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Financial Summary

MBERE

(Amounts expressed in thousands of RMB)
(FTESBHAARET TREM)

Consolidated Statement of Comprehensive &#2EWKER(KEEXK)
Income (Audited)
Year ended December 31 HE+t-_A=t—HIFE

2007 2008 2009 2010
—TELFE ZTENF —ZEThAFE == F

Total revenue fallg 1,221,624 1,971,688 1,166,827 1,804,976
Total operating expenses BRI (710,597)  (1,190,063) (925,608)  (1,170,963)
Finance costs, net B8R FE (76,911) (7,787) (57,280) (51,444)
Profit before tax B 750 B A 434,116 773,838 183,939 582,569
Income tax expense FriS#i sz (125,163) (162,748) (73,462) (161,705)
Profit for the year FRHEF 308,953 611,090 110,477 420,864

Consolidated Statement of Financial Position &8 RE (KEX)

(Audited)
As at December 31 Rt+-—A=1+—H
2007 2008 2009 2010
ZEELF ZZENF ZETNF T T F
Current assets RENEE 815,235 1,165,636 988,030 1,156,075
Property, plant and equipment, net ¥1% - = K& FE 1,707,106 2,486,943 2,665,143 3,024,482
Derivative financial instruments TEEMTE - 94,912 - 20,285
Intangible assets EBIVEE 558 6,043 2,599 1,677
Amount due from shareholder JE U A% B FR0E 449,438 - - -
Trade and other receivables JRE it Rz L Ath e Y kT8 - 71,805 70,360 24,212
Total assets BEBE 2,972,337 3,825,339 3,726,132 4,226,731
Current liabilities mEAaE 1,497,234 1,575,017 966,110 919,376
Non-current liabilities EREBERE 805,736 1,106,557 1,506,576 1,347,424
Total liabilities BfER% 2,302,970 2,681,574 2,472,686 2,266,500
Equity R 669,367 1,143,765 1,253,446 1,959,931
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Operating Summary

EEME

Year ended December 31

BE+-A=1T—-HLEE

2007 2008 2009 2010
“RREFE FRN\F  _FTNF | —2-TF

Sales volume HE(FER)

(millions of barrels) 2.33 2.72 2.92 3.42

Net annual production volume FEEE(FER)

(millions of barrels) 2.35 2.98 2.79 3.41

Average daily net crude oil AR AEER (1)
production (in barrels) 6,439 8,150 7,637 9,349
Daan oilfield K% mH 5,295 6,492 6,000 7,110
Moliging oilfield EE5HA 1,003 1,505 1,453 1,744
Miao 3 oilfield E83mmA 141 153 184 495

Average realized price FHERER
(USS$ per barrel of crude oil) (27/ SREH) 69.00 104.78 58.58 77.99
Daan oilfield K% mH 68.50 105.66 59.05 78.19
Moliging oilfield EEEHRA 71.31 101.51 56.83 77.33
Miao 3 oilfield E83mmA 70.43 102.03 56.57 77.26

Lifting costs (US$ per barrel of hBA&(Ex/ S&EH)
crude oil) 7.24 6.52 7.69 7.09
Daan oilfield A& HH 5.44 4.23 6.21 5.65
Moliging oilfield ZEEHRA 13.70 13.26 11.82 10.78
Miao 3 oilfield E83mA 26.52 31.06 25.86 15.36

Development Wells (Gross) B (E) 192 389 189 200
Successful RIhiEE 191 389 188 200
Dry g 1 0 1 0

As at December 31
®+=B=t+—H
2007 2008 2009 2010
o —EENE —ETNE —E-2F

Net Reserves (In thousands BRHE(THE)
of barrels)

Total proved developed FAD AR HERE 13,437 17,525 19,195 20,501
Daan oilfield K% mH 12,709 15,245 15,164 17,303
Moliging oilfield EEEHRA 1,187 2,162 3,773 2,985
Miao 3 oilfield E83mA 171 118 258 213

Total proved undeveloped RERARHERE 23,438 11,303 11,699 12,435
Daan oilfield A% HH 19,858 8,694 9,824 12,033
Moliging oilfield ZEEHA 3,580 2,609 1,875 374
Miao 3 oilfield EA3)mM - - - 28
Total proved RARELE 36,875 28,828 30,894 32,936

Total probable developed BECHEHELE 4,205 6,921 7,059 7,627

Total probable undeveloped BERREHELE 24,257 14,886 17,048 11,978
Total probable WERELE 28,462 21,807 24,107 19,605

Total possible developed AEEC B RERE 3,167 4,693 4,785 5,058

Total possible undeveloped EEZ NGRS 11,970 6,965 6,376 8,801
Total possible AREAEE 15,137 11,658 11,161 13,859
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Chairman’s Statement (continued)

ETREREEE)

Dear Shareholders,

On behalf of the board of directors (“Board”) of MIE Holdings
Corporation (“Company”), | hereby present the annual results of the
Company for the year ended December 31, 2010. During the period
under review, the Company experienced rapid growth and encountered
tremendous opportunities.

The oil and gas industry in China continued to grow during 2010 despite
the volatile crude oil price throughout the year. Rising global oil demand
amid the economic recovery continues to benefit the industry, including
us.

The Company was successfully listed on the Main Board of the
Stock Exchange of Hong Kong on December 14, 2010 (“Listing
Date”), marking a key milestone in the history of the Company and its
subsidiaries (“Group”). Our share price has increased significantly from
the initial public offer price of HK$1.70 per share, reflecting the strength
of the Company and the support of our shareholders.

During the period under review, the Company delivered a brilliant
performance with turnover of approximately RMB1.805 billion,
representing an increase of 54.7% from 2009. Profit before tax surged
216.7% from the preceding year to approximately RMB582.6 million.
EBITDA increased to approximately RMB1.163 billion, representing
a 69.2% increase from the previous year. Profit attributable to equity
holders was approximately RMB420.9 million, increasing almost four
fold from the previous year and exceeding our profit forecast as set out in
our prospectus dated December 1, 2010. Eamnings per share increased
by 216.7% to RMBO0.19. In view of the stellar results for 2010, and
given the low interest rate environment, the Directors of the Company
recommended the payment of a special final dividend of HK$0.035 per
share although there was no plan to pay any dividend for the year ended
December 31, 2010 as stated in our prospectus dated December 1,
2010.

We are the leading independent upstream oil company operating
onshore in China, with Daan, Moliging and Miao 3 ailfields in the Songliao
Basin, the most prolific oil-producing basin in the country. We seek to
independently or jointly explore and produce oil with other large partners,
and look for new exploration, development and production opportunities
globally.
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Chairman’s Statement (continued)

ETRHEE(E)

As of December 31, 2010, we had estimated net proved, proved
+probable and proved+probable+possible crude oil reserves of
approximately 32.9 million barrels, 52.5 million barrels and 66.4 million
barrels respectively, an increase of 3.5 million barrels, 4.9 million barrels
and 5.3 million barrels respectively, as compared to our reserve as of
June 30, 2010 as stated in our prospectus dated December 1, 2010.
Also, as at December 31, 2010, we had estimated 2C Contingent
Resources of 4.9 million barrels and Best Estimate of Undiscovered
Prospective Resources of 4.9 million barrels.

During the year, we commenced infill drilling on the Daan oilfield
and successfully drilled 6 wells. Reserves attributable to infill drilling
included in our reserves for the first time at December 31, 2010 are
3.3 million barrels, 4.3 million barrels and 5.2 million barrels of proved,
proved+probable, and proved+probable+possible, respectively. To
develop these reserves we plan to drill an additional 455 infill wells
including 36 infill wells in 2011. Since the reserve report as at June 30,
2010 as set out in our prospectus dated December 1, 2010, our net
proved and net proved+probable reserves increased by approximately
11.9% and 10.1%, respectively, mostly from infill drilling, indicating the
Company has substantial continuing growth potential in its existing
oilfields in China.

The daily production of MI Energy Corporation (“MIE”), our wholly owned
subsidiary, has grown significantly since it took over operations of the
three oilfields in 2001. The average daily net output reached 6,439
barrels in 2007, 8,150 barrels in 2008, 7,637 barrels in 2009 and 9,349
barrels in 2010, representing a CAGR of 13.24%.

On February 14, 2011, the Company announced another important
milestone in agreeing to acquire all the issued and outstanding
participation interests of Emir-Oil, LLC, an oil and natural gas
exploration and production company in the Republic of Kazakhstan.
The acquisition of Emir-Oil, LLC will be an important first step for the
Company towards becoming an international oil and gas company.
Based on Emir-Qil, LLC’s reserve report as of March 31, 2010, the
contracted area has proved reserves, proved+probable reserves, and
proved+probable+possible reserves of approximately 22.7 million, 92.2
million and 127.6 million barrels of oil equivalent, respectively. In addition,
based on the evaluation of four resource prospects in the contracted
area as at July 1, 2010, there is an estimated prospective resources of
approximately 171.0 million barrels of oil on an unrisked basis and 51.3
million barrels of oil on a risked basis.
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Chairman’s Statement (continued)

ETREREEE)

Given the upward trend in international crude oil price since late 2010,
the planned increase in our capital expenditures and wells to be drilled
in 2011 for the Daan, Moliging and Miao 3 oilfields, and the future
contribution from Emir-Oil, LLC, we expect to have another strong year
in 2011.

The energy sector is expected to continue its rapid growth amidst
stronger hopes on recovery of the global economy, increasing
consumption of petroleum and other kinds of energy, and climbing oil
prices. In the face of heated competition in China as well as overseas
and other uncertainties (such as the unrest in North Africa and Middle
East, wars, energy policy changes and major oil and gas leaks), we will
strive to raise our competitiveness and gradually develop our business
by expanding the geographical and operational scope, improving the
quality of our staff, upgrading facilities, tapping into overseas markets,
optimizing corporate structure and reducing operating costs.

Last but not least, | would like to take this opportunity to express my
heartfelt thanks to the Board and all the staff for their efforts over the past
year, and to our shareholders and business partners for their trust in and
support to us.

Zhang Ruilin
Chairman
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Directors and Senior Management

EERSREEE

Executive Directors

Zhang Ruilin, aged 40, has been our executive Director, Chairman and
Chief Executive Officer since his appointment on March 20, 2008. He,
along with Mr. Zhao, is the controlling shareholder of Far East Energy
Limited (“FEEL”). Following the takeover of MIE by FEEL from Microbes
Inc. in August 2003, Mr. Zhang joined us in September 2003 and has
since been a director of MIE. He is primarily responsible for overseeing
our overall strategies, planning and day-to-day management and
operations. Mr. Zhang has over 20 years of experience in the oil and
gas business, during which he acquired his experience as an oilfield
worker and technician for PetroChina in 1989 and as the chairman and
general manager at a local oilfield services company, Jilin San Huan
Petrochemical Co., Ltd., for over five years. In May 2003, he founded
FEEL in Hong Kong, through which he acquired MIE from Microbes
Inc. Mr. Zhang is a member of the Songyuan Committee of the China’s
National People’s Congress. Mr. Zhang graduated from Jilin Petroleum
College in 1995.

Zhao Jiangwei, aged 39, has been our executive Director, vice
Chairman and senior vice president since his appointment on December
19, 2008. He is one of our controlling shareholders. Mr. Zhao has over
18 years of experience in the oil and gas industry, during which he
acquired his experience as a technician for PetroChina at the Jilin oilfields
from 1993 to 1999 and as the manager of the technical department at
Jilin San Huan Petrochemical Co., Ltd. from 2000 to 2003. Following the
takeover of MIE by FEEL from Microbes Inc. in August 2003, Mr. Zhao
joined our company in September 2003 and has since been a director of
MIE. He is and will continue to be primarily responsible for assisting the
Chairman in overseeing the operations at the Daan, Moliging and Miao
3 oilfields. Mr. Zhao obtained a bachelor of arts degree from Daging
Petroleum College in 1999.

Forrest Lee Dietrich, aged 59, has been our executive Director and
senior vice president since his appointment on December 19, 2008.
Prior to joining us in January 2002, Mr. Dietrich joined Microbes, Inc.
in 1994 and held various technical and management positions during
different phases of development of the production sharing contracts.
He is primarily responsible for mid-term and long-term planning and
reserves management. Mr. Dietrich has over 36 years of experience
in the oil and gas business, during which he acquired his experience
as the vice president of operations for Greenwich Oil Corporation, an
oil company based in Dallas, Texas, from 1985 to 1994 and served in
various capacities as area engineering supervisor, evaluations specialist
and planning coordinator and in various staff engineering positions at
Texaco USA (Getty Oil) in Texas and California from 1974 to 1985. Mr.
Dietrich has been a member of the Society of Petroleum Engineers
since 1972 and has been a professional engineer in the State of Texas
since 1984. He has authored and co-authored four technical papers
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Directors and Senior Management (continued)

EENSREEE(E)

for the Society of Petroleum Engineers regarding microbial enhanced
oil recovery and presented three of those papers at their technical
meetings. Mr. Dietrich obtained a bachelor’s degree in science in
Petroleum and Natural Gas Engineering from Pennsylvania State
University in 1974.

Allen Mak, aged 50, has been our executive Director since his
appointment on July 9, 2009. He is also our Chief Financial Officer,
joint company secretary and senior vice president. Mr. Mak joined our
company in November 2008 as Chief Financial Officer and has about
28 years of experience in finance and accounting. He was previously
the chief financial officer of CITIC 21CN Company Limited (Stock Code:
241), a company listed on The Stock Exchange of Hong Kong Limited
(“Stock Exchange”), for over three years. Prior to his career as a chief
financial officer, Mr. Mak was an investment banker and has over 11
years of experience in investment banking. He was an assistant director
at Peregrine, executive director at Citicorp and the managing director
and head of the investment banking group of a securities firm based in
Hong Kong. Mr. Mak also worked in the private equity business for over
three years as an investment director at CVC Asia Capital and Citicorp.
Prior to Mr. Mak’s career in investment banking and private equity, he
worked for seven years in the accounting profession at Pricewaterhouse
(subsequently renamed as PricewaterhouseCoopers) in Hong Kong,
and KPMG and Deloitte in Canada. Mr. Mak has a bachelor’s degree
in commerce from the University of British Columbia in Canada. He is
a chartered accountant certified by the Canadian Institute of Chartered
Accountants.

Non-executive Directors

Wang Sing, aged 47, has been our non-executive Director since his
appointment on June 22, 2010. Mr. Wang is a partner of TPG Star
Energy Ltd. (“TPG”) and also the co-chairman of TPG Greater China
& Head of TPG Growth North Asia. Prior to joining TPG, he was chief
executive officer and executive director of TOM Group Limited from July
2000 to January 2006. During the period from July 1993 to May 2000,
he held various positions at Goldman Sachs in both New York and Hong
Kong as executive director. Prior to joining Goldman Sachs, Mr. Wang
was a strategic consultant with McKinsey & Co., in Chicago, U.S.A.. In
addition, Mr. Wang is the chairman of Amerinvest Group of Companies.
He is also a member of the Standing Committee of the 10th Yunnan
Provincial Committee of the Chinese People’s Political Consultative
Conference. Mr. Wang has a bachelor’s degree in science from Yunnan
University, PRC, and a bachelor of arts degree in Philosophy, Politics
and Economics and a master’s degree in Land Management from
University of Oxford, U.K.
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Directors and Senior Management (continued)

EEREREERE(E)

Stephen Cheuk Kin Law, aged 49, has been appointed as the
alternate of our non-executive Director, Mr. Wang Sing, since June 25,
2010. Mr. Law is a managing director of TPG Growth. Prior to joining
TPG in July 2006, Mr. Law was a director of Morningside Technologies
Inc Limited (“Morningside”), where he was responsible for a portfolio
of private equity investments. Prior to Morningside, Mr. Law focused
on corporate finance and development for Wheelock and Co. Ltd.
(“Wheelock”) and i-CABLE Communications Ltd. (“i-CABLE”) to develop
various businesses in China and Hong Kong. Prior to working for
Wheelock and i-CABLE, Mr. Law served as regional financial controller
for a number of multinationals. He is a member of the Institute of
Chartered Accountants in England and Wales, a member of the Hong
Kong Institute of Certified Public Accountants and a registered practicing
Certified Public Accountant in Hong Kong. He is a council member of
Hong Kong Institute of Certified Public Accountants, and the chairman of
the Corporate Governance Award Organizing Committee and the vice-
chairman of the Corporate Finance Committee. He holds a Bachelor of
Science degree from the University of Birmingham and a Masters degree
in Business Administration from the University of Hull, United Kingdom.

Independent non-executive Directors

Mei Jianping, aged 51, has been our independent non-executive
Director since his appointment on November 27, 2010. Mr. Mei
has been a professor of finance at Cheung Kong Graduate School
of Business in Beijing, China since 2006 and a fellow at Financial
Institutions Center, the Wharton School of University of Pennsylvania,
since 2004. He was a tenured associate professor of finance from 1996
to 2005 and an assistant professor of finance from 1990 to 1995 at
New York University. From 2003 to 2008, he also taught at Tsinghua
University as a special term professor of finance. Mr. Mei has been the
chairman of the board of Shanghai Zhangjiang JRtan.com. Inc. since
2000 and a director of Cratings.com Inc., USA since 1999. Since 2009,
Mr. Mei has served on the boards of Powerlong Real Estate Holdings
Limited, a company listed on the Stock Exchange, and Zhong De
Securities Company Limited. Mr. Mei worked as a consultant for various
financial institutions, such as Deutsche Bank, UBS, Prudential Insurance
of America and Asia Development Bank. He has published a number
of books and articles on topics related to finance. Mr. Mei received a
bachelor’s degree in Mathematics from Fudan University in 1982, a
master’s degree in Economics and a Ph.D. in Economics (Finance) from
Princeton University in 1988 and 1990, respectively.

Jeffrey W. Miller, aged 49, has been our independent non-executive
Director since his appointment on November 27, 2010. Mr. Miller has
over 25 years of experience in the oil and gas industry. Since 2008, Mr.
Miller has been the director of upstream and investments for Mercuria
Energy Trading Inc., one of the world’s largest independent physical
energy trading firms. He is responsible for Mercuria and certain of its
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Directors and Senior Management (continued)

EENSREEE(E)

affiliates’ global portfolio of oil and natural gas assets, the majority of
which are located in North and South America. Prior to Mercuria, Mr.
Miller spent four years, from 2004 to 2008, as president of Moncrief
Qil International, a private oil and natural gas company with assets in
the former Soviet Union as well as North America. Prior to his career at
Moncrief, Mr. Miller was a managing director in global energy investment
banking for UBS AG, the successor of Dillon, Read & Co, which he
joined in 1993. Mr. Miller received a bachelor’s degree, magna cum
laude, in Petroleum Engineering from Texas A&M University and a
master’s degree in Business Administration from the Columbia Business
School.

Cai Rucheng, aged 60, has been our independent non-executive
Director since his appointment on November 27, 2010. Mr. Cai has
over 30 years of experience working in the oil and gas industry. From
1968 to 2004, Mr. Cai worked at the Shengli oilfield in the Shandong
Province for Sinopec and held the positions of section head at the QOilfield
Geology Division, division head at the Reservoir Engineering Division
and chief geologist. From 1998 to 2003, Mr. Cai was also appointed
and acted as a senior member of the Technology Committee of Sinopec
and the group leader of the expert group for development under the
Senior Members Committee of Sinopec. Since 2004, Mr. Cai has retired
from the above positions. Mr. Cai is currently the vice chairman of and
secretary to the board of directors of Shandong Petroleum Society. Mr.
Cai is a senior engineer and received a bachelor’s degree in Oil and Gas
Exploration from China University of Geosciences (formerly known as
Beijing Institute of Geology) in 1967.

Senior Management

Shou Xuancheng, aged 60, has been our senior vice president since
November 1, 2009. Dr. Shou joined our Company in November 2009
and is responsible for our development and expansion. Dr. Shou has
over 38 years of experience in the oil and gas industry, during which
he acquired his experience holding a number of high-level positions in
the China National Petroleum Corporation and its subsidiaries between
1985 and 2004, including China National Oil & Gas Exploration and
Development Corporation, CNPC International (Kazakhstan) Co. Ltd.,
PetroChina Company Limited and PetroChina International Limited,
and as the vice chairman and executive director of CITIC Resources
Holdings Limited, a company listed on the Stock Exchange, where he
was responsible for the planning and development of oil investments and
portfolio from 2005 to 2009. Dr. Shou holds a master’s degree and a
doctoral degree in Engineering from the Petroleum University of China.
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Directors and Senior Management (continued)
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Ning Deyu, aged 41, has been our executive vice president since
October 2007. Mr. Ning has over 16 years of experience in the oil and
gas industry, during which he acquired his experience as technician,
section chief and deputy factory manager at PetroChina in the Jilin
oilfields prior to joining MIE in 2007 and as the project manager at
the foreign cooperation and joint venture division of the Jilin oilfields
at PetroChina from 2005 to 2007. Mr. Ning graduated from Daging
Petroleum College with a bachelor’s degree in Petroleum Engineering
and is a senior engineer.

