up by around two years. the remaining Panyu area

Panyu 34-1/35-1/35-2 are expected to come on stream in 2014. Gas production from the  will reach peak production
three fields is transported to the Liwan shallow water platform via a 35 kilometre, 14 inch  (307mmcfd) in 2016
flowline.

Liuhua 19-5 has an average water depth of about 185 meters. This project was designed
to share the existing producing facility of Panyu 30-1 gas field, and two new producing
wells were drilled. It came on stream in Jan-2014 and is expected to hit its peak production
of 29 million cubic feet per day in year 2014.

Figure 31: Location map for Panyu Area fields (red square)
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Suizhong 36-1 Phase Il adjustment

Suizhong 36-1 oil field is located in the south region of Liaodong Bay in Bohai with an
average water depth of about 30 meters. The working interest is 100% held by CNOOC
and CNOOC is the operator. Crude produced in Suizhong 36-1 was heavy oil with a
gravity of 14 to 17° API. Oil is piped from the field via a 70 kilometre export line to an
onshore processing terminal.

The working interest is
100% held by CNOOC and
CNOOC is the operator

To deal with rising water-cut and to boost output going forward, 4 new platforms were built
along with fully utilizing the existing producing facilities. The commencement of this project
will further enhance the overall processing capability of the field and make the
development of this field more effectively. The adjustment project was expected to hit its
peak production in 2014 (c.76kbd estimated by Woodmac).

The adjustment project was
expected to hit its peak
production in 2014 (c.76kbd
estimated by Woodmac)
Suizhong 36-1 commenced full scale Phase | production in 1997 and phase Il of the

development started in 1998. Phase II-B did not perform as well as expected by CNOOC

(anticipated a peak production of ¢.90kbd) and has been in decline since the 2002 peak.

Due to the heavy crude nature, there is limited domestic market for oil produced at
Suizhong, and CNOOC has been exporting cargoes to Singapore since May 1996.
Woodmac estimates that Suizhong crude trades at 10% discount to Brent.

Figure 32: Location map for Suizhong 36-1 Phase Il adjustment project (red square)
L)

Source: Woodmac

CNOOC Ltd
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U.S. Eagle Ford Shale

CNOOC purchased 33.3% interest in Chesapeake's 600,000 acre position in Eagle Ford
Shale project in South Texas for US$1.12 bn in Nov 2010. CNOOC also agreed to pay for
75% of development costs up to an additional US$1.08 bn, which was fulfilled in 2012.
CNOOC acts as a non-operating partner in this project.

Eagle Ford Shale project is estimated to have net unrisked unproved resource potential up
to 4 bn boe. At the moment of acquisition, Chesapeake was utilising ten operated rigs to
develop its Eagle Ford leasehold and with additional capital from CNOOC Limited, it is
anticipated to increase its drilling activity to approximately 12 operated rigs by year-end
2010. At end of 2012, Chesapeake had 534 gross operated producing wells in the Eagle
Ford, of which 405 reached first production in 2012, including 98 in the 4Q12. The
company operated 17 rigs in the play at end-2012, down from a peak of 34 rigs in April
2012, and plans to operate an average of 16 rigs in 2013.

The initial production rate was up to 1,160 barrels of oil and 0.4 mmcf of natural gas per
day in the oil window and 4.0 mmcf of natural gas and 1,200 barrels of oil per day in the
wet gas window. Woodmac estimates peak production will reach in 2017 with 55kbd liquid
and 108mmcfd gas. Of the 98 wells that commenced first production in 4Q12, 90 wells (or
92%) had peak production rates of more than 500 boe per day, including 27 wells (or 28%)
with peak rates of more than 1,000 boe per day.

According to Chesapeake's 2012 annual report, net production in 4Q12 averaged 62,500
boe per day (143,200 gross operated boe per day). This represents an increase of 266%
year over year and 20% sequentially. Approximately 66% of total Eagle Ford production
during the 2012 fourth quarter was oil, 15% was NGL and 19% was natural gas.

Figure 33: Location map for U.S.
£

Eagle Ford Shale project (red square)
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CNOOC purchased 33.3%
interest in Eagle Ford Shale
project for US$1.12 bn in
Nov 2010

Chesapeake is the operator
of the project

Net production in 4Q12
averaged 62,500 boe per
day, UP 266% YoY and
20% QoQ
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U.S. Niobrara Shale

In Feb-2011, CNOOC purchased 33 . 3% wundi vi ded interest
oil and natural gas leasehold acres in the Denver-Julesburg (DJ) and Powder River Basins
in northeast Colorado and southeast Wyoming. The consideration for the transaction will
be $570 million in cash at closing. In addition, CNOOC Limited has agreed to fund 66.7%
of Ches ap e akdiling and tompleton ookts until an additional $697 million has
been paid, which Chesapeake expects to occur by year-end 2014.

As the operator of the project, Chesapeake will conduct all leasing, drilling, completion,
operations and marketing activities for the project. At the transaction date, Chesapeake
was operating 16 producing wells in the DJ and Powder River Basins that have reached
initial production rates of up to 1,000bbl of oil and 3.0mcf of natural gas per day.

Woodmac estimates that total remaining 2P reserves is 98mnboe as of beginning of 2014,
among which, 37% is gas, 52% is shale oil and NGLs making up for the rest.

According to Woodmac, Chesapeake has removed the DJ Basin from its development
plans and seeks to divest the acreage. Due to lack of infrastructure and consistent well
results, Chesapeake has decided that this acreage does not fit in with its new strategy of
focusing on core assets.

Figure 34: Location map for U.S. Niobrara Shale project (red square)
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CNOOC Ltd (0883.HK, HK$13.86, NEUTRAL, TP HK$16.0)
China Oilfield Services Ltd (2883.HK, HK$23.65, OUTPERFORM, TP HK$25.0)
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