Andrew S. Harper, aged 59, has been our chief geoscientist from
2001 to 2008 and recently rejoined us on April 1, 2010. Mr. Harper was
our chief geologist and president of our international operations from
2001 to 2008. Mr. Harper has over 21 years of experience in the oil
and gas industry, during which he acquired his experience working in
the exploration and production team of ARCO International Oil & Gas
Company prior to joining us in 2001. During his time with ARCO, Mr.
Harper worked extensively overseas, including assignments in Chile,
Dubai, Norway, the United Kingdom and Indonesia, and as ARCO’s
resident manager in Bogota, Colombia. Mr. Harper also worked as a
basin studies director, Latin America exploration director and exploration
project director at the headquarters of ARCO International in the United
States from 1990 to 1996 and as an exploration manager at the Andean
Basins in ARCO Latin America Inc. from 1999 to 2000. Mr. Harper
received a bachelor’s degree in Geology from Williams College and a
master’s degree in Geology from the University of Southern California.

Wang Changlin, aged 60, has been the senior advisor to our Chairman
since October 2003 and the director of office of the Board of Directors.
Mr. Wang is responsible for corporate level operation and management.
He has over 30 years of experience in the oil and gas industry. Prior to
joining MIE in 2003, Mr. Wang worked for PetroChina in the Jilin oilfields
and held various positions such as section chief, office director and
deputy factory manager and has extensive experience in the operation
and management of oilfields. Mr. Wang obtained a bachelor’s degree
from Jilin Provincial Communist Party School and is a senior economist.

Cui Yujia, aged 34, has been the assistant to our chairman since
December 2004. Mr. Cui has over 10 years of experience in corporate
finance. Prior to joining MIE in 2004, Mr. Cui worked for Changchun
Heat Shrinkable Materials Company Limited, which is a subsidiary of
China Kinwa High Technology Company Limited, as financial manager.
From 2004 to 2008, he was the financial manager of MIE. Mr. Cui
graduated from Changchun Taxation College with a bachelor’s degree in
International Accountancy.
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Directors and Senior Management (continued)
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Yang Bo, aged 33, has been our financial controller since April 10,
2007. Mr. Yang has over ten years of experience in finance and
accounting. Mr. Yang is responsible for the management of financial
reporting. Prior to joining us, Mr. Yang worked for Ernst & Young Hua
Ming as an audit manager from 2006 to March 2007. From 2002 to
2005, Mr. Yang worked for PricewaterhouseCoopers Zhong Tian CPAs
Company Limited as a senior auditor. From 2000 to 2002, Mr. Yang was
an auditor at Arthur Andersen Hua Qiang CPAs. Mr. Yang graduated
from Renmin University of China with a bachelor’s degree in International
Accounting in 1999. He is a Certified Public Accountant in China and he
is a member of the Beijing Institute of Certified Public Accountants.

Lian Yunfei, aged 35, has been our general counsel since November
18, 2009. Ms. Lian joined our company in November 2009 and has over
five years of experience in the legal field. Prior to joining us, Ms. Lian
worked as an associate at Baker & McKenzie’'s Hong Kong office from
2007 to March 2009 focusing on mergers and acquisitions and general
corporate transactions, and Grandall Legal Group (Shanghai), during
2009, focusing on capital markets and private and public securities
offerings. In her early career, starting in 2001, she worked in a law firm
in Canada, focusing on general practice in Canada, for over three years.
Ms. Lian obtained a juris doctor degree in the Faculty of Law from the
University of British Columbia in 2007. She received a master’s degree in
Materials Science and Engineering in 2001 from the University of Florida.
She graduated from Shanghai University with a bachelor’s degree in
Materials Science and Engineering in 1996. She is admitted to practice
law in New York.

Mei Liming, aged 29, has been our financial manager since May 27,
2009. Prior to his position as our financial manager, Mr. Mei held the
position of vice financial manager from October 2006 to May 2009 and
accountant from January 2005 to October 2006. Mr. Mei graduated
from Beijing Institute of Petrochemical Technology with a bachelor’s
degree in Accounting in 2003. Prior to joining our company, Mr. Mei
worked as an accountant in SONY in 2004.
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Directors and Senior Management (continued)

ESRSREEE(E)

Joint Company Secretaries

Mr. Allen Mak, CA, is our joint company secretary. Besides being a
chartered accountant certified by the Canadian Institute of Chartered
Accountants, Mr. Mak has about 28 years of experience in finance
and accounting, as further set out in the section “Directors and Senior
Management — Executive Directors” in this Annual Report.

Ms. Chu Man Yee, ACS, ACIS, aged 38, is our joint company
secretary. Ms. Chu is a senior manager of the corporate services division
of Tricor Services Limited. Ms. Chu is an associate member of both The
Institute of Chartered Secretaries and Administrators and The Hong
Kong Institute of Chartered Secretaries. Ms. Chu has approximately 15
years of experience in the company secretarial area. Ms. Chu currently
acts as the joint company secretary of MicroPort Scientific Corporation
(Stock code: 853), a company also listed on the Stock Exchange.

Relationship among Directors and Senior
Management

Save for Mr. Zhao, our vice chairman, senior vice president and
executive Director, who is the brother-in-law of Mr. Zhang, our
Chairman, Chief Executive Officer and executive Director, there
are no family relationships between any of our Directors and senior
management.
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Corporate Governance Report

TEERRE

The Board of the Company is pleased to present this Corporate
Governance Report in the Group’s Annual Report for the year ended
December 31, 2010.

The manner in which the principles and code provisions in the Code on
Corporate Governance Practices (“CG Code”) contained in Appendix 14
of the Rules Governing the Listing of Securities on The Stock Exchange
(“Listing Rules”) are applied and implemented as explained in the
following sections of this Corporate Governance Report:

Corporate Governance Practices

The Group strives to achieve high standards of corporate governance to
safeguard the interests of shareholders and to enhance corporate value
and accountability.

The Company has adopted various measures to ensure a high standard
of corporate governance and has put in place corporate governance
practices that are considered to be relevant to the Group, to meet the
code provisions as set out in the CG Code.

In the opinion of the Directors, the Company has complied with the code
provisions as set out in the CG Code during the period from the Listing
Date to December 31, 2010, except for the Code Provision A.2.1 stated
below, which in opinion of the Directors is not appropriate to follow. The
Company has also put in place certain recommended best practices as
set out in the CG Code.

The Company reviews its corporate governance practices regularly to
ensure compliance with the CG Code.
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Corporate Governance Report (continued)

TEEREHE (F)

The Board/Board of Directors
Responsibilities

The Board is responsible for leadership and control of the Company and
oversees the Group’s businesses, strategic decisions and performance.
The Board has delegated to the Chief Executive Officer, and through
him, to the senior management the authority and responsibility for the
day-to-day management and operation of the Group. In addition, the
Board has established Board committees and has delegated to these
Board committees various responsibilities as set out in their respective
terms of reference.

All Directors shall ensure that they carry out duties in good faith, in
compliance with applicable laws and regulations, and in the interests of
the Company and its shareholders at all times.

The Company has arranged for appropriate insurance coverage for
Directors’ and officers’ liabilities in respect of legal actions against its
Directors and senior management arising out of corporate activities.

Board composition

The Board currently comprises eight members, consisting of four
executive Directors, one non-executive Director and three independent
non-executive Directors.

The Company has adopted the recommended best practice under the
CG Code for the Board to have at least one-third of its membership
comprising independent non-executive Directors.

The list of all Directors and all corporate communications issued by
the Company pursuant to the Listing Rules from time to time are
set out under “Corporate Information” on page 2. The independent
non-executive Directors are expressly identified in all corporate
communications pursuant to the Listing Rules.

The Board of the Company comprises the following Directors:

Executive Directors:
Mr. Zhang Ruilin (Chairman)
Mr. Zhao Jiangwei

Mr. Forrest Lee Dietrich

Mr. Allen Mak

Non-executive Directors:

Mr. Wang Sing
Mr. Law Cheuk Kin, Stephen (alternate to Mr. Wang Sing)
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Corporate Governance Report (continued)

TEERRE (H)

Independent non-executive Directors:
Mr. Mei Jianping

Mr. Jeffrey W. Miller

Mr. Cai Rucheng

The list of Directors (by category) is also disclosed in all corporate
communications issued by the Company pursuant to the Listing Rules
from time to time.

The relationships among the members of the Board are disclosed under
“Relationship among Directors and Senior Management” on page 16.

During the period from the Listing Date to December 31, 2010, the
Board at all times met the requirements of the Listing Rules relating to
the appointment of at least three independent non-executive Directors
with at least one independent non-executive Director possessing
appropriate professional qualifications or accounting or related financial
management expertise.

The Company has received written annual confirmation from each
independent non-executive Director of his independence pursuant
to the requirements of the Listing Rules. The Company considers all
independent non-executive Directors to be independent in accordance
with the independence guidelines as set out in the Listing Rules.

The non-executive Directors bring a wide range of business and
financial expertise, experience and independent judgement to the
Board. Through active participation at Board meetings, taking the
lead in managing issues involving potential conflict of interests and
serving on Board committees, all non-executive Directors make various
contributions to the effective direction of the Company.
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Corporate Governance Report (continued)

TEEREHE (F)

Chairman and Chief Executive Officer

Code Provision A.2.1 stipulates that the roles of Chairman and Chief
Executive Officer should be separate and should not be performed by
the same individual.

Mr. Zhang Ruilin currently holds the offices of Chairman and Chief
Executive Officer of the Company. 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 and gas exploration and
production business is best served when strategic planning decisions
are made and implemented by the same person. The Nomination
Committee of the Company has 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 this respect,
the Company does not currently propose to designate another person
as the Chief Executive Officer of the Company. However, the Company
will continue to review the effectiveness of the Group’s corporate
governance structure and consider whether any changes, including
the separation of the roles of Chairman and Chief Executive Officer, are
necessary.

Appointment and Re-election of Directors

Each of the Directors of the Company are appointed for a specific term
of three years and shall be subject to retirement by rotation once every
three years.

In accordance with the Company’s Articles of Association, all Directors
of the Company are subject to retirement by rotation at least once every
three years and any new Director appointed to fill a causal vacancy
or as an addition to the Board shall submit himself for re-election
by shareholders at the next following annual general meeting after
appointment.

The procedures and process of appointment, re-election and removal
of Directors are laid down in the Company’s Articles of Association.
The Nomination Committee is responsible for reviewing the Board
composition, monitoring the appointment of Directors and assessing the
independence of independent non-executive Directors.
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TEERRE (H)

Nomination Committee

The Nomination Committee comprises three members, namely Mr. Mei
Jianping (chairman of the Committee), Mr. Jeffrey W. Miller and Mr. Cai
Rucheng, all of them are independent non-executive Directors.

The principal duties of the Nomination Committee include the following:

° To review the structure, size and composition of the Board and
make recommendations regarding any proposed changes

o To identify suitable candidates for appointment as Directors

o To make recommendations to the Board on appointment or re-
appointment of and succession planning for Directors

During the period from the Listing Date to December 31, 2010, no
meeting for the Nomination Committee was held since the Nomination
Committee was only established on November 27, 2010.

In accordance with the Company’s Articles of Association, Mr. Zhang
Ruilin, Mr. Zhao Jiangwei and Mr. Forrest Lee Dietrich shall retire
by rotation and being eligible, offer themselves for re-election at the
forthcoming annual general meeting.

The Company’s circular dated March 31, 2011 contains detailed
information of the Directors standing for re-election.

Training Induction and Continuing Development of
Directors

Each newly appointed Director receives formal, comprehensive
and tailored induction on the first occasion of his appointment to
ensure appropriate understanding of the business and operations
of the Company and full awareness of Director’s responsibilities and
obligations under the Listing Rules and relevant statutory requirements.

Directors are continually updated on the statutory and regulatory
regime and the business environment to facilitate the discharge of their
responsibilities. Continuing briefing and professional development for
Directors will be arranged where necessary.
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Corporate Governance Report (continued)
TEERRSE(E)

Board Meetings TE;
Board practices and conduct of meetings SERALRITEER
According to the current Board practices: BIBEITEES@ER -

Annual meeting schedules and draft agenda of each meeting are
normally made available to Directors in advance.

Notice of regular Board meetings is served to all Directors at least
14 days before the meeting. For other Board and committee
meetings, reasonable notice is generally given.

Board papers together with all appropriate, complete and reliable
information are sent to all Directors at least 3 days before each
Board meeting or committee meeting to keep Directors apprised
of the latest developments and financial position of the Company
and to enable them to make informed decisions. The Board and
each Director also have separate and independent access to the
senior management where necessary.

The secretary of the meetings is responsible for taking and
keeping minutes of all Board meetings and committee meetings.
Draft minutes are normally circulated to Directors for comment
within a reasonable time after each meeting and final versions are
open for Directors’ inspection.

The Company’s Articles of Association contain provisions
requiring Directors to abstain from voting and not to be counted in
the quorum at meetings for approving transactions in which such
Directors or any of their associates have a material interest.
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During the period from the Listing Date to December 31, 2010, no Board  # FiiAMZE T —ZT&+—- A =+—HHH -
meeting was convened by the Company. RRRWHEBHAEES G
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TEERRE (H)

Model Code for Securities Transactions

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in Appendix
10 to the Listing Rules and applied the same to the Directors and the
employees who are likely to be in possession of unpublished price-
sensitive information of the Company.

Specific enquiry has been made of all the Directors and the Directors
have confirmed that they have complied with the Model Code during
the period from the Listing Date to December 31, 2010. In addition, no
incident of non-compliance of the Model Code by the employees was
noted by the Company.

Delegation by the Board/of Management
Functions

The Board reserves for its decision all major matters of the Company,
including: approval and monitoring of all policy matters, overall strategies
and budgets, internal control and risk management systems, material
transactions (in particular those that may involve conflict of interests),
financial information, appointment of Directors and other significant
financial and operational matters.

All Directors have full and timely access to all relevant information as well
as the advice and services of the Company secretary, with a view to
ensuring that Board procedures and all applicable laws and regulations
are followed. Each Director is normally able to seek independent
professional advice in appropriate circumstances at the Company’s
expense, upon making request to the Board.

The day-to-day management, administration and operation of the
Company are delegated to the Chief Executive Officer and the senior
management. The delegated functions and responsibilities are
periodically reviewed. Approval has to be obtained from the Board prior
to any significant transactions entered into by the aforesaid officers.

The Board has established three committees, namely, the Nomination
Committee, Remuneration Committee and Audit Committee, for
overseeing particular aspects of the Company’s affairs. All Board
committees of the Company are established with defined written terms
of reference which are posted on the Company’s website and are
available to shareholders upon request.
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Corporate Governance Report (continued)

TEEREHE (F)

Remuneration of Directors and Senior
Management

The Company has established a formal and transparent procedure
for formulating policies on remuneration of the Directors and senior
management of the Group. Details of the remuneration of each of the
Directors of the Company for the year ended December 31, 2010 are set
out on page 126 in note 20 to the financial statements.

Remuneration Committee

The Remuneration Committee comprises three members, namely, Mr.
Mei Jianping (chairman of the Committee), Mr. Jeffrey W. Miller and Mr.
Cai Rucheng, all of which are independent non-executive Directors.

The primary objectives of the Remuneration Committee include the
following:

° To make recommendations on the policy and structure for the
remuneration of the Directors and the senior management

o To review and approve the remuneration packages of the
executive Directors and the senior management by reference to
the performance of the individual and the Company as well as
market practice and conditions

o To review and approve the compensation arrangements for the
executive Directors and the senior management.

During the period from the Listing Date to December 31, 2010,
no meeting for the Remuneration Committee was held since the
Remuneration Committee was only established on November 27, 2010.

Accountability and Audit
Directors’ responsibilities for financial reporting

The Directors acknowledge their responsibility for preparing the financial
statements of the Company for the year ended December 31, 2010.

The Board, supported by the finance and legal team of the Group,
is responsible for presenting a balanced, clear and understandable
assessment of annual and interim reports, price-sensitive announcements
and other disclosures required under the Listing Rules and other
statutory and regulatory requirements.
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Corporate Governance Report (continued)

TEERRE (H)

The management has provided to the Board such explanation and
information as are necessary to enable the Board to carry out an
informed assessment of the Company’s financial statements, which are
put to the Board for approval.

Internal Controls

The Board acknowledges that it is the responsibility of the Board
for maintaining an adequate internal control system to safeguard
shareholder investments and Company assets and with the support of
the Audit Committee, reviewing the effectiveness of such system on an
annual basis.

The Board has conducted a review of the effectiveness of the internal
control system of the Company including the adequacy of resources,
qualifications and experience of staff of the Company’s accounting and
financial reporting function, and their training programmes and budget.

Audit Committee

The Audit Committee comprises all the independent non-executive
Directors, namely, Mr. Jeffrey W. Miller (chairman of the Committee), Mr.
Mei Jianping and Mr. Cai Rucheng.

The main duties of the Audit Committee include the following:

o To review the financial statements and reports and consider any
significant or unusual items raised by external auditors before
submission to the Board

o To review the relationship with the external auditors by reference
to the work performed by the auditors, their fees and terms of
engagement, and make recommendations to the Board on the
appointment, re-appointment and removal of external auditors

o To review the adequacy and effectiveness of the Company’s
financial reporting system, internal control system and risk
management system and associated procedures.

The Audit Committee of the Company has reviewed the Group’s
consolidated financial statements for the year ended December 31,
2010, including the accounting policies adopted by the Group and has
discussed the internal control and financial reporting matters of the
Group.

During the period from the Listing Date to December 31, 2010, no
meeting for the Audit Committee was held since the Audit Committee
was only established on November 27, 2010.
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TEEREHE (F)

External Auditors and Auditors’ Remuneration

The statement of the external auditors of the Company about their
reporting responsibilities for the financial statements is set out in the
“Independent Auditor’s Report” on page 54.

The remuneration paid/payable to the external auditors of the Company
in respect of audit services and non-audit services for the year ended
December 31, 2010 amounted to HK$2,439,000 and HK$159,000
respectively. Audit service rendered included HK$1,440,000 for work
relating to accountants’ report for inclusion in the Company’s global
offering (“Global Offering”) prospectus dated December 1, 2010. Non-
audit service were tax consultation service in relation to the Company’s
potential overseas acquisition.

Communication with Shareholders and
Investors/Investor Relations

The Company considers that effective communication with shareholders
is essential for enhancing investor relations and investor understanding
of the Group’s business performance and strategies. The Company
also recognizes the importance of transparency and timely disclosure of
corporate information, which will enable shareholders and investors to
make the best investment decisions.

The general meetings of the Company provide a forum for communication
between the Board and the shareholders. The Chairman of the Board
as well as chairmen of the Nomination Committee, Remuneration
Committee and Audit Committee or, in their absence, other members
of the respective committees and, where applicable, the chairman of
the independent Board committee, are available normally to attend the
annual general meeting and other relevant shareholder meetings to
answer questions.

The 2011 Annual General Meeting (“AGM”) will be held on May 6, 2011.
The notice of AGM will be sent to shareholders at least 20 clear business
days before the AGM.

The Company continues to enhance communication and relationship
with its investors. Enquiries from investors are dealt with in an informative
and timely manner. Investors may write to the Company at its principal
place of business in Hong Kong or via the Company’s website for any
enquiries.

ANNUAL REPORT 2010 - MIE HOLDINGS CORPORATION

SNEAZ B R Ko A B B

KRB ZNEZBE R P TR 2 AREEH
HZ BRENESAR [ B ZBEREE] -

HE-_Z-—ZTF+-_A=+—BLFE " H
%/%H$ AIHNIEAZ BRI 2 X BURTS R IEIZ
BR% 2 Bl & 5 Bl A2,439,000% 7T & 159,000 &
T e RS RERERE RN 22—

FHZA—HTEZ2HEE([2RBEE )RR
SRR MA AR SE /R T1E 21,440,000
BT IEREBRE ARAR B2 BEGINRIER
M B AR -

%ﬁi&ﬁﬁ%Z%ﬁ/ﬁﬁ%@

ARBRA - BERREREBELINEIREE DR
REEEHARERBERARREE 2 THRAEE
B o ARRITATRFEAR MBS KEARE
HeBEE  HREESRREREEFLRER
BERE -

ARBBERASRKESTSTERRABZFE -
EXEIRURRERZES FHRBEREZ
ZBETFBAFHLFEERBEFAS LEMAR

MRS #HETTER - NS REEHE 0 Bl
BEE %/\’nﬁﬂz,@\& (WEA)BYEELES
TREITE R

—E—FRRBFRG([BERBFXE HHR
—E—FRANBET - BREFAEBREHR
RERBEASRTHNEL - TEZBIERF
BTRER -

RABEEERRREE ZBBLAR - REE
SHHEREEMRHERER - REEVER
HRARREELIELEME B BARFTH
RIS



Corporate Governance Report (continued)

TEEREE (E)

To promote effective communication, the Company maintains a website
at http://www.mienergy.com.cn, where up-to-date information and
updates on the Company’s business operations and developments,
financial information, corporate governance practices and other
information are available for public access.

Shareholder Rights

To safeguard shareholder interests and rights, a separate resolution is
proposed for each substantially separate issue at shareholder meetings,
including the election of individual Directors.

All resolutions put forward at shareholder meetings will be voted on
by poll pursuant to the Listing Rules and poll results will be posted on
the websites of the Company and of The Stock Exchange after each
shareholder meeting.
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Report of the Directors

EEEWRE

The Directors submit their report together with the audited financial
statements for the year ended December 31, 2010.

Principal Activities and Geographical Analysis of
Operations

The principal activity of the Company is investment holding. The
activities of its principal subsidiary MIE is to engage in the development,
production and sale of crude oil through its four production sharing
projects located at four oil blocks in China that it obtained in 2001.

Results and Appropriations
The results of the Group for the year ended December 31, 2010 are set

out in the consolidated statement of comprehensive income on pages
59.

The Directors recommend the payment of a special final dividend of
HK$0.035 per ordinary share, totaling HK$92,447,000.

Reserves

Please refer to the consolidated statement of changes in equity on pages
60 and note 15 to the consolidated financial statements on pages 116
to 117 for movements in the reserves of the Group and the Company,
respectively, for the year ended December 31, 2010.

Property, Plant and Equipment

Details of the movements in property, plant and equipment of the Group
are set out in note 6 to the consolidated financial statements.

Share Capital

Details of the movements in share capital of the Company are set out in
note 14 to the consolidated financial statements.

Distributable Reserves

Distributable reserves of the Company at December 31, 2010 are
disclosed in the consolidated statements of changes in equity.

Pre-emptive rights
There is no provision for pre-emptive rights under the Company’s
Articles of Association and there was no restriction against such rights

under the laws of Cayman Island, which would oblige the Company to
offer new shares on a pro-rata basis to existing shareholders.
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Report of the Directors (continued)

ESTHHE)

Financial Summary

A summary of the results and of the assets and liabilities of the Group is
set out on page 4 of the Annual Report.

Purchase, Sale or Redemption of Securities

A summary of the purchase, sale or redemption of shares of the
Company is set out in note 14 to the consolidated financial statements.

Share Options

The Board adopted a stock incentive compensation plan in November
2009 (“Plan”) prior to the Listing of the Company on the Stock Exchange
designed to attract and retain the best available personnel for positions
of substantial responsibility, provide additional incentive to employees
and directors and promote the success of our business. Under the Plan,
a total of 1,480,870 share options were granted to Directors, executives
and employees, of which 100,400 share options lapsed. The share
options were granted at nil consideration.

The exercise price of the granted share options is equal to or higher
than the market price of the shares on the date of the grant. Each
share option gives the holder the right to subscribe for one share of the
Company. The share options granted under the Plan typically vest over
a two or three year period at each anniversary of the grant date, subject
to the participant continuing to be an employee on each vesting date.

The Company has undertaken that no further share options will be
granted under the Plan upon the listing of the Company, but the
provisions of the Plan shall in all other respects remain in full force and
effect and share options granted under the Plan prior to the listing of the
Company continue to be exercisable in accordance with the Plan and
agreements entered into pursuant to the Plan.

On November 27, 2010, the Board adopted a new share option
scheme (“Scheme”) to enable the Company to grant options to selected
participants as incentives or rewards for their contributions to our
Group. Participants of the Scheme include any executive Director, non-
executive Director or full time employee of the Group as invited by the
Board. The Scheme shall be valid and effective for a period of 10 years
commencing from the approval at the Scheme.

The exercise period of any option granted under the Scheme must
not be more than ten years commencing on the date of grant. The
acceptance of an offer of the grant of the option must be made within 28
days from the date of grant with a non-refundable payment of HK$1.00
from the grantee. The exercise price determined by the Board will be
at the higher of (i) the closing price of the shares as stated in the daily
quotations sheet of the Stock Exchange on the date of grant; (ii) the
average closing price of the shares as stated in the Stock Exchange’s
daily quotations sheet for the five trading days immediately preceding the
date of grant and (jii) the nominal value of the shares.
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Report of the Directors (continued)

EEEHRE(A)

Since the adoption of the Scheme, the Company has not granted any
options under the Scheme.

The total number of shares issued and which may fall to be issued upon
exercise of the options granted under the Scheme, the Plan and any
other share option scheme of the Company to each participant in any
12 month period shall not exceed 1% of the issued share capital of the
Company from time to time. The total number of shares which may be
issued upon exercise of all options to be granted under the Scheme, the
Plan and any other share option scheme of our Company must not in
aggregate exceed 10% of the shares in issue as at the Listing Date. As
at the Latest Practicable Date, the maximum number of shares available
under the Scheme and the Plan is 264,133,400 shares, representing
approximately 10% of the issued share capital.

ANNUAL REPORT 2010 - MIE HOLDINGS CORPORATION

BERMEBAERT BIDAZK - AR R ARRIEIE LA
TR LT A BB A -

RIREREERRETE &t RAR B E M EARE
BRAERT B3R O RE AR AT T I - BT R AT BE B AT
TR 2 HENRD QBT+ @A BERT
FSBBRARTEZ BBITIRAN1% - RIRE
BAERTE - At B R AR B E A b R AE AT
BRI T A BRI TE R - AR R TTAIRD
BHETHERALETHBRRITHRMNEEBEN
10% ° RERBATITAER « RIRREARIEST 8 K Zat
SRR H 2 IR 5 89 KB /264,133,4008% -

B BITIRALI10% °




Report of the Directors (continued)
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Details of the share options outstanding as at December 31, 2010 after R-Z—ZTF+=-A=+—H » &t REANLZH
taking the Capitalization Issue into account which have been granted 7714 » 1R %5 8ID R B K17 2 BAERF
under the Plan are as follows: BT

Number of Number of

Held at options options Held at Exercise
January1,  granted during lapsed during December price
Name 2010 the year the year 31,2010 (per Share) Date of grant Date of expiration Exercisable from Exercisable until
H-%§-%%
H-%-2F FEERYz  REEBRMZ  TIRET-B
:24 -R-B58 BREHE BREAE b fE(ER) RiA HEA TFIRERES TFAEBLRY
Executive directors
bl £
Forrest Lee Districh 2,278,163 2213163 US$0.13 November 20, 2009 November 20,2019 November 20, 2010 November 19, 2019
01357 “FEAET-BZTA ZFNET-A-TE ZE-EET-FCTE ZEMET-RTAR
2273163 2273163 1S$0.13 November 20, 2009 November 20,2019 November 20, 2011 November 19, 2019
01357 EEAET-AITE ZE-NET-BITE ZE—H1-B-tE E-hET-AtAR
2,213,163 22713163 1S80.13  Novernber 20, 2009 November 20,2019 November 20, 2012 November 19, 2019
01BET “EEAET-ACTE ZE-NET-ACTE ZE-CEt-A-tE CE-RET-AtAR
Allen Mak 3,030,904 3,030.904 1S$0.13 November 20, 2009 November 20,2019 November 20, 2010 November 19, 2019
3 01357 “FEAET-BZTA ZFNET-A-TE ZE-EET-FETE CEMET-RTAR
3,030,904 3,030,904 188013 November 20, 2009 November 202019 November 20, 2011 November 19, 2019
01357 —EEAET-ACTE ZE-NET-BITE ZE—H1-B-tR E-hET-AtA
3,030,904 3030904 1S80.13  Novernber 20, 2009 November 20,2019 November 20, 2012 November 19, 2019

0137 “ERAET-A-tR CEAET-ACTE ZR-CEH-ACtR CERET-ATAR

Independent non-executive director

BUFANES
Mei Jianping 633,967 633,967 188025 Noverber 23, 2010 November 23,2020 November 23, 2011 November 22, 2020
BEY 1 2 e o = - 23 e s = St o = S 25 e
633,966 633,966 US80.25  Novernber 23, 2010 November 23,2020 November 23, 2012 Novernber 22, 2020
05%T F-BET—AIT=A ZE-RE-ACT=RA CFCE-ACTEA SO -AofoA
Jeffrey W. Millr 905,667 905,667 1S$0.25  November 23, 2010 November 23,2020 November 23, 2011 November 22, 2020
055 —F-FF+t-A-tZA R T-A-20 Z5—F+-A-tZRB 23226 +-A-1oA
905,666 905,666 188025 Noverber 23, 2010 November 23,2020 November 23, 2012 November 22, 2020
V3 S 2 e o = 23 e s = S 2 = 2 e
Other employees
EfET
3,637,007 606,193 3,030.904 US$0.13 November 20, 2009 November 20,2019 November 20, 2010 November 19, 2019
01357 “FEAET-BZTA ZFNET-A-TE ZE-EET-ECTE CSMET-RTAR
3,637,097 606,193 3,030,904 188013 Noverber 20, 2009 November 202019 November 20, 2011 November 19, 2019
01357 “ERAET-A-tR CEAET-ACTE CEEt-AotR CE-REH-ATAR
3,637,097 606,193 3030904 1S80.13  Novernber 20, 2009 November 20,2019 November 20, 2012 Novernber 19, 2019
01387 “ERAET-A-tR CEAET-ACTE ZR-CEH-BCtR CE-RET-ATAR
Total 3t 26,823,492 3,079,266 1818579 28,084,179

On November 22, 2010, the date before the options were granted, the RZZE—ZTF+—A-+=F - ENERERHA
market value per share was US$0.22. The value of the options granted & H - GRRIRMH THEA0.225E T « B FEEA T

to the respective parties is as follows: ZHEREGENT
RMB'000

ARBTFT
Mr. Mei Jianping
wEELEE 949
Mr. Jeffrey W. Miller
Jeffrey W. Millert 4 1,355
Total
HET 2,304

SE-TEER - M RERERAT
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The fair value of options granted on November 23, 2010 determined
using the Binomial Model was US$0.11 per option after taking into
capitalization issue. The significant inputs into the model were fair value
per share of US$0.22 at the grant date, exercise price shown above,
volatility of 58.56%, dividend yield of 0%, an option life of ten years, and
an annual risk-free interest rate of 2.86%. The volatility measured at the
standard deviation of continuously compounded share returns is based
on statistical analysis of weekly share prices of comparable companies
over the last five years.

Directors
The Directors during the year and up to the date of this report were:

Executive Directors

Mr. Zhang Ruilin (Chairman)
Mr. Zhao Jiangwei

Mr. Forrest Lee Dietrich

Mr. Allen Mak

Non-executive Director
Mr. Wang Sing
Mr. Law Cheuk Kin, Stephen (alternate to Mr. Wang Sing)

Independent non-executive Directors

Mr. Mei Jianping (appointed on November 27, 2010)
Mr. Jeffrey W. Miller (appointed on November 27, 2010)
Mr. Cai Rucheng (appointed on November 27, 2010)

In accordance with Article 16.18 of the Company’s Articles of
Association, Mr. Zhang Ruilin, Mr. Zhao Jiangwei and Mr. Forrest Lee
Dietrich shall retire by rotation at the forthcoming AGM and, being
eligible, offer themselves for re-election.

Mr. Mei Jianping, Mr. Jeffrey W. Miller and Mr. Cai Rucheng are
independent non-executive Directors and were appointed for a three-
year term expiring on November 26, 2013.

Directors’ Service Contracts

We had entered into letters of appointment with each of our Directors,
pursuant to which each of the executive Directors and the non-executive
Director is appointed for terms of three years with effect from November
23, 2010, and each of the independent non-executive Directors is
appointed for terms of three years with effect from November 27, 2010,
subject to re-election in accordance with our Articles of Association at
our general meetings.
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WA TTHEE © KIE58.56% ~ ILERO% - BERRHE
FH+F RFEERBRFIE2.86% - HEEEF
BB SHIEEE SRR ERNBE AT R
A LB AR ERABRN BRSO

EE
REFEREZAREES JIEESENT

HITEE
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FHITEE
FrEE
BERELE(EMEENEEES)

BUIHRITESE
WERTEER=E
Jeffrey W. Miller5t 4=
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REBEARRABERZMAE16.181F - RIEHRL
H - BT SRS 4 KForrest Lee Dietriche 42871
FEERRAFAS FRERT  EFEERER
3BT o

MG SE A -~ Jeffrey W. Millerde 4 R A & R 4 4
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On November 20, 2009, Mr. Zhang Ruilin (“Mr. Zhang”) and Mr. Zhao
Jiangwei (“Mr. Zhao”), each an executive Director, entered into a service
contract with the Company and MIE respectively, which is renewable
yearly unless terminated (i) with twelve months’ notice by either party,
or (i) by the Company or MIE (as applicable) upon certain events such
as the Director having committed serious or persistent breaches of the
service contract. Should the Company or MIE (as applicable) terminate
the service contract, Mr. Zhang and Mr. Zhao will be entitled to receive a
severance payment equivalent to one year’s basic pay under the service
contract, save for circumstances described in item (i) above.

Save as disclosed above, none of our Directors had entered into a
service contract with us which does not expire or which is not terminable
by us within one year without the payment of compensation (other than
statutory compensation).

Directors’ Interests in Contracts and Continuing
Connected Transactions

Related party transactions entered into by the Group during the year
ended December 31, 2010 are disclosed in note 29 to the consolidated
financial statements. The details of the related party transactions that
constitute continuing connected transactions as defined in Chapter 14A
of the Listing Rules to be disclosed as required by the Listing Rules are
given below:

During the year ended December 31, 2010, the Group had the following
transactions with Ms. Zhao Jiangbo (“Mrs. Zhang”) and Jilin Guotai
Petroleum Development Company (“Jilin Guotai”), which are connected
persons of the Company under the Listing Rules.

(A)  Lease of vehicles by Mrs. Zhang to us

(B)  Lease of office spaces by Mrs. Zhang to us

(C)  Lease of vehicles by Jilin Guotai to us

(D)  Provision of ailfield services by Jilin Guotai to us

all the above leases or services were provided at a fee chargeable to us with
reference to comparable market price and based on normal commercial terms
that are no less favorable than terms offered by independent third parties to the
Group as agreed.

(A) Lease of vehicles by Mrs. Zhang to us

Mrs. Zhang is the spouse of Mr. Zhang Ruilin, and is therefore a
connected person of the Company. Since 2008, Mrs. Zhang has
been regularly leasing a substantial number of vehicles to us.

On November 23, 2010, we entered into a framework vehicle
rental agreement with Mrs. Zhang, pursuant to which Mrs. Zhang
agreed to rent to us a number of vehicles for the purpose of the
day-to-day business operations of our Group, subject to the
entering into of individual contracts as agreed between Mrs.
Zhang and us.

RIZEZAFE+—A-+H  REHREL([ERE
EDRETIREE(THEED(SBRTES )Y
RIEARA R RMIER] S REER - BEREEE
AEEELD  BIFHmER—FRE+ @AW
RATBAI T AL - SR HIRE TI5RE (|
EXTHEEEARBESRBAR) AARF]
SIMIE(ZRE ) T IALRLE © AR B s MIE(LniE
B)BRIERBGAR - BISK A & 50 4 6 m] YRR
—ERENEERSERGEEE N2FELS
BHEME - HEEIR ES)EFTRE R EHISN -

BRUA LPRIEEE SN - AR BERL BERAFR]
S FER —FRfE MRS AN DR AR —F RS
RECEERERIN MK LR REER -

ESRNERNERRFEFERS

HEZZ—ZFT-_A=+—RHILFE 1~5E
TR R HN A G IE IR MM E29
R o WA TR BIE14AZEISRE B LR
APREATIRENFE IR Z 0 EEER T2
S FIFEINT

RBZE_Z-—ZF+_A=+—HIFE K&
B8 TRLZL([RAAD REMWEBEZRA M
BARAR(EMEZE]) (RELHHRINSAR
BIZBEAL)IETTIATRS -

A REARAQREESE

B) FERABRERAREEBRAE

© EHMEZTEARRHHEARE

D)  HMBIZREARD RIHEHLH E RS

Mg DR FARA R RARLSRS HEEEHE
BT 24 L BT IS (B S AR IR BB 35 = 5 iRt
YRR B A7 R I 79 S U -

A T"RAMBARFHESE
RARABRmMCEZRS  BLAEAR
FIZEEAL - B 2T \FEPFK - KK
A—EBHEHAARAAREBAAERE -
RZF—FF+—A=-+=A AQFAH
RARAFIMAERAERSHE - Bt - R
KAREBERERAARARHAZEHTE - MU

ARAEENREEBEE  HAFERX
ANERRABETZERIAR -



Report of the Directors (continued)
EEEREE)

An individual car rental contract was entered into on January 1,
2010, for an aggregate yearly rental fee of approximately RMB3.3
million. The rental fees paid by us to Mrs. Zhang are based on
normal commercial terms and negotiated on arm’s length basis
between the parties, and are no less favourable than terms
offered by independent third parties to our Group.

Lease of office spaces by Mrs. Zhang to us

We entered into a lease agreement and a supplemental
agreement with Mrs. Zhang on January 1, 2010 and September
28, 2010 respectively (together, the "Existing Lease Agreement”),
pursuant to which Mrs. Zhang agreed to lease to us with effect
from January 1, 2010 and valid until December 31, 2010 two
office spaces located at Suites 402 and 406, Block C, Grand
Place, No. 5 Hui Zhong Road, Chaoyang District, Beijing, PRC, for
an aggregate yearly rental fee of approximately RMB1.13 million.

Jones Lang LaSalle Sallmanns Limited, an independent property
valuer, has confirmed that the current rental fees payable by us
to Mrs. Zhang are based on prevailing market rates and the other
terms of the Existing Lease Agreement are on normal commercial
terms and conditions.

Lease of vehicles by Jilin Guotai to us

Jilin Guotai is owned by Mrs. Zhang and Mr. Zhao and is therefore
a connected person of our company.

On November 23, 2010, we entered into a framework vehicle
rental agreement with Jilin Guotai pursuant to which Jilin Guotai
agreed to rent to us a number of vehicles for the purpose of
the day-to-day business operations of our Group, subject to
the entering into of individual contracts as agreed between Jilin
Guotai and us.

An individual car rental contract was entered into for an aggregate
yearly rental fee of approximately RMB2.3 million. The rental fees
paid by us to Guotai are based on normal commercial terms and
negotiated on arm’s length basis between the parties, and are no
less favourable than terms offered by independent third parties to
our Group.

Provision of oilfield services by Jilin Guotai to us

On November 23, 2010, we entered into a framework oilfield
service agreement with Jilin Guotai, pursuant to which Jilin
Guotai agreed to provide to us various oilfield services including
well maintenance services, well logging services, oil tanker
transportation services, oilfield construction related works and
other oil operations related services, subject to the entering into
of individual contracts as agreed between Jilin Guotai and us.
The service fees will be based on normal commercial terms and
negotiated on arm’s length basis between the parties, and shalll
be no less favourable than those offered by independent third
parties to our Group.
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As listed below, the aggregate annual transaction amount of each
continuing connected transaction for the year ended December
31, 2010 has not exceeded the respective proposed annual
cap disclosed in the Company’s prospectus dated December 1,
2010.

Connected Person Nature of transaction

Proposed annual cap

HINT XD - ERERMEIHREE—
E-EFE+_A=T—HIFEZFRS
BREBTHEBARAN_FT-—TF+_-_A—
AT BREREENERERFE L
fR o

Transaction
amount in 2010

BEAL RHME EERFELR 2R -EERGH

Mrs. Zhang Lease of vehicles by Mrs. Zhang to  RMB4.5 million RMB3.3 million

FTRA the Company ARBAS0E T ARBES330& T
RRARARRHEAE

Mrs. Zhang Lease of office spaces by Mrs. RMB1.2 million RMB1.13 million

wRA Zhang to the Company AR1208 7T ARE1138TT
TERARMARQRHERAE

Jilin Guotai Lease of vehicles by Jilin Guotaito  RMB2.3 million RMB2.3 million

HMEZ the Company AR#E2308 T AREE2308 T
HHRERAAR T HHETE

Julin Guotai Provision of oilfield services by Jilin - RMB130 million RMB108.6 million

HRE 2R Guotai to the Company AREA 3BT AR¥A1.08618TT

EAREZR AR B M AR

In the opinion of the independent non-executive Directors, the above
transactions were carried out in the ordinary and usual course of
business on normal commercial terms or on terms no less favourable
to the Group than those available from independent third parties; and in
accordance with the relevant agreements governing them and on terms
that are fair and reasonable and in the interests of the Company and the
shareholders of the Company as a whole.

The auditor has confirmed that for the year 2010 the continuing
connected transactions (i) have received approval of the Board of
Directors of the Company; (ii) are in accordance with the pricing
policies of the Company, where applicable; (iii) have been entered
into in accordance with the terms of the agreements governing the
transactions; and (iv) have not exceeded the respective cap amounts
for the financial year ended December 31, 2010 as disclosed in the
prospectus of the Company dated December 1, 2010.

Save as disclosed above, no contract of significance to which the
Company or any of its subsidiaries was a party and in which a Director
of the Company had a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during the year.

Save as disclosed above, there is no contract of significance between
the Group and a controlling shareholder of the Company (as defined
in the Listing Rules) or any of its subsidiaries, including the provision of
services by the controlling shareholder or its subsidiaries to the Group.

BUFRTEERS U RS TRAEE R
REHEBBIES | IR R RBB L
=HIAREREEN R  LIRIEE B
BATAERAAARD A RABRERFIE0HK
AT ©
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Biographical Details of Directors EEERE

Brief biographical details of Directors are set out on page 10. EZEREEHNEI0E ©

Directors’ and Chief Executives’ Interests and/ EZER T ETHASREATRE
or Short Positions in the Shares, Underlying {188 2B KRA - F\E’ifﬁﬁﬁ
Shares and Debentures of the Company Or Any ®EZFEENERE TRE

Associated Corporation

As at December 31, 2010, the interests or short positions of the RZZE—ZF+-_A=4+—H KAARESFELE
Directors and the chief executives of our Company in the shares, ZTHAERAQATREBE EZE(TE LES
underlying shares and debentures of our Company and its associated  NEIE &0 ([ FFHF LEASEG ) )8k m ~ tHEE
corporations, within the meaning of the Securities and Futures &) REREEFHEEIRIEE S RIS EHEXVED
Ordinance (“SFO”), which were required to be notified to our Company 57 &85 Ep/BM & AN &) M EE A FrHI RS TR B
and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the (B EiB1EE %5 & HIE (&0 89 E X & fES AR
SFO (including interests and short positions which he/she had take or BB #ER MAR ) @ SARIEEF X EE &5
was deemed to have under such provisions of the SFO), or which were 35218 H R T B S B R IGFT IR B2 R
required, pursuant to section 352 of the SFO, to be recorded in the  fEFsAR @ sSHIRIEIZEST BIZB S A NQ 7] AFE
register referred to therein, or which were required to be notified to our  Z5siAA AT :

Company pursuant to the Model Code were as follows:

Total number

Approximate

of shares/ percentage of
Name of Capacity/Nature underlying interest in the
Name of Director corporation of interest shares corporation
B3 #EEE hEEER
BEnE EEERE By RERHE ROEH BRBEDE
Mr. Zhang Rui Lin Our Company Interest of controlled 1,414,600,000 53.6%
RInFR T PN/NG| corporation
(Note 1)
RIEHEEE R
(Hizt1)
Mr. Zhao Jiangwei Our Company Interest of controlled 1,414,600,000 53.6%
HITERELE ZA/NC] corporation
(Note 1)
RIEHEE R
(Bfat1)
Mr. Zhang Rui Lin FEEL Beneficial owner 999 9.99%
SRImARIT A (Note 1)
BB A1)
Mr. Zhao Jiangwei FEEL Beneficial owner 9,000 90.0%
HIIEREAE (Note 1)
BnlEB A1)
Mr. Forrest Lee Dietrich Our Company Beneficial owner 6,819,489 0.26%
Forrest Lee Dietrichc & ZAN/N| (Note 2)
ERBEE A(Hit2)
Mr. Allen Mak Our Company Beneficial owner 9,092,712 0.34%
BT ANAR] (Note 2)
BB AM72)
Mr. Mei Jianping Our Company Beneficial owner 1,267,933 0.05%
R EE RN E=AA
Mr. Jeffrey W. Miller Our Company Beneficial owner 1,811,333 0.07%
Jeffrey W. Millerse 4 RAT] BB A
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Notes:

(1) FEEL is held by Mr. Zhang and Mr. Zhao as to 9.99% and 90%, respectively.
On May 16, 2003, 9,999 shares in FEEL were issued to Mr. Zhang, who then
transferred 9,000 shares out of his 9,999 shares to Mr. Zhao on October
4, 2003. Mr. Zhang and Mr. Zhao have entered into an Acting-in-Concert
Agreement under which they agreed to act in concert in relation to all matters
that require the decisions of the shareholders of FEEL. Pursuant to the Acting-
in-Concert Agreement, if a unanimous opinion in relation to the matters that
require action in concert is unable to be reached, Mr. Zhang shall be allowed to
vote on both his and Mr. Zhao’s shares.

2) These interests represent interests in outstanding stock options under the
stock incentive Plan.

Save as disclosed above and in the above section headed “Share
Options”, as at December 31, 2010, none of the Directors or the
chief executive of our Company had any interests or short positions in
the shares, underlying shares or debentures of the Company or any
associated corporations (within the meaning of Part XV of the SFO)
which were required to be notified to our Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which he/she had taken or was deemed
to have under such provisions of the SFO) or which were required to be
entered into the register kept by our Company pursuant to Section 352
of the SFO or which were required to be notified to our Company and
the Stock Exchange pursuant to the Model Code; nor had there been
any grant or exercise of rights of such interests during the year ended
December 31, 2010.

Substantial Shareholders’ Interests and/or Short
Positions in the Shares and Underlying Shares of
the Company

So far as the Directors are aware of, as at December 31, 2010, the following
persons (other than the Directors, chief executives or members of our Group)
who had interests and/or short positions in the share or underlying shares of
our Company which would fall to be disclosed to the Company of Divisions
2 and 3 of Part XV of the SFO, or, which would be required, pursuant to
section 336 of the SFO, to be entered into the register referred to therein,
were as follows:

Party Capacity/
Name of interested Nature of interest
ERH BB B REME
FEEL Beneficial owner (Note 1)
BEmBaAMET)
Mr. Fung Che Interest of controlled corporation (Note 2)
a5 REGDEEER (H7F2)

1) FEELF 5 55 A& M i 50 4 9 Bl 5 9.99% K 90% ##
@ MZTZ=FAA /B ' FEELAI9,099f% %
DEITTFREE  MREER-_TT=F+HAMA
155 9,9000% A% 17 7R #99,000 A& 10 88 T S A& ©
RSB AEEDTI —BITEM RS - R - BE
MEHFEELRFAEN — Y EHERE —BITH -
BIE—EIT8 Wk - mARREEREEE —B18E
BH—BER @ REABEFREERCENRGE
TIRERR

@ ZE R B BPR T RTTE R ETS
RRELS

B EX R EXRERE | — S EEN  R=F
—EEF+-RA=1t—HB ARFERRIETHK
ABRARBSHEEMBBEE(ERERESFR
HIEIRGIEXVER) BBy - BRI RERE S
BERAREES B ERIIEXVEET RS
MANGARE MR AN EZIAR (BIER
1R MR GBI R E F R AR
BEIORR) - FIREE S M E (R 55352158
RERBLCRARAFENELMANZERIOX
B SREERETRIAMNE AR E LB FTeE
BIRR RBE_T-FTF+_A=1+—HL
FEHRE - TERTRITEZ SRR ZAEN

FERRRA QARG RAEERK
DHEENERR KA

REEFM R-F-FE+-A=+—8
THAAL(BAREZEE - EETRABRN
B RSN AR FZ B SRR i %
R HE e EXV R B2 B35 B A B A AT
HHOMSE LHE - SEEEERBEE
15336 16/A B 1 K AT I 2 BEE M M
B/ AR

Approximate
percentage of

Total number interest in
of shares our Company
HAAEERD

IR A7 48 8 BB
1,414,600,000 53.56
237,438,000 8.99
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Name of interested
REHEB

Ever Union Capital Limited

Harmony Energy Limited

Mr. David Bonderman

David Bonderman#c 4

Mr. James Coulter

Party Capacity/
Nature of interest

B REmtE
Rt EE R (i at2)
Beneficial owner (Note 2)

BxER A(H2)

Rt EE R (A3)

James Coulterst 4= SIEHEE S (f77#3)
TPG Beneficial owner (Note 3)

xR A(HE3)

FEEL is held by Mr. Zhang and Mr. Zhao as to 9.99% and 90%, respectively.
On May 16, 2003, 9,999 shares in FEEL were issued to Mr. Zhang, who then
transferred 9,000 shares out of his 9,999 shares to Mr. Zhao on October
4, 2008. Mr. Zhang and Mr. Zhao have entered into an acting-in-concert
agreement dated November 20, 2009 (the “Acting-in-Concert Agreement”)
under which they agreed to act in concert in relation to all matters that require
the decisions of the shareholders of FEEL. Pursuant to the Acting-in-Concert
Agreement, if a unanimous opinion in relation to the matters that require action
in concert is unable to be reached, Mr. Zhang shall be allowed to vote on both
his and Mr. Zhao'’s shares.

Harmony Energy Limited is a wholly owned subsidiary of Ever Union Capital
Limited. Mr. Fung Che is the sole shareholder of Ever Union Capital Limited
and has voting and investment control over the securities beneficially owned
by Ever Union Capital Limited.

The interests deemed to be held by each of David Bonderman and
James Coulter consists of 211,855,234 ordinary shares held by TPG and
18,982,766 ordinary shares held by TPG Star Energy Co-Invest, LLC,. The
sole shareholder of TPG is TPG Star, L.P., a Delaware limited partnership,
which is managed by its general partner, TPG Star GenPar, L.P., a Delaware
limited partnership, which is managed by its general partner, TPG Star GenPar
Advisors, LLC., a Delaware limited liability company, whose sole member is
TPG Holdings I, L.P., a Delaware limited partnership, which is managed by its
general partner, TPG Holdings I-A, LLC, a Delaware limited liability company,
whose sole member is TPG Group Holdings (SBS), L.P., a Delaware limited
partnership, which is managed by its general partner, TPG Group Holdings
(SBS) Advisors, Inc., a Delaware company, whose shareholders are David
Bonderman and James Coulter.
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Interest of controlled corporation (Note 2)

Interest of controlled corporation (Note 3)

Interest of controlled corporation (Note 3)
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TPG Star Energy Co-Invest, LLC is a Delaware limited liability company,
whose managing member is TPG Star Advisors, L.L.C., a Delaware limited
liability company, whose sole member is TPG Ventures Holdings, L.L.C.,
a Delaware limited liability company, whose managing member is TPG
Ventures Partners, L.P., a Delaware limited partnership, which is managed
by its general partner, TPG Ventures Professionals, L.P., a Delaware limited
partnership, which is managed by its general partner, Tarrant Advisors, Inc.,
a Texas company, whose sole shareholder is Tarrant Capital Advisors, Inc.,
a Delaware company, whose shareholders are David Bonderman and James
Coulter.

Save as disclosed above, as at December 31, 2010, no person (other
than the Directors or the chief executive of our Company, whose
interests have been disclosed in the above section headed “Directors’
and Chief Executives’ Interests and/or Short Positions in the Shares,
Underlying Shares and Debentures of the Company or Any Associated
Corporation”) had an interest or a short position in the shares or
underlying shares of the Company as recorded in the register required to
be kept by our Company pursuant to Section 336 of the SFO.

Major Suppliers and Customers

During the year, the Group purchased around 60% of its goods and
services from its 5 largest suppliers, around 15.6% from its largest
supplier and sold all the crude oil produced to PetroChina.

Jilin Guotai is owned by Mrs. Zhang and Mr. Zhao and is one of our 5
largest suppliers. Save as disclosed above, none of our Directors, their
associates or any shareholders (which to the knowledge of the Directors
own more than 5% of our share capital) has any interest in the 5 largest
suppliers or PetroChina.

Sufficiency of Public Float

Based on the information that is publicly available to the Company
and within the knowledge of the Directors, it is confirmed that there is
sufficient public float of at least 25% of the Company’s issued shares as
required under the Listing Rules during the period from the Listing Date
to the Latest Practicable Date prior to the issue of the Annual Report.

Use of Proceeds from the Global Offering

The net proceeds from the Global Offering, after deducting the relevant
costs of the Global Offering, were approximately RMB503.8 million
(without taking into account the partial exercise of the over-allotment
option). As at the date of this Annual Report, the Company does not
anticipate any change to its plan on the use of proceeds stated in the
prospectus of the Company dated December 1, 2010.
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Competing Business

None of the Directors or the controlling shareholders of the Company
had an interest in a business which competes with the Company or may
compete with the business of the Group.

Subsequent Events
(@) Incorporation of subsidiaries

On February 8, 2011, Palaeontol Co6peratief U.A. was
incorporated in the Netherlands as a cooperative with no liability
with 99% held by MIE New Ventures Corporation and 1% held by
MIE.

On February 11, 2011, Palaeontol B.V. was incorporated in the
Netherlands as an investment holding company with limited
liability and wholly owned by Palaeontol Codperatief U.A.. The
authorized share capital of the Palaeontol B.V. is 90,000 euros
and is divided into 90,000 ordinary shares of one euro each.

(b) Acquisition of participating interest in oilfield in
Kazakhstan.

On February 14, 2011, Palaeontol B.V. (“Purchaser”), a wholly-
owned subsidiary of the Company, entered into a purchase
agreement (“Purchase Agreement”) with BMB Munai, Inc.
(“Seller”), which is a Nevada corporation listed on the American
Stock Exchange and an independent third party, pursuant to
which the Purchaser conditionally agreed to acquire all right, title
and interest relating to certain oilfields in Kazakhstan held by
Emir-Oil LLC (“Target Company”) and all right, title and interest
in and to the loans made by the Seller to the Target Company
for an aggregate consideration of US$170 million (subject to
adjustment). The closing of the transaction is subject to the
fulfilment of a number of conditions precedent.

The Company has granted Acap Limited, which is providing
general consulting services to the Company in relation to
above acquisition, a right to co-invest with the Company or
its associates for up to 9.9% of the assets acquired in the
acquisition, on the same terms and conditions under the
Purchase Agreement within 36 months from the closing of the
transaction. The Company also agreed to pay certain fees to
Acap Limited, including a monthly retainer and a success fee
equating to 2.5% of the consideration payable on closing date
and, in the event that the Seller or its affiliates fail to consummate
the acquisition with the Company or its affiliates, a break-up fee
equating to 10% of any fees or compensation received or to be
received by the Company.
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(c) Proposed dividend

A dividend in respect of the year ended December 31, 2010
of HK$0.035 per share, amounting to a total dividend of
HK$92,447,000 (RMB77,933,000) is to be proposed at the AGM
to be held on May 6, 2011.

Group’s Emoluments Policy

The emolument policy of the employees of the Group is set up by the
Remuneration Committee on the basis of their merit, qualifications and
competence.

The emoluments of the Directors of the Company are decided by the
Remuneration Committee, having regard to the Company’s operating
results, individual performance and comparable market statistics. The
Company has newly adopted a share option scheme as an incentive to
Directors and eligible employees.

Closure of Register of Members

The Register of Members of the Company will be closed from May 4,
2011 (Wednesday) to May 6, 2011 (Friday) (both dates inclusive) during
which no transfer of shares of the Company can be registered. In order
to qualify for the dividend and determine the entitiement to attend and
vote at 2011 AGM of the Company, all transfers, accompanied by the
relevant share certificates, must be lodged with the Company’s share
registrar, Tricor Investor Services Limited, at 26/F, Tesbury Centre, 28
Queen’s Road East, Wanchai, Hong Kong, no later than 4:30 p.m. on
May 3, 2011 (Tuesday).

Auditors

The financial statements have been audited by PricewaterhouseCoopers
who retire and, being eligible, offer themselves for re-appointment.

On behalf of the Board
Zhang Ruilin

Chairman

Hong Kong, March 25, 2011

BR-_Z——FRANBERNBRERRES
AeHRFEREBEE-_T—ZTF+-A
“+—HLEFEHORE WEREAER
0.035% 7T * AFTIR B € 58 592,447,000
BT (ARK77,933,0007T) ©

REE 2 FHEBR

AEERE 2HFHBERBFHZESREBEN
B EERENME -

ARTEE 2 FMRFNE BRREAAT2E
BRI AARRERTELETHURET « &
AR AR —ARIE B (EREEFRA
18 B 49 5 -

TERERRETTFE

AAREHE_E——FAANB(EH=)E-F
——FRANH(EHR) (EEMABEER)Y
EIEREELFE  NULBRB T ERERA
AR BB - MAESRERGTALE
AARZE——FREBFAEGRNE LBE
B FTERDBE X HERBRBKRENER
T——FHAZHEHD) TR =+9R
RAERNBZ B BEELREEEEFFELARA
A) - M AR B BT 2R KNEFR28E S EEFR L)
2618  LAWEERRTFE -

A

PR 5 $R R O B RO B R 5 EE AT R
%o BEBOKEBEFTMEBAEMRELTAE
1% AR BB AR A2

AEEED
E
IR

B —E——F=A=-+HH

SE-TEER - M RERERAR




Vs
ANNUAL REPORT 2010 - MIE HOLDINGS CORPORATION

1

Il\

m’;

.:;..f

e R
T

ST

S E

2 igi‘ 5 -

-

Y
_FL.. IJ.. i b“s !

?E-’,'

ATy TTEA T ;
. . L e
' . i o ke = - e, T e
3 il . \ e e N e
: T ey A .
.‘1.-_,-' - E 1 FB .- -

A
ﬂ\ \ v

=

L_"-'

e
“

—'1-_,.._--_L'|I

B smie =

—

~

- o T,

1mm!r;4§g; ;

—
—

e

L

— -

o e——

.---..-l-._-.:: _



Management Discussion and Analysis (continued)
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Business Review and Prospects

The oil and gas industry in China continued to grow during 2010 despite
the volatile crude oil price throughout the year. Rising global oil demand
amid the economic recovery continues to benefit the industry including
us.

The Company was successfully listed on the Main Board of the
Stock Exchange of Hong Kong on December 14, 2010, marking a
key milestone in the Group's history. Our share price has increased
significantly from the initial public offer price of HK$1.70 per share,
reflecting the strength of the Company and the support of our
shareholders.

As of December 31, 2010, for our three China oilfields we had estimated
net proved, proved+probable and proved+probable+possible crude
oil reserves of approximately 32.9 million barrels, 52.5 million barrels
and 66.4 million barrels respectively, an increase of 3.5 million barrels,
4.9 million barrels and 5.3 million barrels respectively, as compared
to our reserve as of June 30, 2010 as stated in our prospectus dated
December 1, 2010. Our net daily crude oil production increased by
22.4% from 7,637 barrels per day in 2009 to 9,349 barrels of crude oil
per day in 2010.
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During 2010 the Company drilled 200 development wells at a net
investment of approximately RMB763.6 million, including 144 wells in
the Daan oilfield at a net investment of approximately RMB486.2 million,
27 wells in the Moliging oilfield at a net investment of approximately
RMB209.9 millio and 29 wells in the Miao 3 oilfield at a net investment
of approximately RMB67.5 million. From 2009 to 2010 net proved
developed reserves increased by 1.31 million barrels. Net production in
2010 was 3.41 million barrels for a production-adjusted increase in net
proved developed reserves of 4.72 million barrels, primarily the result
of drilling these 200 wells. To a lesser extent, minor revisions originate
from several other sources: first, Ryder Scott has revised its estimate of
original oil in place due to recent drilling results, and modest changes to
petrophysical analysis related to new core data; second, minor variances
in ultimate recovery originate with changes in underlying engineering
methodology used to determine forecast of future production; and third,
in each case, some consideration of recent performance is included in all
forecasts of existing producing wells. During 2010, the Company did not
drill any exploration wells.

During the year, as part of the 200 development wells drilled, we
commenced infill drilling and successfully drilled six wells. Included
in our reserves as at December 31, 2010 are 3.3 million barrels, 4.3
million barrels and 5.2 million barrels of proved, proved+probable, and
proved+probable+possible crude oil reserves for infill drilling in the Daan
Qilfield. To develop these reserves we plan to drill an additional 455 infill
wells including 36 infill wells in 2011. The success of our development
and production activities is demonstrated by our high rig count and
number of productive wells. In 2010, we concurrently operated 28
drilling rigs and as of December 31, 2010, we operated an aggregate
1,641 gross productive wells in our three oilfields.

Since the reserve report as at June 30, 2010 as set out in our prospectus
dated December 1, 2010, our net proved and net proved+probable
reserves increased by approximately 11.9% and 10.1%, respectively,
mostly from infill drilling, indicating the Company has substantial
continuing growth potential in its existing oilfields in China. We believe
our oilfields in China offer strong growth potential, and we are continually
expanding our operations by drilling more wells in the oilfields we
operate, which we believe will substantially increase our net production
of crude oil over the next several years. As of December 31, 2010,
we had identified 2,623 potential locations including infill locations
containing proved, probable and possible undeveloped reserves,
respectively, for future drilling and within our estimated net reserves
presented herein, we include estimated net proved, probable and
possible undeveloped reserves of 12.4 million barrels, 12.0 million
barrels and 8.8 million barrels, respectively, for these locations.

The Company continues to follow a prudent financial policy and strives to
control cost in order to maintain its cost advantage over its competitors
and a strong financial position.
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For the year ended December 31, 2010, the Company's total revenue
was RMB1,805.0 million, representing a 54.7% increase over the
previous year. The Company's EBITDA increased substantially to
RMB1,162.6 million, an increase of 69.2% over the previous year. The
Company's net profit was RMB420.9 million, increasing almost four-fold
from the previous year and exceeding our profit forecast as set out in our
prospectus dated December 1, 2010, primarily as a result of significant
increase in realized oil prices and sales volume.

The average realized oil price was US$77.99 per barrel for the year
ended December 31, 2010, compared to US$58.58 per barrel for the
year ended December 31, 2009.

Lifting cost per barrel was US$7.09 per barrel for the year ended
December 31, 2010, compared to US$7.69 per barrel for the year ended
December 31, 2009.

For the year ended December 31, 2010, the Company's basic and
diluted earnings per share were both RMBO0.19, representing an increase
of 216.7% over the previous year.

In view of the stellar results for 2010, and given the low interest rate
environment, the directors of the Company recommended the payment
of a special final dividend of HK$0.035 per share although there was
no plan to pay any dividend for the year ended December 31, 2010 as
stated in our prospectus dated December 1, 2010.

In 2011, the Company plans to increase its capital expenditure to
support its production growth. We currently plan to spend net amounts
of approximately RMB1.3 billion and plan to drill 367 wells in 2011
comprising 288 wells, 35 wells and 44 wells in the Daan, Moliging and
Miao3 oilfields, respectively. After 2011, there will be 2,256 remaining
proved, probable and possible well locations to be drilled as we continue
to develop additional reserves. We believe our oilfields have strong
growth potential.

On February 14, 2011, the Company announced another important
milestone in agreeing to acquire all the issued and outstanding
participation interests of Emir-Qil, LLC, an oil and natural gas
exploration and production company in the Republic of Kazakhstan.
The acquisition of Emir-Oil, LLC will be an important first step for the
Company towards becoming an international oil and gas company.
Based on Emir-Qil, LLC's reserve report as of March 31, 2010, the
contracted area has proved reserves, proved+probable reserves, and
proved+probable+possible reserves of approximately 22.7 million, 92.2
million and 127.6 million barrels of oil equivalent, respectively. In addition,
based on Emir-Qil, LLC's evaluation as of July 1, 2010, four resource
prospects in the contracted area contain estimated prospective
resources of approximately 171 million barrels on an unrisked basis and
51 million barrels on a risked basis.
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Financial Results
Revenue

Our revenue increased by RMB638.2 million, or 54.7%, from
RMB1,166.8 million for the year ended December 31, 2009 to
RMB1,805.0 million for the year ended December 31, 2010. This
increase was primarily due to an increase in the crude oil prices and our
sales volume.

The average realized oil price was US$77.99 per barrel for the year
ended December 31, 2010, compared to US$58.58 per barrel for the
year ended December 31, 2009. Our sales volume was 3.42 million
barrels for the year ended December 31, 2010, compared to 2.92 million
barrels for the year ended December 31, 2009.

Operating expenses

Our operating expenses increased by RMB245.4 million, or 26.5%,
from RMB925.6 million for the year ended December 31, 2009 to
RMB1,171.0 million for the year ended December 31, 2010, primarily
due to an increase in special levy as a result of the increase in realized
crude oil prices and sales volume.

o Purchases, services and other expenses. Our purchases, services
and other expenses increased by RMB2.9 million, or 2.4%,
from RMB123.6 million for the year ended December 31, 2009
to RMB126.5 million for the year ended December 31, 2010,
primarily due to the increase in sales volume in 2010 which was
offset by more stringent cost control.

° Employee compensation costs. Our employee compensation
costs increased by RMB42.7 million, or 63.1%, from RMB67.7
million for the year ended December 31, 2009 to RMB110.3
million for the year ended December 31, 2010 primarily due to
(i) increase in non-cash share-based compensation expenses
arising from fair value of stock options and stock appreciation
rights; (ii) higher compensation to employees because of the
Company's improved financial performance in 2010 and (i)
increase in the number of our staff hiring in connection with our
increased production.
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Depreciation, depletion and amortization. Our depreciation,
depletion and amortization increased by RMB82.8 million, or
18.6%, from RMB445.8 million for the year ended December
31, 2009 to RMB528.6 million for the year ended December 31,
2010. The increase is mainly due to the increase in sales volume
in 2010. Depreciation, depletion and amortization is calculated
using unit of production based on proved developed producing
reserves for the years ended December 31, 2009 and 2010.

Distribution and administrative expenses. Our distribution and
administrative expenses decreased by RMB5.5 million, or 6.5%,
from RMB84.1 million for the year ended December 31, 2009 to
RMB78.6 million for the year ended December 31, 2010 primarily
due to improvements in cost controls.

Taxes other than income taxes. Our taxes other than income
taxes increased by RMB216.0 million, or 294.6%, from RMB73.3
million for the year ended December 31, 2009 to RMB289.3
million for the year ended December 31, 2010. This increase was
primarily due to (i) an increase in the special levy we paid to the
PRC government in 2010 due to (a) increased realized crude oil
prices of year 2010 as the special levy is calculated and charged
at progressive ad valorem rates based on the price of crude oil
and (b) an increase in sales volume; and (i) PetroChina's payment
of the special levy to the PRC government on our behalf during the
first half of 2009 as compensation for special levy payments we
had paid in 2008 on the excess entitiement. In 2009, PetroChina
paid RMB41.8 million of the special levy due on settlement of the
excess entitlement. In 2008, due to the excess entitlement, we
paid PetroChina's portion of the special levy. In 2009, we settled
the excess entitlement with PetroChina by letting PetroChina take
more oil and pay the special levy associated with such oil. As a
result, in 2009, we paid less special levy. Special levy is payable
starting at US$40 per barrel and the rate increases according to
the crude oil price.
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° Other losses. Our other losses decreased by RMB93.5 million,
or 71.3%, from approximately RMB131.1 million for the year
ended December 31, 2009 to approximately RMB37.6 million
for the year ended December 31, 2010. We had other losses of
RMB37.6 million for the year ended December 31, 2010, primarily
due to a non-cash loss of RMB20.3 million from oil put option
purchased from Standard Bank (“Standard Bank Oil Hedge”)
which expired on December 31, 2010 and a non-cash unrealized
loss of RMB24.4 million from the oil put option purchased from
Merrill Lynch Commodities, Inc (“MLCI Oil Hedge”) purchased
in October 2010 due to the movement in the fair value of the oil
put option. The Standard Bank Oil Hedge which had a carrying
value of RMB20.3 million as at December 31, 2009 expired at
December 31, 2010. The accounting standard requires us to
perform a fair value valuation on the unexpired portion of any
oil hedge at each reporting period. The fair value valuation is
determined by, amongst other things, the spot price and the
forward curve of oil prices at the reporting period. The spot price
of WTI as at December 31, 2010 was US$90.8 per barrel and the
forward curve for WTI for that date was higher than the spot price
and upward sloping. Given WTI spot price and forward curve for
WTI was higher than strike price for the new MLCI Oil Hedge,
the fair value valuation requires us to book a non-cash unrealized
loss of RMB24.4 million for the MLCI Oil Hedge to write down the
derivative financial instruments.

We had other losses of RMB131.1 million for the year ended December
31, 2009, primarily due to non-cash unrealized loss of RMB207.2 million
from the movement in the fair value of the oil put option, which was
partially offset by a realized gain of RMB71.0 million on the oil put option.
WTI spot price was at US$44.1 per barrel and the forward curve was
downward sloping as at December 31, 2008. Given the WTI spot price
and forward curve was below the strike price for the Standard Bank Oil
Hedge, we recognized a non-cash unrealized gain and wrote up the
derivative financial instruments by RMB129.8 million for the year end
December 31, 2008. However, by December 31, 2009, the WTI spot
price was approximately US$79.49 per barrel and the forward curve
was upward sloping above the strike price of the Standard Bank Oil
Hedge, so we had to book a non-cash unrealized loss and write down
the derivative financial instrument by approximately RMB207.2 million.

Profit from operations

Our profit from operations increased by RMB392.8 million, or 162.8%,
from RMB241.2 million for the year ended December 31, 2009 to
RMB634.0 million for the year ended December 31, 2010. This increase
was primarily due to an increase in revenue, partially offset by a increase
in special levy.
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Finance costs, net

Our finance net cost decreased by RMB5.9 million, or 10.3%, from
RMB57.3 million for the year ended December 31, 2009 to RMB51.4
million for the year ended December 31, 2010. This decrease was
primarily due to our foreign exchange translation gain of RMB35.2 million
in 2010 compared to a foreign exchange translation loss of RMB2.2
million in 2009, caused by the appreciation of the Renminbi against the
U.S. dollar in 2010 as our borrowings were denominated and settled in
U.S. dollars. The exchange gain was partially offset by the increase in
interest expenses due to an increase in our outstanding borrowings after
replacing the Standard Bank loan with the CITIC Facility in July 2009 and
fully drawing down the CITIC Facility shortly thereafter.

Profit before income tax

QOur profit before income tax increased by RMB398.7 million, or 216.7%,
from RMB183.9 million for the year ended December 31, 2009 to
RMB582.6 million for the year ended December 31, 2010. This increase
was primarily due to the cumulative effects of the above factors.

Income tax expense

We had income tax expense of RMB73.4 million for the year ended
December 31, 2009, compared to income tax expense of RMB161.7
million for the year ended December 31, 2010. This increase was
primarily due to an increase in profit before income tax in 2010.

Net profit for the year

As a result of the foregoing, our net profit for the year increased by
RMB310.4 million, or 281.0%, from RMB110.5 million for the year ended
December 31, 2009 to RMB420.9 million for the year ended December
31, 2010.

EBITDA and Adjusted EBITDA

We provide a reconciliation of EBITDA and adjusted EBITDA to net
profit for the year, our most directly comparable financial performance
calculated and presented in accordance with IFRS. EBITDA refers
to earnings before finance income, finance costs, income tax and
depreciation, depletion and amortization. Adjusted EBITDA refers to
EBITDA adjusted to exclude non-cash items such as share-based
compensation expense, net loss/(gain) on forward foreign exchange
contract and realized and unrealized loss/(gain) on the oil put option.
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We have included EBITDA and adjusted EBITDA as we believe EBITDA
is a financial measure commonly used in the oil and gas industry. We
believe that EBITDA and adjusted EBITDA are used as supplemental
financial measures by our management and by investors, research
analysts, bankers and others, to assess our operating performance,
cashflow and return on capital as compared to those of other
companies in our industry, and our ability to take on financing. However,
EBITDA and adjusted EBITDA should not be considered in isolation
or construed as alternatives to profit from operations or any other
measure of performance or as an indicator of our operating performance
or profitability. EBITDA and adjusted EBITDA fail to account for tax,
finance income, finance costs and other non-operating cash expenses.
EBITDA and adjusted EBITDA do not consider any functional or legal
requirements of the business that may require us to conserve and
allocate funds for any purposes.

The following table presents a reconciliation of EBITDA and adjusted
EBITDA to net profit for each year indicated.

AT INEEBITDA &AL T EEEBITDAT AR A A
AIMAEEBITDARBRITE S AN BT E o &
A FIFE{SEBITDA R A HZEBTDATIHH AR EIE
BE - REE  PEIMAD - BITREMALR
EMTET B E - EHEA QA RIEER EREA
NEIREERE BeRENEARBR @ AEAK
NREITRVEMRE S - AT + EBITDA K AL &
EBITDAZ A] 18 37 JA 45 & i Al Sl (F fr] At R IR AT
ETFUEE  TTARBALE R ST
FEHEMNBERIER @ ARBEATARKERE
a2 8L 9 $E4Z - EBITDA R X #9 2 EBITDAL
TEERFIE - BBRA - BISE R REAMIELE
1438 & o EBITDA M ASHH2 EBITDAIL £ = /&
AREEHANREREMNENMRBRIRES
RIEM BRI SETEESK

TER#IIEBITDAR &L A EEBITDAR & FRFE
7 FI B SRR o

Year Ended December 31,
BE+t-A=1+—HLEE

2010 2009

—F-TF  —TEAF

RMB’000 RMB’000

AR¥T T ARBEFTT

Net profit for the year R ) 420,864 110,477
Income tax expenses FifSfif > 161,705 73,462

Finance Income BTN (35,344) (1,652)
Finance Cost &R 86,788 58,832
Depreciation, depletion and amortization e - FEIB Ry 528,582 445,824
EBITDA EBITDA 1,162,595 687,043
Share-based compensation expenses A& B F S 29,429 3,484

Net gain on forward foreign exchange contract S iz #i4 R &)Uk es F 58 = (5,478)
Loss on oil put option BmRE EAREE R 44,692 136,252
Adjusted EBITDA &L FHFEEBITDA 1,236,716 821,301

Our EBITDA increased by approximately RMB475.6 million, or 69.2%,
from approximately RMB687.0 million for the year ended December 31,
2009 to approximately RMB1,162.6 million for the year ended December
31, 2010. The increase was primarily due to the increase in realized oil
price and sales volume.

Our adjusted EBITDA increased by approximately RMB415.4 million,
or 50.6%, from approximately RMB821.3 million for the year ended
December 31, 2009 to approximately RMB1,236.7 million for the year
ended December 31, 2010. The increase in adjusted EBITDA was also
primarily due to the increase in realized oil price and sales volume.
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Liquidity and Capital Resources
Overview

Our primary sources of cash during 2010 were cash flow from operating
activities and cash flow from financing activities. We used cash primarily
to fund capital spending program and dividends.

In 2010, we had net cash generated from operating activities of
RMB1,015.0 million, net cash used in investing activities of RMB1,001.8
million and net cash generated from financing activities of RMB376.7
million, resulting in a net increase in cash and cash equivalent of
RMB389.8 million compared to the cash balance as of December 31,
2009.

Cash generated from operating activities

Net cash generated from operating activities was RMB1,015.0 million
in the year ended December 31, 2010. In the year ended December
31, 2010, our net cash generated in operating activities included profit
before income tax of RMB582.6 million adjusted for, among other things,
depreciation, depletion and amortization of RMB528.6 million, higher net
interest expenses of RMB86.6 million, a fair value loss on oil put option
of RMB44.7 million and an unrealized foreign exchange gain of RMB35.2
million. The cash movements in 2010 included an increase in trade
and other payables of RMB9.5 million, a decrease in trade and other
receivable of RMB86.4 million and a decrease in inventories of RMB41.0
million.

Net cash used in operating activities was RMB70.3 million in the year
ended December 31, 2009. In the year ended December 31, 2009, our
net cash used in operating activities included profit before income tax
of RMB183.9 million adjusted for, among other things, depreciation,
depletion and amortization of RMB445.8 million, interest expenses
of RMB54.9 million, an unrealized fair value loss on oil put option of
RMB207.2 million, an unrealized fair value gain on currency forward of
RMB25.2 million and an unrealized foreign exchange gain of RMB2.2
million. Our profit before income tax was also lower in 2009 due to
lower realized oil prices and sales volume. The cash movements in the
year ended December 31, 2009 included a decrease in trade and other
payables of RMB581.6 million primarily due to repayment to PetroChina
for the excess entitlement (see the paragraph immediately below for
more details) and payments to third party suppliers, an increase in trade
and other receivables of RMB226.5 million due to more oil being sold in
December 2009, the proceeds from which were not received until early
2010, and a slight increase in inventory of RMB22.2 million.
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Cash used in investing activities

Net cash used in investing activities in the year ended December 31,
2010 amounted to RMB1,001.8million, mainly as a result of project
development costs of RMB910.2 million, and loans granted to GOC of
RMB91.6 million.

Net cash used in investing activities in the year ended December 31,
2009 amounted to RMB881.8 million, mainly as a result of project
development costs of RMB881.4 million, and loans granted to GOC of
RMB21.7 million, partially offset by a reduction in pledged deposits of
RMB19.5 million due to a bank guarantee we provided to Jilin Guotai
Petroleum Development Company in July 2008, which was released in
2009.

Cash generated from financing activities

Net cash generated from financing activities in the year ended December
31, 2010 amounted to RMB376.7 million due to (i) proceeds from initial
public offering of RMB605.2 million in December 2010, offset by (i) a
cash dividend of RMB136.5 million paid in March 2010, (ii) payment of
RMB64.9 million for the fees incurred during initial public offering, (iii)
payment of US$4 million (RMB27.1) million for arrangement fee of CITIC
bank loan.

Net cash generated from financing activities in the year ended December
31, 2009 amounted to RMB860.2million due to (i) a drawdown of
US$182 million (RMB1,243.2 million) from our CITIC Bank International
Limited and CITIC Bank Guangzhou long-term credit facility, (i) a
drawdown of US$30 million (RMB204.8 million) from our CITIC Bank
International Limited and CITIC Bank Guangzhou short-term revolving
credit facility, and (iii) net proceeds from the issuance of series A
preferred shares of RMB339.6 million, offset by (i) a repayment of
US$119.3 million (RMB825.0 million) under our Standard Bank loan
facility and (i) a repayment of US$15 million (RMB102.4 million) under
our CITIC Bank International Limited and CITIC Bank Guangzhou
short-term revolving credit facility. The Standard Bank loan facility was
terminated on July 31, 2009.

Our gearing ratio, which is defined as total borrowings less cash
and cash equivalents (“Net Borrowings”) divided by the sum of Net
Borrowings and total equity, decreased from 46% in 2009 to 24% in
2010. The decrease is mainly due to the proceeds received from Global
Offering and higher net profit in 2010.

Market Risks

Our market risk exposures primarily consist of fluctuations in oil and gas
prices, exchange rates and interest rates.
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Management Discussion and Analysis (continued)

BEERWN D (&)

QOil price risk

As our realized oil prices are mainly determined by reference to oil prices
in the international market, changes in international oil prices have a
significant impact on us. Unstable and high volatility of international oil
prices may have a significant impact on our revenue and profit.

Currency risk

All of the Group's sales are in US dollars, while production and other
expenses are incurred in RMB. The RMB is not a freely convertible
currency and is regulated by the PRC government. Limitations on foreign
exchange transactions imposed by the PRC government could cause
future exchange rates to vary significantly from current or historical
exchange rates. Management is not in a position to anticipate changes
in the PRC foreign exchange regulations and as such is unable to
reasonably anticipate the impacts on the Group's results of operations or
financial position arising from future changes in exchange rates.

Interest rate risk

The Group's income and operating cash flows are substantially
independent of the changes in market rates. The Group's interest rates
risk arises from borrowings.

Employees

As at December 31, 2010, the Company had 1,610 employees.
On November 27, 2010, we adopted a new share option scheme
for directors, senior management and other eligible grantees of the
Company. The Board has not granted any options under such share
option scheme. We have also adopted a market-oriented employment
system and a more competitive remuneration scheme by improving our
employment policy.

Contingencies

On August 28, 2000, MIE entered into a PSC with Sinopec for
exploration and development of the Shengli oilfield in Shandong
Province. In 2000, MIE began the trial-development phase of its
operations at the Shengli oilfield and drilled a dry hole. The project has
been suspended since the end of 2004. In April 2005, MIE requested
an extension from Sinopec to restart the project at the Shengli oilfield.
On September 27, 2006, MIE received a letter from Sinopec denying
the request to restart the project and seeking to terminate the PSC on
the grounds that the extension period of the trial-development phase
had expired and MIE had not met its investment commitment of at least
US$2 million under the PSC. MIE believes its investment in the project
at Shengli oilfield had met the required commitment amount under the
PSC. The PSC with Sinopec has not been formally terminated and the
dispute has not entered any judicial proceedings.
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Independent Auditor’s Report

PRICEWATERHOUSE(COPERS

R R E B S A AT

To the shareholders of MIE Holdings Corporation
(incorporated in Cayman Islands with limited liability)

We have audited the consolidated financial statements of MIE Holdings
Corporation (“the Company”) and its subsidiaries (together, the “Group”)
set out on pages 56 to 140, which comprise the consolidated and
company statements of financial position as at December 31, 2010, and
the consolidated statement of comprehensive income, the consolidated
statement of changes in equity and the consolidated statement of cash
flows for the year then ended, and a summary of significant accounting
policies and other explanatory information.

The directors of the Company are responsible for the preparation
of consolidated financial statements that give a true and fair view in
accordance with International Financial Reporting Standards and the
disclosure requirements of the Hong Kong Companies Ordinance,
and for such internal control as the directors determine is necessary to
enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on these consolidated
financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone (852) 2289 8888
Facsimile  (852) 2810 9888
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Independent Auditor’s Report (continued)

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the
entity’s preparation of consolidated financial statements that give a true
and fair view in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as
well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

In our opinion, the consolidated financial statements give a true and
fair view of the state of affairs of the Company and of the Group as at
December 31, 2010, and of the Group’s profit and cash flows for the
year then ended in accordance with International Financial Reporting
Standards and have been properly prepared in accordance with the
disclosure requirements of the Hong Kong Companies Ordinance .

This report, including the opinion, has been prepared for and only
for you, as a body, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the
contents of this report.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, March 25, 2011
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Consolidated Statement of Financial Position

2009
—ETNF
Notes RMB'000
bzt AREETIT
ASSETS BE
Non-current assets FEREEE
Property, plant and equipment ME - BRE NRE 6 2,665,143
Intangible asset EREE 7 2,599
Derivative financial instruments TEERMTA 8 =
Trade and other receivables JE LS I L At FE W SRR 9 70,360
2,738,102
Current assets REBEE
Inventories T7E 11 76,078
Derivative financial instruments PTESRT A 8 20,307
Trade and other receivables JRE LS e L At P LR SR IE 9 489,571
Amount due from shareholder eI I 3R FIE 12 81,074
Pledged deposits HIRTFR 10 30,729
Cash and cash equivalents B RIS ZEY 13 290,271
988,030
TOTAL ASSETS BEERE 3,726,132
EQUITY i
Capital and reserves attributable to AEBRESTE AEN
equity holders of the Group BARRHE
Ordinary shares A% 14 659
Preferred shares B5hk 14 171
Share premium A (E 15 339,449
Other reserves HihfE 15 64,460
Retained earnings Birie=
— Proposed final dividend —REDEARE 26 -
— Others —H A 848,707
Total equity ERBE 1,258,446
LIABILITIES =R
Non-current liabilities FREEE
Asset retirement obligations BEEERGE 16 6,978
Deferred income tax liabilities — net FIREEHRE 17 86,400
Trade and other payables JEA R EL At B 5 EROE 18 170,235
Borrowings B 19 1,242,963

1,606,576




Consolidated Statement of Financial Position (continued)

2009
—ETNEF
Notes RMB'000
Kiat ARET T

Current liabilities HREaE
Trade and other payables FEAH Rz ELth FE (S 2R IE 18 808,635
Current income tax liabilities BHIFEFRAE 55,052
Borrowings &R 19 102,423
966,110
Total liabilities =Rie bl 2,472,686
TOTAL EQUITY AND LIABILITIES EaRkAEEE 3,726,132
Net current assets RBEEFE 21,920
Total assets less current liabilities EEABERARBER 2,760,022

H

The notes on page 63 to 140 are an integral part of these financial 63BEF140B  fIsFBAE i SRz 2 —
statements. 2B e

okt

The financial statements on page 56 to 140 were approved by the Board ~ F56EEF140H 2 HEHREREN T ——F =

of Directors on March 25, 2011 and were signed on its behalf, A+t R EEESTeREREETE - WA TS
EESRREE
Zhang Ruilin Allen Mak
RIHFR iR
Director Director

8% =%



Statement of Financial Position

2009
—ZETNF
Notes RMB’000
Kiat ARET T
ASSETS BE
Non-current assets FRBEE
Investment in subsidiary RMIERE 1,371,125
Amount due from subsidiary FEURMIETRIE 323,713
1,694,838
Current assets RBEE
Cash and cash equivalents REMRESEEY 13 33
Prepaid expenses FHBR 12,786
12,819
TOTAL ASSETS EEHAE 1,707,657
EQUITY R
Capital and reserves EARR G
Ordinary shares Timhx 14 659
Preferred shares Bk 14 171
Share premium AR (B 15 339,449
Other reserves EMFE 15 1,368,136
Retained earnings/(Accumulated deficit) Bz (R:tEiE)
- Proposed final dividend —REDIKEAR R 26 =
— Others —Hh (3,482)
Total equity ERBE 1,704,933
LIABILITIES =V
Current liabilities REBAE
Salary payable EEe -
Stock appreciation rights liabilities BHmigEEaRE 18 2,260
Other liabilities HEaE 464
Total liabilities BEAE 2,724
TOTAL EQUITY AND LIABILITIES EERkAEER 1,707,657
Net current assets RBEEFE 10,095
Total assets less current liabilities EEABRARBEE 1,704,933

The notes on page 63 to 140 are an integral part of these financial

statements.

The financial statements on page 56 to 140 were approved by the Board
of Directors on March 25, 2011 and were signed on its behalf.

Zhang Ruilin
RIHFR
Director

EE

EE3REE 140 ZMEBAR AU BRER L —
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FEE6HEETA0E LU BRREN _T——F=
AZTHRBERSERIRETIE - Lh T

EREREEE

Allen Mak

EHfm
Director

=%



Consolidated Statement of Comprehensive Income

2009
—ETNEF
Notes RMB’000
Mzt ARMETTT
Revenue g 5 1,166,827
Operating expenses KR
Purchases, services and other g RIS R EAM (123,587)
Employee compensation costs 8 TH A 20 (67,651)
Depreciation, depletion and amortization — #7& - #18 K 5 (445,824)
Distribution expenses SHERX (21,861)
Administrative expenses EIRER (62,253)
Taxes other than income taxes FiS# N B Ath B TE 21 (73,308)
Other losses H i E51E 22 (131,124
Total operating expenses MBI (925,608)
Profit from operations e RR 241,219
Finance income BRI A 23 1,552
Finance costs BB A 23 (68,832)
Finance costs - net EHBER 23 (567,280)
Profit before income tax BREF S8 AT R A 183,939
Income tax expense FreHX 24 (73,462)
Net profit for the year FRFRF 110,477
Other comprehensive income: Hitira s ¢
Currency translation difference ERTEER -
Other comprehensive income FREMGEESREREFE

for the year, net of tax -
Total comprehensive income FRZREWEAE

for the year 110,477
Net profit attributable to the equity AT RESEAELF

holders of the Company gl 110,477
Earnings per share, Basic BRESERF(BERARE)

(expressed in RMB per share) 30 0.06
Earnings per share, Diluted BREFEFN(BRARYE)

(expressed in RMB per share) 30 0.06
Dividends distributed during the year ZERE 5K 26 341,615
Dividends proposed after the balance &E&&RXR A ZEZHDIR

sheet date R E 26,31(c) -

The notes on page 63 to 140 are an integral part of these consolidated

financial statements.
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Consolidated Statement of Changes in Equity

Ordinary Preferred Share Other Retained Total
shares shares premium reserves eamings equity
TRk BER RARE H i B EREE
Note RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
Hiz ARETL NS ANRETTT ARETFT ARETT ARETL
Asat January 1,2009 74200951418 684 - - 49,023 1,094,058 1,143,765
Comprehensive income  £R& B
for the year
Net profit for the year ERFER = = = = 110,477 110,477
Transfer to safety fund BRERRESRE
reserve 15 - - - 14,213 (14,213) -
- - - 14,213 96,264 110,477
Transactions with owners E#E AR5
Employees stock options (& 8 B k#E 146,20 - - - 1,224 - 1,224
Issuance of redeemable  E{TA[ERIL B
ordinary shares 14a - - (35,043) - - (35,043)
Cancellation of redeemable j%$4A[EEl L&Ak
ordinary shares 14a — = 35,043 = = 35,043
Issuance of Series A RREETRIIA
preferred shares for cash B4R 14b - 146 339,449 - - 339,595
Issuance of Series A AR LBRE
preferred shares in ZOIAEEK
exchange for ordinary
shares 14b - 25 61,429 - - 61,454
Cancellation of ordinary  JHERER
shares 14b,15 (25) = (61,429 = = (61,454)
Deemed dividend distribution 8 A% &.5E 26 = = = = (341,619) (341,619)
Total transactions with HEAAR FEE
owners (25) 171 339,449 1,224 (341,619) (796)
As at December 31,2009 200951258318 659 171 339,449 64,460 848,707 1,253,446




Consolidated Statement of Changes in Equity (continued)

Note
it

AsatJanuary 1,2010 74201051818
Comprehensive income  ER&H KA

for the year
Net profit for the year ERFRT
Transfer to safety fund ERERIESRE

reserve 15
Currency tranlation EHnEER

difference
Transactions with owners 2B AR S
Employees stock options (€ B B fiviE
Cancellation of ordinary 5 EE L&

shares 14a
Issuance of Series B RALRRET

preferred shares in ZIBER

exchange of ordinary

shares 14b
Cash dividend distribution ~ £ K221k 26
Deemed dividend distribution5 ARk 8.9k 26
Conversion of Series A EMZTINEERE

shares to ordinary shares  Z@i% 14
Conversion of Series B EMZTIBELRE

shares to ordinary shares @ik
Capitalization issuance W& Z2010611 523

of ordinary shares to BEERMREE

shareholders registered ~ A{rE(TL @K

on November 23, 2010 14a
Issuances of ordinary shares AZHEEH T

for Global Offering LBk 14a

Total transactions with BREFARHEE
owners

As at December 31,2010 #42010%12831H

The notes on pages 63 to 140 are an integral part of these consolidated
financial statements.
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Consolidated Statement of Cash Flows

2009
—ETNEF
Notes RMB’000
Hiat ARETTT
Cash flows from operating activities K& IBHELNESRE
Cash generated from operations KREELRIRS 27 38,631
Interest paid ERFE (58,629)
Income tax paid RS (50,264)
Net cash generated from/(used in) esEEiEA (PR )
operating activities REFE (70,262)
Cash flows from investing activities RETZHRANRLSRE
Purchases of property, plant and EEYE  BENEE
equipment (881,374)
(Increase)/decrease in pledged deposits  #EiRfF(3E00),/ S5 19,460
Loan granted to PSC partner BRYERDRARELEER (21,733)
Interest received BUFILE 1,834
Net cash used in investing activities BB RS ATANIE SR (881,813)
Cash flows from financing activities REITBELNRESRE
Proceeds from borrowings BRFTSRIE 1,447,977
Repayments of borrowings EEER (927,345)
Payment of loan arrangement fees XNERGH=ER -
Proceeds from issuance of preferred BT IRFTEERIE
shares 339,595
Proceeds from Global Offering B EBRIE -
Payment of fees relating to Global Offering = it & k3 SR & F -
Cash dividends paid BEIRERE 26 -
Net cash generated from financing RETHELENES SR
activities 860,227
Net increase/(decrease) in cash and HERRESZEEYW
cash equivalents #whn, GRd ) BEE (91,848)
Exchange losses on cash and cash BERBLEEYNER
equivalents BB -
Cash and cash equivalents at beginning FIIRE RIRSEEY
of the year 382,119
Cash and cash equivalents at end FERBEERALSEEY
of the year 13 290,271

The notes on pages 63 to 140 are an integral part of these consolidated

financial statements.
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The Company was incorporated by Far East Energy Limited
(“FEEL”), a company incorporated in Hong Kong with limited
liability, on March 20, 2008. The Company is listed on the Stock
Exchange of Hong Kong Limited.

MI Energy Corporation (“MIE”) is a limited liability company
incorporated in Cayman Islands and domiciled in the People’s
Republic of China (“PRC” or “China”). MIE was a wholly owned
subsidiary of FEEL until January 12, 2009, when MIE became
a wholly owned subsidiary of the Company and the Company
became a subsidiary of FEEL. Mr. Zhang Ruilin and Mr. Zhao
Jiangwei ultimately control MIE through their controlling interest in
FEEL.

The Company and its subsidiaries’ (“the Group”) principal
business is to engage in the development, production and sale
of crude oil through MIE’s four production sharing projects it
obtained in 2001 and located at four oil blocks. On May 26,
2001, MIE was assigned all of Microbes, Inc.’s, its then parent
company, 90% foreign participating interest in the production
sharing contracts (“PSCs”) of four oil blocks, namely, Daan,
Moliging and Miao 3 in Jilin Province with PetroChina and Luojiayi
64 block in Shengli of Shandong Province with China Petroleum
and Chemical Corporation (“Sinopec”) . The Daan and Miao 3
projects were established in 1997, and the Moliging project was
established in 1998. The duration of those three projects are
30 years with the commercial production period being up to 20
years. Daan, Moliging and Miao 3 will expire in year 2024, year
2028 and year 2028 respectively. The Group acts as the operator
of these four PSC’s. The Group and Global Oil Corporation
(“GOC”), hold a 90% interest and a 10% interest in the foreign
participating interest in the PSCs for Daan, Moliging and Miao 3,
respectively. (Note 2(c)).

As of January 1, 2005, the Daan project was in the commercial
production phase. As of October 1, 2008, the Miao 3 project
attained commercial production. As of December 1, 2008,
the Moliging project reached commercial production. In 2006,
the Luojiayi 64 block stopped work and in 2005 MIE’s related
investment was fully written off (Note 28(b)).

On August 6, 2010, MI Energy (Kazakhstan) Corporation was
incorporated in the Cayman Islands as an investment holding
company with limited liability, and became a wholly owned
subsidiary of the Company. On August 11, 2010, MIE Kazakhstan
further allotted and issued 9,999 ordinary shares of US$1
each to the Company. On October 14, 2010, the name of MIE
Kazakhstan was changed as MIE New Ventures Corporation.

Notes to the Consolidated Financial Statements
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Notes to the Consolidated Financial Statements (continued)

Basis of preparation

The Company prepared the accompanying consolidated
financial statements in accordance with IFRS as issued by
the IASB.

All significant intra-group transactions and balances have
been eliminated on consolidation.

The principal accounting policies used in preparation of
the consolidated financial statements are set out below.
The policies have been consistently applied to all years
presented unless otherwise stated. The consolidated
financial statements have been prepared under the
historical cost convention, as modified by revaluation of
financial derivative instruments at fair value through profit or
loss.

The preparation of consolidated financial statements in
conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management
to exercise its judgement in the process of applying
the Group’s accounting policies. The areas involving a
higher degree of judgement and complexity, or areas
where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 4.

New accounting pronouncements

(i) New standards, amendments to and interpretations
on existing standards adopted by the Group are as
follows:

o IAS 7 (Amendment) ‘statement of cash flows’,
effective for periods beginning on or after
January 1, 2010. The amendment requires
only expenditures that result in a recognized
asset in the statement of financial position to
be classified as investing activities.
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Notes to the Consolidated Financial Statements (continued)

(@)

Basis of preparation (continued)

New accounting pronouncements
(continued)

(i)

o IFRS 2 (Amendments), “Share-based
payments” is effective for annual beginning on
or after July 1, 2009. IFRS 2 (Amendments),
‘Group cash-settled share-based payment
transactions’ effective from January 1,
2010. In addition to incorporating IFRIC Int
8 ‘scope of IFRS 2’ and IFRC-Int 11, ‘IFRS
2 —group and treasury share transactions’,
the amendments expand on the guidance in
IFRIC 11 to address the clarification of group
arrangements that were not covered by the
interpretation.

The adoption of these new standards and
amendments do not have a material impact on the
Group’s or Company’s financial statements.

New standards, amendments and interpretations
to existing standards not yet effective and not early
adopted by the Group

° IFRS 9, ‘Financial instruments’, issued
in December 2009. This addresses the
classification and measurement of financial
assets and is likely to affect the Group’s
accounting for its financial assets. The
standard is not applicable until January 1,
2018 but is available for early adoption.
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Notes to the Consolidated Financial Statements (continued)

(@)

Basis of preparation (continued)

New accounting pronouncements
(continued)

Revised IAS 24, ‘Related party disclosures’,
issued in November 2009. It supersedes
IAS 24, ‘Related party disclosures’, issued
in 2003. The revised IAS 24 is required to
be applied from January 1, 2011. Earlier
application, in whole or in part, is permitted.

‘Classification of rights issues’ (Amendment
to IAS 32), issued in October 2009. For rights
issues offered for a fixed amount of foreign
currency, current practice appears to require
such issues to be accounted for as derivative
liabilities. The amendment states that if such
rights are issued pro rata to all the entity’s
existing shareholders in the same class for
a fixed amount of currency, they should be
classified as equity regardless of the currency
in which the exercise price is denominated.
The amendment should be applied for annual
periods beginning on or after February 1,
2010. Earlier application is permitted.

IFRIC 19, ‘Extinguishing financial liabilities
with equity instruments’. This clarifies the
requirements of IFRSs when an entity
renegotiates the terms of a financial liability
with its creditor and the creditor agrees to
accept the entity’s shares or other equity
instruments to settle the financial liability fully
or partially. The interpretation is effective for
annual periods beginning on or after July 1,
2010. Earlier application is permitted.
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Notes to the Consolidated Financial Statements (continued)

(@)

Basis of preparation (continued)

New accounting pronouncements
(continued)

° Improvements to International Financial
Reporting Standards 2010 were issued in
May 2010. The effective dates vary standard
by standard but most are effective January 1,
2011.

The Group is in the process of reviewing the impact
of the above standards and do not expect these
standards to have a material impact on the Group’s
or Company’s financial statements at the current
stage.

Consolidation
Subsidiaries

Subsidiaries are all entities (including special purpose
entities) over which the Group has the power to govern the
financial and operating policies generally accompanying
a shareholding of more than one half of the voting rights.
The existence and effect of potential voting rights that
are currently exercisable or convertible are considered
when assessing whether the Group controls another
entity. Subsidiaries are fully consolidated from the date
on which control is transferred to the Group. They are de-
consolidated from the date that control ceases.

The Group uses the acquisition method of accounting to
account for business combinations. The consideration
transferred for the acquisition of a subsidiary is the fair
values of the assets transferred, the liabilities incurred and
the equity interests issued by the Group. The consideration
transferred includes the fair value of any asset or liability
resulting from a contingent consideration arrangement.
Acquisition-related costs are expensed as incurred.
Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date. On an
acquisition-by-acquisition basis, the Group recognizes any
non-controlling interest in the acquiree either at fair value or
at the non-controlling interest’s proportionate share of the
acquiree’s net assets.
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Notes to the Consolidated Financial Statements (continued)

Consolidation (continued)

Subsidlaries (continued)

Investments in subsidiaries are accounted for at cost
less impairment. Cost is adjusted to reflect changes
in consideration arising from contingent consideration
amendments. Cost also includes direct attributable costs
of investment.

The excess of the consideration transferred, the amount
of any non-controlling interest in the acquiree and the
acquisition-date fair value of any previous equity interest in
the acquiree over the fair value of the identifiable net assets
acquired is recorded as goodwill. If this is less than the fair
value of the net assets of the subsidiary acquired in the
case of a bargain purchase, the difference is recognized
directly in the statement of comprehensive income.

Inter-company transactions, balances and unrealised gains
on transactions between Group companies are eliminated.
Unrealised losses are also eliminated. Accounting policies
of subsidiaries have been changed where necessary
to ensure consistency with the policies adopted by the
Group.

Production sharing contracts

The Group’s development and production activities
are conducted jointly with others through PSCs. These
PSCs establish joint control over the development and
production activities. The assets are not owned by a
separate legal entity but are controlled by individual
participants in the PSCs. Each participant is entitled to a
predetermined share of the related output and bears an
agreed share of the costs.

The consolidated financial statements reflect:

(i) MIE’s assets used in jointly controlled operations;

(ii) any liabilities that MIE has incurred;
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Notes to the Consolidated Financial Statements (continued)

Production sharing contracts (continued)

(i)

(iv)

MIE’s share of any liabilities incurred jointly with
the other PSC partners in relation to the joint
production;

any income from the sale or use of MIE’s share of
the output of the production, together with its share
of any expenses incurred in the production; and

any expenses that MIE has incurred in respect of its
interest in the production.

Pursuant to the three PSCs with PetroChina, the annual
gross production of the crude oil shall, after payment for
value added tax and royalty, be firstly deemed as the cost
recovery oil and shall be used for cost recovery in the
following sequence:

Payment in kind for the operating costs actually
incurred by MIE and GOC (collectively “the foreign
partners”) and PetroChina.

The remainder of the cost recovery oil shall, after
payment for the operating costs, be deemed as
investment recovery oil. Such investment recovery
oil shall be used for the simultaneous recovery of the
pilot test costs and the development costs incurred
by foreign partners and the predevelopment
costs spent by PetroChina in proportion of 20%
by PetroChina and 80% by foreign partners. The
unrecovered costs of the parties shall be carried
forward to and recovered from the investment
recovery oil in succeeding calendar years until being
fully recovered.

After all pilot test costs and development costs
incurred up to that time have been recovered, the
remainder of the gross production of crude oil for
that period is referred to as profit oil and shall be
allocated in proportion of PetroChina 52% and
foreign partners 48%.
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Notes to the Consolidated Financial Statements (continued)

Production sharing contracts (continued)

The operating costs so incurred after the date of
commencement of commercial production shall be
paid respectively by PetroChina and foreign partners
in accordance with the proportion of oil allocated to
each party.

GOC is entitled to a 10% share of the foreign participating
interest in property, plant and equipment, income and
expenses. The Group received income and paid expenses
on behalf of GOC. These are recorded in the relevant
accounts with GOC (Note 29).

Foreign currency translation

()

(i)

Functional and presentation currency

[tems included in the financial statements of each
of the Group’s entities are measured using the
currency of the primary economic environment in
which the entity operates (the “functional currency”).
The functional currency of the Company is United
States Dollar (‘US$”). The presentation currency of
the consolidated financial statements is the RMB.

Transactions and balances of each entity

Foreign currency transactions are translated
into the functional currency using the exchange
rates prevailing at the dates of the transactions.
Foreign exchange gains and losses resulting from
the settlement of such transactions and from the
translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognized in the consolidated
statements of comprehensive income.
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Notes to the Consolidated Financial Statements (continued)

(d)

Foreign currency translation (continued)

(i)

Group companies

The results and financial position of all the Group
entities (none of which has the currency of a
hyper-inflationary economy) that have a functional
currency different from the presentation currency are
translated into the presentation currency as follows:

o assets and liabilities for each balance sheet
presented are translated at the closing rate at
the date of that balance sheet;

° income and expenses for each statements
of comprehensive income are translated at
average exchange rates (unless this average
is not a reasonable approximation of the
cumulative effect of the rates prevailing on
the transaction dates, in which case income
and expenses are translated at the rate on the
dates of the transactions); and

o all resulting exchange differences are
recognized in other comprehensive income.

On consolidation, exchange differences arising
from the translation of the net investment in foreign
operations, and of borrowings are taken to other
comprehensive income. When a foreign operation is
partially disposed of or sold, exchange differences
that were recorded in equity are recognized in the
income statement as part of the gain or loss on sale.

Property, plant and equipment

Property, plant and equipment, including oil and gas
properties, is stated at historical cost less accumulated
depreciation, depletion, amortization and impairment.
Historical cost includes expenditures that are directly
attributable to the acquisition of the items.
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Notes to the Consolidated Financial Statements (continued)

Property, plant and equipment (continued)

Subsequent costs are included in the asset’s carrying
amount or recognized as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Group and the cost
of the item can be measured reliably. The carrying amount
of any replaced part is derecognized. All other repairs and
maintenance are charged to the consolidated statements
of comprehensive income during the reporting year in
which they are incurred.

Except for oil and gas properties, depreciation is calculated
using the straight-line method to allocate their cost less
their residual values over their estimated useful lives, as
follows:

Office equipment
Motor vehicles and production equipment

3 years
10 years

The assets’ residual values and useful lives are reviewed
and adjusted if appropriate, at the end of each reporting
period. An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable
amount.

Construction in progress is not depreciated until it is ready
for its intended use.

Gains and losses on disposals are determined by
comparing proceeds with the carrying amount and are
recognized within other income or other expense in the
consolidated statements of comprehensive income.
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Notes to the Consolidated Financial Statements (continued)

Oil and gas properties

The successful efforts method of accounting is used for
oil and gas exploration and production activities. Under
this method, all costs for development wells, support
equipment and facilities, and proved mineral interests
in oil and gas properties are capitalized. Geological and
geophysical costs are expensed when incurred. Costs
of exploratory wells are capitalized as construction in
progress pending determination of whether the wells find
proved oil and gas reserves. Proved oil and gas reserves
are the estimated quantities of crude oil and natural gas
which geological and engineering data demonstrate with
reasonable certainty to be recoverable in future years from
known reservoirs under existing economic and operating
conditions, i.e., prices and costs as of the date the estimate
is made. Prices include consideration of changes in existing
prices provided only by contractual arrangements, but not
on escalations based upon future conditions.

Exploratory wells in areas not requiring major capital
expenditures are evaluated for economic viability within
one year of completion of drilling. The related well costs
are expensed as dry holes if it is determined that such
economic viability is not attained. Otherwise, the related
well costs are reclassified to oil and gas properties and
subject to impairment review. For exploratory wells that
are found to have economically viable reserves in areas
where major capital expenditure will be required before
production can commence, the related well costs remain
capitalized only if additional drilling is under way or firmly
planned. Otherwise the related well costs are expensed as
dry holes. The Group does not have any costs of unproved
properties capitalized in oil and gas properties.

The cost of oil and gas properties is amortized at the
field level based on the unit of production method. Unit
of production rates are based on oil and gas proved
developed producing reserves estimated to be recoverable
from existing facilities based on the current terms of the
respective production agreements. The Group’s reserves
estimates represent crude oil which management believes
can be reasonably produced within the current terms of
their production agreements.
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Notes to the Consolidated Financial Statements (continued)

(@)

Impairment of non-financial assets

Assets that are subject to amortization are reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.
An impairment loss is recognized for the amount by which
the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use. For the
purposes of assessing impairment, assets are grouped at
the lowest levels for which there are separately identifiable
cash flows (cash-generating units). Non-financial assets
other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each
reporting date.

Intangible assets

Intangible assets represent computer software. Acquired
computer software licences are capitalized on the basis of
the costs incurred to acquire and bring to use the specific
software. These costs are amortized over their estimated
useful lives of 3 years.

Loans and receivables

The Group’s loans and receivables comprise ‘trade and
other receivables’ in the consolidated statements of
financial position.

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market. They are included in current assets,
except for expected realization greater than 12 months
after the end of the reporting period. These are classified as
non-current assets.
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Notes to the Consolidated Financial Statements (continued)

Derivative financial instruments

Derivative financial instruments are initially recognized at
fair value on the date a derivative contract is entered into
and are subsequently re-measured at their fair value. The
method of recognizing the resulting gain or loss depends
on whether the derivative is designated as a hedging
instrument, and if so, the nature of the item being hedged.

For derivative instruments that do not qualify for hedge
accounting, changes in the fair value of these derivative
instruments are recognized immediately in the
consolidated statements of comprehensive income.

Leases

Leases where the Group is a lessee in which a significant
portion of the risks and rewards of ownership are retained
by the lessor are classified as operating leases. Payments
made under operating leases (net of any incentives
received from the lessor) are charged to the consolidated
statements of comprehensive income on a straight-line
basis over the term of the lease.

Inventories

Inventories are crude oil and materials and supplies which
are stated at the lower of cost and net realizable value.
Materials and supplies costs are determined by the first-
in first-out method. Crude oil costs are determined by
the weighted average cost method. The cost of crude oil
comprise direct labour, depreciation, other direct costs
and related production overhead, but excludes borrowing
costs.
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Notes to the Consolidated Financial Statements (continued)

(m)

Trade and other receivables

Trade and other receivables are recognized initially at
fair value and subsequently measured at amortized cost
using the effective interest method, less provision for
impairment. A provision for impairment of trade receivables
is established when there is objective evidence that
the Group will not be able to collect all amounts due
according to the original terms of the receivables. The
factors the Group considers when assessing whether
a trade receivable is impaired include, but are not
limited to significant financial difficulties of the customer,
probability that the debtor will enter bankruptcy or financial
reorganization and default or delinquency in payments.
The amount of the provision is the difference between the
asset’s carrying amount and the present value of estimated
future cash flows, discounted at the original effective
interest rate.

The carrying amount of the assets is reduced through
the use of an allowance account, and the amount of
the loss is recognized in the consolidated statements
of comprehensive income. When a trade receivable is
uncollectible, it is written off against the allowance account
for trade receivables. Subsequent recoveries of amounts
previously written off are credited against expenses in the
consolidated statements of comprehensive income.

Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits
held at call with banks with original maturities of three
months or less from the time of purchase.

Current and deferred income tax

The tax expense for the year comprises current and
deferred tax. Tax is recognized in the consolidated
statement of comprehensive income, except to the extent
that it relates to items recognized directly in equity. In this
case, the tax is also recognized in equity.
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Notes to the Consolidated Financial Statements (continued)

Current and deferred income tax (continued)

The current income tax charge is calculated on the basis of
the tax laws enacted or substantively enacted at the end of
the reporting period in the territories where the Company
and its subsidiaries operate and generate taxable income.
Management periodically evaluates positions taken in
tax returns with respect to situations in which applicable
tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts
expected to be paid to the tax authorities.

Deferred income tax is recognized, using the balance
sheet liability method, on temporary differences arising
between the tax bases of assets and liabilities and their
carrying amounts in the consolidated financial statements.
However, the deferred income tax is not accounted for
if it arises from initial recognition of an asset or liability in
a transaction other than a business combination that at
the time of the transaction affects neither accounting nor
taxable profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted or
substantially enacted by the end of the reporting period
and are expected to apply when the related deferred
income tax asset is realized or the deferred income tax
liability is settled.

Deferred income tax assets are recognized only to the
extent that it is probable that future taxable profit will be
available against which the temporary differences can be
utilized. Deferred income tax is provided on temporary
differences arising on investments in subsidiaries, except
where the timing of the reversal of the temporary difference
is controlled by the Group and it is probable that the
temporary difference will not reverse in the foreseeable
future.
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Notes to the Consolidated Financial Statements (continued)

Borrowings

Borrowings are recognized initially at fair value, net
of transaction costs incurred. In subsequent years,
borrowings are stated at amortized cost using the effective
yield method. Any difference between proceeds (net of
transaction costs) and the redemption value is recognized
in the consolidated statement of comprehensive income
over the year of the borrowings using the effective interest
method. Borrowings are classified as current liabilities
unless the Group has unconditional rights to defer
settlements of the liabilities for at least 12 months after the
end of the reporting period.

Borrowing costs are recognized as an expense in the year
in which they are incurred except for the portion eligible
for capitalization as part of qualifying property, plant and
equipment.

Trade payables

Trade payables are recognized initially at fair value and
subsequently measured at amortized cost using the
effective interest method.

Provisions

Provisions are recognized when the Group has present
legal or constructive obligations as a result of past events, it
is probable that an outflow of resources will be required to
settle the obligations, and reliable estimates of the amounts
can be made.

Provision for future decommissioning and restoration
is recognized in full on the installation of oil and gas
properties. The amount recognized is the present
value of the estimated future expenditure determined in
accordance with local conditions and requirements. A
corresponding addition to the related oil and gas properties
of an amount equivalent to the provision is also created.
This is subsequently depreciated as part of the costs of the
oil and gas properties. Any change in the present value of
the estimated expenditure other than due to passage of
time, which is regarded as interest expense, is reflected as
an adjustment to the provision and oil and gas properties.
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Notes to the Consolidated Financial Statements (continued)

()

Employee benefits

()

(i)

Defined contribution plan

The Group has various defined contribution plans
for state pensions, housing fund and other social
obligations in accordance with the local conditions
and practices in the municipalities and province in
which they operate. A defined contribution plan is
a pension and/or other social benefits plan under
which the Group pays fixed contributions into a
separate entity (a fund) and will have no legal or
constructive obligations to pay further contributions
if the fund does not hold sufficient assets to pay all
employees benefits relating to employee service in
the current and prior periods. The contributions are
recognized as employee benefit expenses when
they are due.

Equity-settled share-based
compensation — Stock options

The Group operates a stock incentive compensation
plan for share-based payment transactions, such
as stock options under which the entity receives
services from employees as consideration for equity
instruments (options) of the Group. The fair value of
the employee services received in exchange for the
grant of the options is recognized as an expense.
The total amount to be expensed is determined by
reference to the fair value of the options on the grant
date. The total amount expensed is recognized over
the vesting period, which is the period over which
all of the specified vesting conditions are to be
satisfied.

The proceeds received net of any directly attributable
transaction costs are credited to share capital
(nominal value) and other reserves when the options
are exercised.
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Notes to the Consolidated Financial Statements (continued)

(s)

Employee benefits (continued)

(i) Cash-settled share-based
compensation — Stock appreciation
rights

Compensation under the stock appreciation rights
is measured based on the fair value of the liability
incurred and its expenses over the vesting period.
The liability is remeasured at each reporting period
to its fair value until settlement with all the changes
in liability recorded in employee compensation costs
in the consolidated statement of comprehensive
income, the related liability is included in the salaries
and welfare payable.

Revenue recognition

Revenues are recognized upon delivery of crude oil that
are allocated to MIE under PSC (See Note 2(c)). Revenues
are recognized only when the Group has transferred to the
buyer the significant risks and rewards of ownership of the
goods in the ordinary course of the Group’s activities, and
where the amount of revenue and the costs incurred or to
be incurred in respect of the transactions can be measured
reliably and probable economic benefit will flow to the
Company.

According to general oil and gas practice, the physical
nature of the taking (lifting) oil is such that a partner may
take more oil than it is entitled to as defined by the contract
(PSC). For the year ended December 31, 2009 and 2010,
PetroChina had taken more oil than its entitlement (over
lifted) and hence MIE is deemed to have sold the over lift to
PetroChina.

Repairs and maintenance

Repairs and maintenance are recognized as expenses in
the year in which they are incurred.
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Notes to the Consolidated Financial Statements (continued)

Share capital
Ordinary shares are classified as equity.

Preferred shares issued by the Company are classified as
equity when they are not redeemable by the Company and
there is no obligation outside the control of the Company to
pay dividends.

Incremental costs directly attributable to the issuance of
new shares or options are shown in equity as a deduction,
net of tax, from the proceeds.

Dividend distributions

Dividend distribution to the Company’s shareholders is
recognised as a liability in the Group’s financial statements
in the period in which the dividends are approved by the
Company’s shareholders.

Earnings per share

Basic earnings per share is determined by dividing the
profit or loss attributable to equity holders of the Company
by the weighted average number of participating shares
outstanding during the reporting year.

Diluted earnings per share is calculated by adjusting the
weighted average number of ordinary shares outstanding
to assume conversion of all dilutive potential ordinary
shares and adjusting the profit or loss attributable to equity
holders of the Company accordingly for related amounts.
The effect of potentially dilutive ordinary shares are
included only if they are dilutive.
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Notes to the Consolidated Financial Statements (continued)

3.1

Segment reporting

The Group operates as a single operating segment.
Operating segments are reported in a manner consistent
with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker,
who is responsible for allocating resources and assessing
performance of the operating segments, has been
identified as the board of directors.

Financial risk factors

The Group’s activities expose it to a variety of financial
risks, including market risk, credit risk and liquidity risk.

(@ Market risk
(i) Foreign exchange risk

All of the Group’s sales are in US dollars,
while production and other expenses are
incurred in RMB. The RMB is not a freely
convertible currency and is regulated by
the PRC government. Limitation in foreign
exchange transactions imposed by the PRC
government could cause future exchange
rates to vary significantly from current or
historical exchange rates. Management is not
in a position to anticipate changes in the PRC
foreign exchange regulations and as such is
unable to reasonably anticipate the impacts
on the Group’s results of operations or
financial position arising from future changes
in exchange rates. The Group may enter
into forward foreign exchange contracts to
manage the risk of unfavourable fluctuations
in the foreign exchange rate.
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Notes to the Consolidated Financial Statements (continued)

3.1

Financial risk factors (continued)

(@ Market risk (continued)

M

(i)

Foreign exchange risk (continued)

At December 31, 2009 and 2010, if the US
dollar had weakened/strengthened by 1%
against the RMB with all other variables held
constant, profit before income tax for the
year would have been RMB9,152,000 and
RMB9,660,000 higher/lower respectively,
mainly as a result of foreign exchange gains/
losses on translation of US-denominated
trade and other receivables, bank deposits
and borrowings.

Cash flow interest rate risk

The Group has no significant interest bearing
cash assets. The Group’s income and
operating cash flows are substantially
independent of the changes in market
rates. The Group’s interest rates risk arises
from borrowings. A detailed analysis of the
Group’s borrowings, together with their
respective effective interest rates and maturity
dates, are included in Note 19.

Based on a sensitivity analysis, the impact
on profit before income tax for the year
ended December 31, 2009 and 2010 of a
50 basis-point shift would be an increase
of RMB6,727,000 and RMB6,622,700,
respectively or decrease of RMB6,727,000
and RMB6,622,700, respectively.
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Notes to the Consolidated Financial Statements (continued)

B Ot BRI (&)

3

Financial Risk Management (continued)

3.1 Financial risk factors (continued)

(@) Market risk (continued)

)

Price risk

The Group is engaged in crude oil
development, production and selling
activities. Prices of crude oil are affected
by both domestic and global factors which
are beyond the control of the Group.
The fluctuations in such prices may have
favourable or unfavourable impacts to the
Group. Prior to 2008, the Group did not use
any derivative instruments to hedge against
potential price fluctuations of crude oil and
therefore the Group was exposed to general
price fluctuations of crude oil. During the
year ended December 31, 2009 and 2010,
the Group entered into put option contracts
(Note 8) to manage its price risk. If the crude
oil price were to increase or decrease by
US$1, the impact on the Group’s profit before
income tax for the year ended December 31,
2010 as a result of revaluing the put option
would be a decrease of RMB1,566,000
and increase of RMB1,652,000 (2009:
decrease of RMB2,462,000 or decrease of
RMB1,803,000),respectively.
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Notes to the Consolidated Financial Statements (continued)

3.1

Financial risk factors (continued)

©)

)

Credit risk

As the majority of the cash at bank balance is placed
with state-owned banks and financial institutions,
the corresponding credit risk is relatively low.
Therefore, credit risk arises primarily from trade and
other receivables. The Group has controls in place
to assess the credit quality of its customers. The
carrying amounts of cash and cash equivalents,
pledged deposits, amounts due from a related
party and trade and other receivables included in
the consolidated statements of financial position
represent the Group’s maximum exposure to credit
risk.

The Group has no significant concentration of credit
risk for its cash and cash equivalents. The Group
has one customer which accounts for 100% of its
revenue and as such, has concentration of credit
risk for its trade and other receivables. However,
the Group regards it as low risk as this customer is
PetroChina, a state-owned enterprise with a high
credit rating.

Liquidity risk

The Group’s liquidity risk management involves
maintaining sufficient cash and cash equivalents and
availability of funding through an adequate amount
of committed credit facilities.

The table below analyses the Group’s financial
liabilities and net-settled derivative financial assets
and liabilities into relevant maturity groupings based
on the remaining year at the end of the reporting
period to their contractual maturity dates.

The amounts disclosed in the table are the
contractual undiscounted cash flows of principal
amount and interests.
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Notes to the Consolidated Financial Statements (continued)

3.1 Financial risk factors (continued)
(c) Liquidity risk (continued)

Balances due within 12 months equal their carrying

3.1

R mEER(E)
) REELELR(E)

FHEEEFZENPEK - M50

amounts as the impact of discounting is not —FRF BN AR EEEE
significant. R o
Between Between
Less than 1 and 2 and Over
1 year 2 years 5 years 5 years
PR—F —EWE —ZhHE BENE
RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETT ARETT ARET:R
At December 31, 2009 R-ZBZEAF+=A
Er=[g
Borrowings &3 168,164 61,200 1,350,080 -
Derivative financial instruments - $T44fITHE—
oil put option (Note 8) pay:: Erivp=iild
(H:8) (20,307) - - -
Trade and other payables JET I LA JE S
(Note 18) HIR(HEE18) 788,352 170,235 - -
Borrowings K
Derivative financial instruments — $T4£ & @ TH —
oil put option (Note 8) BRI EE
(Kiat8)
Trade and other payables ST B2 EL A AT
(Note 18) FIE(HEE18)
3.2 Capital risk management 32 BEAERERE

The Group’s objectives when managing capital are to
safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholders and
benefits for other stakeholders and to maintain an optimal
capital structure to reduce the cost of capital.

The Group monitors capital on the basis of Debt over
EBITDA. Debt is calculated as total borrowings including
‘current and non-current borrowings’ as shown in the
consolidated statement of financial position. EBITDA is
calculated as profit before finance income, finance cost,
income tax and depreciation, depletion and amortization.
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Notes to the Consolidated Financial Statements (continued)

3.2

3.3

Capital risk management (continued) 3.2 BEXRRER(E
The Debt over EBITDA ratios at December 31, 2009 and MN_BENEFER_TE—ZTFE+=8
2010 were as follows: =+ — HEER LR EEBITDARY
LERDIE T
As at December 31,
R+=A=+—H"
2009
—ETNF
RMB’000
ARET T
Total borrowings (Note 19) Bk 4BEE (5% 19) 1,345,386
Profit before income tax R BT 1S5 B4 7l 183,939
Finance income ZUp LN (1,552)
Finance cost &R 58,832
Depreciation, depletion and amortization #78 - #£18 & #5 445,824
EBITDA EBITDA 687,043
Debt over EBITDA ratio B4 FE EEBITDARY HE R 2.0
Fair value estimation 3.3 RAEEMS

The methods and assumptions applied in determining the
fair value of each class of financial assets and financial
liabilities of the Group are disclosed in the respective
accounting policies. The carrying amounts of the following
financial assets and financial liabilities approximate their fair
value as all of them are short-term in nature: cash and cash
equivalents, pledged deposits, current portion of trade
and other receivables, current portion of trade and other
payables and current portion of borrowings.

The Group adopted the amendment to IFRS 7 which
requires disclosure of fair value measurements by level of
the following fair value measurement hierarchy:

(@ quoted prices (unadjusted) in active markets for
identical assets or liabilities (Level 1);

(b) inputs other than quoted prices included within Level
1 that are observable for the asset or liability, either
directly (is as prices) or indirectly (ie. derived from
prices) (Level 2); and
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Notes to the Consolidated Financial Statements (continued)

B Ot BRI (&)

3 Financial Risk Management (continued) 3 HKERKEE(E)
3.3 Fair value estimation (continued) 3.3 AREEMTE)
(c) inputs for the asset or liability that are not based © WIAEBEEMEEZBEM
on observable market data (unobservable = B AEREWIERETE
inputs) (Level 3). )T 5 BUR (B AT B R
REAZE)(E=M) -
The following table presents the assets and liabilities TREINRZZEZNER_ZT-F
measured at fair value at December 31, 2009 and 2010: F+-—A=1+—HUAREBEFN=Z
NEEREE
Level 1 Level 2 Level 3
B B =K
RMB’000 RMB’000 RMB’000
ARETT ARETFT ARBTFT
Assets BE
As at December 31, 2009 RZZETNF
+=A=+—8
Derivative financial instruments THEERIA
— Qil put option — B HA R = 20,307 =
As at December 31, 2010 N-E—FF
+=A=t+—H
Derivative financial instruments TESHRIA
- Oil put option — A BRI a HARE - 31,453 -
4  Critical Accounting Estimates and 4 FESTHEFTRAE

Judgements

Estimates and judgements are regularly evaluated and are based
on historical experience and other factors, including expectations
of future events that are believed to be reasonable under the

circumstances.

ANNUAL REPORT 2010 - MIE HOLDINGS CORPORATION

B R R A E E RS ARHE - LABE
KR REMEARAEE - BREHBENE
RIERTEAENRKERENTELY -



Notes to the Consolidated Financial Statements (continued)

The matters described below are considered to be the most
critical in understanding the estimates and judgements that
are involved in preparing the Group’s consolidated financial
statements.

(@)

Estimation of proved oil reserves

Proved reserves are those quantities of petroleum that
by analysis of geoscience and engineering data, can be
estimated with reasonable certainty to be commercially
recoverable, from a given date forward, from known
reservoirs and under defined economic conditions,
operating methods, and government regulations.
Economic conditions include consideration of changes in
existing prices provided only by contractual arrangements,
but not on escalations based upon future conditions.
Proved developed producing reserves are expected to
be recovered from completion intervals that are open and
producing at the time of the estimate. Proved undeveloped
reserves are quantities expected to be recovered through
future investments: from new wells on undrilled acreage in
known accumulations, from extending existing wells to a
different (but known) reservoir, or from infill wells that will
increase recovery.

The Group’s reserve estimates were prepared for each
oilfield and include only crude oil that the Group believes
can be reasonably produced within current economic and
operating conditions.

Proved reserves cannot be measured exactly. Reserve
estimates are based on many factors related to reservoir
performance that require evaluation by the engineers
interpreting the available data, as well as price and other
economic factors. The reliability of these estimates at any
point in time depends on both the quality and quantity
of the technical and economic data, and the production
performance of the reservoirs as well as engineering
judgement. Consequently, reserve estimates are subject
to revision as additional data become available during
the producing life of a reservoir. When a commercial
reservoir is discovered, proved reserves are initially
determined based on limited data from the first well or
wells. Subsequent data may better define the extent of the
reservoir and additional production performance. Well tests
and engineering studies will likely improve the reliability of
the reserve estimate. The evolution of technology may also
result in the application of improved recovery techniques
such as supplemental or enhanced recovery projects, or
both, which have the potential to increase reserves beyond
those envisioned during the early years of a reservoir’'s
producing life.
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Notes to the Consolidated Financial Statements (continued)

Estimation of proved oil reserves (continued)

Proved reserves are key elements in the Group’s
investment decision-making process. They are also an
important element in testing for impairment. The Group
classified its proved reserves into two categories: proved
developed producing reserves and proved undeveloped
reserves. proved developed producing reserves are used
for the calculation of unit-of-production depreciation,
depletion and amortization recorded in the Group’s
consolidated financial statements for property, plant and
equipment related to oil and gas production activities.
A reduction in proved developed producing reserves
will increase depreciation, depletion and amortization
charges (assuming constant production) and reduce
net profit and vice-versa. Proved reserve estimates are
subject to revision, either upward or downward based on
new information, such as from development drilling and
production activities or from changes in economic factors,
including product prices, contract terms or development
plans.

In general, changes in the technical maturity of oil reserves
resulting from new information becoming available from
development and production activities and change in olil
price have tended to be the most significant cause of
annual revisions.

Estimated impairment of property, plant and
equipment

Property, plant and equipment, including oil and gas
properties, are reviewed for possible impairments when
events or changes in circumstances indicate that the
carrying amount may not be recoverable. Determination
as to whether and how much an asset is impaired involve
management estimates and judgements such as future
prices of crude oil and production profile. However,
the impairment reviews and calculations are based on
assumptions that are consistent with the Group’s business
plans. Favourable changes to some assumptions may
allow the Group to avoid the need to impair any assets in
these years, whereas unfavourable changes may cause the
assets to become impaired.
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Notes to the Consolidated Financial Statements (continued)

BT B R M (&)

4

Critical Accounting Estimates and
Judgements (continued)

(©)

Estimation of asset retirement obligations

Provisions are recognized for the future decommissioning
and restoration of oil and gas properties that will cease
operation prior to the expiration of PSCs. The amounts
of the provision recognized are the present values of the
estimated future expenditures that the Group is expected
to incur. The estimation of the future expenditures is based
on current local conditions and requirements, including
legal requirements, technology, price level, etc. In addition
to these factors, the present values of these estimated
future expenditures are also impacted by the estimation
of the economic lives of oil and gas properties. Changes
in any of these estimates will impact the operating results
and the financial position of the Group over the remaining
economic lives of the oil and gas properties.

Revenue

The Group’s revenue relates to the sale of crude oil in one
geographical location, China. All revenue is realized through the
sale of the Group’s share of crude oil to PetroChina pursuant to
the PSC.
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Notes to the Consolidated Financial Statements (continued)

Motor
vehicles and
Oil and gas Construction Office  production
properties  inprogress  equipment  equipment Total
RER
BREE HEIRE BAERE EERE @5t

RMB'000 RMB’000 RMB’000 RMB’000 RMB'000
ARBTT ARBTT ARBTT ARBTT ARETR

At January 1, 2009 R-EENFE-F—H
Cost A 3,512,809 94,246 7,902 18,269 3,633,226
Accumulated depreciation and EFMERRE

impairment (1,140,454 - (3,394 (2,435) (1,146,283
Net book value REFE 2,372,355 94,246 4,508 15,834 2,486,943

Year ended December 31,2009 HZ-ZEENFE+=H

=t-ALEE
Opening net book value FUE@mFE 2,372,355 94,246 4,508 15,834 2,486,943
Addition A 1,991 592,981 85 5,567 600,624
Transfer in/(out) g2,/ (1) 539,902 (539,902) - - -
Charge for the year FRER (418,497 - (923) (3,004) (422,424
Closing net book value FREMFE 2,495,751 147,325 3,670 18,397 2,665,143
At December 31, 2009 RZBENETZA

Er=0
Cost 3% 4,054,702 147,325 7,987 23,836 4,233,850
Accumulated depreciation and ZEMERRE

impairment (1,558,951) - (4,317) (5,439) (1,568,707)

Net book value FEFE 2,495,751 147,325 3,670 18,397 2,665,143
Opening net book value FHREFE
Addition =
Transfer in/(out) #gA /(1)
Charge for the year FRER
Closing net book value FREEHE
Cost A
Accumulated depreciation and ZEMERRE

impairment

Net book value REFE




Included in property, plant and equipment are assets amounting
to RMB3,024,326,000 (Cost of RMB5,121,063,000 less
accumulated depreciation and impairment of RMB2,096,737,000)
as at December 31, 2010 directly used in and operated under the
Group’s three PSCs with PetroChina.

The additions of oil and gas properties of the Group for the years
ended December 31, 2009 and 2010 included RMB1,991,000
and RMB2,038,000 respectively relating to the asset retirement
obligations recognized during the year (Note 16).

Depreciation charges of RMB9,540,000 and RMB11,837,000
relating to the years ended December 31, 2009 and 2010
respectively, have been capitalized in inventories (Note 11).

Intangible asset represents computer software as at December
31, 2009 and 2010 with a net book value of RMB2,599,000 and
RMB1,677,000, respectively.

Notes to the Consolidated Financial Statements (continued)

R=FE—ZFF+=—A=+—H 9% &
BEREHEEF - AREES,024,326,0007T
(A 2N A R#5,121,063,0007T 8 25T &
KOs E A R #2,096,737,0007T) K & 2 J5
BB AL @R AR = HERD K
BRI EE T UAE B RIRE

RNEBREBE_TThER= T
+_H:+—E¢¢Emamﬁﬁ§§
o D RIE ARE1,991,0007T kA R
2,038,000 CHF AR EEZE HE
Sl EIDR

HE-_ZTZNFR-ZE—ZFTF+=
BA=+—HLFE @%EZ%AE%
9,540,0007T & A R # 11,837,000 7C K 37
EBAEDRINTFER TASHEETE)

REZZEZNERZZT—ZTF+=_A=1+—
H BEEESD %\J%aiaﬁﬁaafﬁz%}\ﬁﬁ%
2,599,0007T & AR #1,677,0007 T &
HEBLF o

As at December 31,

R+=A=+—-8"
2009
—ZETNF
RMB’000
ARETTT
Assets EE
Oil put option BRRH HE 20,307
Less: non-current portion: JIERNERER =
Current portion BNERER 20,307




Oil put option

The Group used oil put options purchased from Standard
Bank (“Standard Bank Oil Hedge”) to manage its exposure to
movements in the price of crude oil for period from January 1,
2008 to December 31, 2010. MIE bought an option, but not the
obligation, to notionally sell to the financial institution 5,236,710
barrel at a strike price of US$62.50, in monthly instalments
ranging from 130,061 barrel to 154,378 barrel from January 1,
2008 to December 31, 2010 (the “Bought Option”). In addition,
MIE sold an option to the financial institution, so that the financial
institution can notionally sell to MIE 5,236,710 barrel at a strike
price of US$42.50 in monthly instalments ranging from 130,061
barrel to 154,378 barrel from January 1, 2008 for December 31,
2010 (the “Sold Option”) under the same terms and conditions as
the Bought Option. The effect of the above is that Group received
money from the financial institution each month, in respect of
the notional volume of that month, if the average monthly West
Texas Intermediate (“WTI”) crude oil spot price of oil falls below
US$62.50, but the maximum payout by the financial institution
was limited to US$20.00 per barrel.

In October 2010, the Group further purchased an option to
notionally sell to Merrill Lynch Commodities, Inc. (“MLCI”)
3,000,000 barrels of crude oil at a strike price of US$70.00 per
barrel, in instalments of 150,000 barrels per month in 2011 and
100,000 barrels per month in 2012 (“MLCI Oil Hedge”). The price
under the option is based on WTI crude oil prices. In addition, in
October 2010, the Group sold an option to MLCI to notionally sell
to us 3,000,000 barrels at a strike price of US$55.00 per barrel in
instalments of 150,000 barrels per month in 2011 and 100,000
barrels per month in 2012 under the same terms and conditions
as the purchased option. The effect of the above arrangement is
that we will receive from MLCI each month the difference between
the strike price of US$70.00 per barrel and the WTI crude oil price,
in respect of the notional volume of that month, if the average
monthly WTI spot price of oil falls below US$70.00 per barrel,
but the maximum payout by MLCI is limited to US$15.00 per
barrel. The premium of US$8.74 million (RMB57.86million) for this
option is payable over 8 instalments on a quarterly basis from April
2011(Note 18).

Notes to the Consolidated Financial Statements (continued)
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EEAER - MIEE B E — % Hi% (32 3E
EK) BH-ZTEEN\F—A—HEE_Z
—ZTFE+_A=+—HAL  ZRASHN
F-130,061 18 = 154,3781F 2 )& %= LA
Zo iR A mITEER62.50EF T
5,236,710 R (T EERE ) o 1o -
MIETRAI 32 & Bk & — D 2 - 51t
ZeRmEETH ST N\F—A—Ai
E-T-TF+-A=+—HI " &A
7 B (47 F-130,061 2= 154,37818 2 [H) &
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HEANEBERSERIGRIE @ EZe
HfE = S H AR 28 A 1820.00% 7T °

R=F—ZF+A AEEEE—BH
8 LAY% 5 48 70.00 3 7T 89 77 #E (& 13 Merrill
Lynch Commodities, Inc.([ MLCI |) & &
53,000,000/ Rl - —F——FFA
7 B {150,000 - —E—=—F 85 A
2 #3214 100,000 ([ MLCL & i & H3{R
Bl - BEETHERNERARERE
Hrep & MBS o o RZT—ZF
+ A - "REERMLCIH & —HHE @ B
1R ERFT RS B HARE AR R A0 IR R R AR - R
F1855.00F THITEBR AR A& E N
£#£3,000,0001F + —T——FFAHHIX
£1150,00018 * —E—=—FF A D BRI
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Notes to the Consolidated Financial Statements (continued)

(@)  Summary of trade and other receivables (@) FE s A M BRI AR

As at December 31,

Rt=—A=+—8"
2009
—ETNF
RMB’000
ARET T
Financial assets SHMEE
Current ENEA
Trade receivables from PetroChina U A E 5 F0E
(Note 29) (Kt5£29) 50,723
Other receivables due from related JE Uk BA B 7 Rk B
parties
— PetroChina (Note 29) — R (AFE29) 17,968
— Global Oil Corporation — B A EIRIRAH
(Note 29) (Kt5£29) 55,901
— United Petroleum USA, LLC —EBBA A
(Note 29) (H17729) 1,569
Advances to employees REBEH B 4,145
Unbilled receivables from REEE IR A IRFRIE
PetroChina (Note 29) (H17E29) 161,429
Other receivables — others H fth pE U R IE — H A 655
292,390
Non-current FEENHA
Amounts due from related party e RAEE T ROA
— Global Oil Corporation (Note 29) SEA A ZRIRBR AR (H772£29) 70,360
362,750
Non-financial assets FEMEE
Current BREA
Advances to suppliers M EREER R 143,796
Advances to suppliers — MEEEEHRR
related party (Note 29) — Eau 5 (K17229) 38,673
Prepayments to third parties ME=FEHTANFIA 1,926
Other deferred assets HEMEEEE 12,786
197,181
Total 45t 559,931
Total current ENEA &t 489,571
Total non-current FEENEEET 70,360
Total &5 559,931




Notes to the Consolidated Financial Statements (continued)

(b)

The fair values of trade and other receivables financial assets
are as follows:

(b) EWREMERZESBEEND
A EEWTFE :

As at December 31,
Rt+t=A=+—-8"
2009
—ETNF
RMB’000
ARETTT

Trade receivables from PetroChina Rl A E 5 E0E
Unbilled receivables from PetroChina RS E e R AR EIE
Other receivables due from related parties & Uk B Et 77 28

50,723
161,429
145,798

Other receivables — third parties HEMEURGRIE-E=H

357,950
4,800

362,750

The aging analysis of trade receivables were as follows:

(C) mUFEREIHMT :

As at December 31,
Rt+t=BA=+—8"
2009
—TTNF
RMB’000
AREETTT

0 - 30 days 0£30H

50,723

50,723

As of December 31, 2009 and 2010, there were no trade
receivables past due which are impaired.

The carrying amounts of trade and other receivables are
denominated in the following currencies:

RoPENER-F -S4+ A
=+-8 - BEEARABADH
B AR -

(d) U R E Y IE R EE A T
B SR FIME

As at December 31,
R+=A=+—8"
2009
—TTNF
RMB’000
ARETTT

Renminbi AR #
United States Dollars ey

314,506
245,425

559,931




Notes to the Consolidated Financial Statements (continued)

(e) Movements in the provision for impairment of other receivables
are as follows:

() HtvEWRIREREEHNT :

As at December 31,

R+=A=+—8

2009

—ETNF

RMB’000

ARETTT

At January 1 W—B—8 (9,872)
Receivables written off during the year £ RIS AT UL [E] &9

as uncollectible FEWZRIA 9,872

At December 31 R+=—A=+—H -

The maximum exposure to credit risk at the reporting date
is the fair value of each class of trade and other receivables
mentioned above. The Group does not hold any collateral

RRERH  ZANEERBRSL
At B AR R B LA FEURIR R A fo
BB - ARENRFFA T EIR R

as security. {ERIEIR o
As at December 31,
R+=BA=+—8"
2009
—ETNF
RMB’000
ARETTT
Pledged deposits T 30,729

As at December 31, 2009 and 2010, pledged deposit represents
bank deposit pledged for borrowings. The carrying amounts of
pledged deposits are denominated in United States Dollars.

RZBEENER-ZT—TF+_A=+—
B - ERERE R ERRER R AR
TRERITE IR RO RITIER - HF
R EEIAETTSINE °

As at December 31,

R+=A=+—H"
2009
—ETNF
RMB’000
ARETTT
At cost KA ETE
Oil in tank E1FH 13,033
Materials and supplies Y K A FE 63,045

76,078




Notes to the Consolidated Financial Statements (continued)

Depreciation charges of RMB9,540,000 and RMB11,837,000 HE2 T GFR_ZE—ZF+_-A4
have been included in the balance above for the years ended =t+—HIFE W ElEHIFIBEAR
December 31, 2009 and 2010, respectively (Note 6). #£9,540,0007T & A R # 11,837,000 7T #J

PEE R (FTEe)

As at December 31,
W+=A=+—-8"
2009
—TTNF
RMB’000
ARETTT

Current BNEA
Amount due from FEEL (Note 29) FEURFEELIE A AR R SRIA (122 29) 81,074

81,074

The amount due from FEEL was settled by a non-cash deemed FEMFEELIERRRAKEER T —FF
dividend on March 31, 2010 (Note 26). —A=T—HEBRIRERETULEH
(FiI5E 26) ©

Group
rEE

As at December 31,
B+=—A=+—8"
2009
—ZETNF
RMB’000
ARETTT

Cash in hand Re 46
Cash at bank RITIERK 290,225

290,271

Company
b NN
As at December 31,
R+=R=+—-8"

2009

—TETNF

RMB’000

ARETTT

Cash at bank RITIE 33




Notes to the Consolidated Financial Statements (continued)

Cash and cash equivalents are denominated in the following

R MRS EEBYATIEREIIE :

currencies:
Group
rEH
As at December 31,
R+=B=+—-8"
2009
—ETNF
RMB’000
ARET T
Renminbi AR 185,026
Hong Kong Dollars T =
United States Dollars ==y 105,245
290,271
Company
¥ /NG|
As at December 31,
Rt+=A=t+—-8"

2009
—ZETNF
RMB’000
ARET T
Hong Kong Dollars ki =
United States Dollars EVin 33
33

Renminbi-denominated deposits are placed with banks in the
PRC. The conversion of these Renminbi-denominated deposits
into foreign currencies and remittance out of the PRC are subject
to certain PRC rules and regulations of foreign exchange control
promulgated by the PRC government. Also, the exchange rates
are determined by the PRC government.

AAREESE R T R F R B AR
17 - BZFAAREINENFF LR RN
¥ MEBHPEAETPEBRTRMNET
R EISNEBEIRIRHISOER o FIR - HEREE
ERFEBUTEE °

As at December 31,

R+=A=+—-8"
2009
—ETNEF
RMB’000
ARBFIT
Issued and fully paid: ERTRAR :
Ordinary shares TR 659
Preferred shares (=500 171

830




Authorized ordinary and preferred shares

Notes to the Consolidated Financial Statements (continued)

KRR R EER

As at December 31,

R+=A=+—8"
2009
ZEENF
‘000
TR
Authorized: RERE:
Ordinary shares of US$0.001 per share HAXME{E0.001 3£ T L imAX 150,000
Preferred shares B
Series A preferred shares of FIREEO0.001ZE TR
US$0.001 each AR 30,000
Series B preferred shares of FRLE{E0.0013= T &
US$0.001 each B2 =

As at December 31, 2009, the total number of authorized shares
is 180,000,000 shares comprising 150,000,000 ordinary shares
with a par value of US$0.001 each and 30,000,000 Series A
preferred shares with a par value of US$0.001 each. Each share
has one vote.

On February 5, 2010, FEEL, shareholders of FEEL, MIE and
the Company entered into a shares purchase agreement
with Harmony Energy Limited. To enable the transaction,
the Company’s authorized share capital was increased to
230,000,000 shares comprising 150,000,000 ordinary shares
with a par value of US$0.001 each, 30,000,000 Series A preferred
shares with a par value of US$0.001 each and 50,000,000 Series
B preferred shares with a par value of US$0.001 each.

Pursuant to a resolution of the shareholders of the Company
on November 27, 2010 and immediately prior to the Global
Offering on December 14, 2010, the authorized share capital
of the Company was increased from US$230,000 comprising
230,000,000 shares (comprising 150,000,000 ordinary shares
with a par value of US$0.001 each, 30,000,000 Series A preferred
shares with a par value of US$0.001 each and 50,000,000
Series B preferred shares with a par value of US$0.001 each)
to US$100,000,000 comprising 100,000,000,000 shares of
US$0.001 each.

BE—_ZTThAFE+-_A=+—H 2%
TE R X & 51 180,000,000 f& i 17 » &2 &
150,000,000/% &A% FE{E0.001 =T Ay X 8
% %% 30,000,000 f% & f% EI{E0.001 3 T Ay
RINABSAR - IR —RRISEHE -

R-—_ZT—ZTF - HAAB ' FEEL * FEEL
f%E ~ MIE & 48 A 7] B Harmony Energy
Limitedz] X2 — 3D EE E s ° BIEKR
S AR BEE RIS E 230,000,000 8%
f&15 - BFE5150,000,0000% £ A% H {£0.001
X JTHYE @A + 30,000,000 8% & A% HE (&
0.001 £ JTHY K5I AME 5E A% 2 50,000,0000%
FRXAE{E0.0013 LK R FIBME LA °

BEARARABRER_-_ZT—ZFF+— A
—t+tAEEN—IERE  BEE-Z
—EFE+_A+HAZEREE 2R
N A A 8L TE IR AR # 230,000 T (&
230,000,000 % i 15 + & #& 150,000,000
f% & % ® {8 0.001 £ T /) &/ & -
30,000,000 A% & f% & {50.001 £ T K & 5
A1E %5 % K 50,000,000 A% & f% 18 0.001
ZEITH) R 51| B £ A%) 12 11 2= 100,000,000
%7t - 81 100,000,000,000 i & A% & &
0.001ETCHIBRD ©



Notes to the Consolidated Financial Statements (continued)

(@) Issued and fully paid ordinary shares (@)

The details of the issued and fully paid ordinary share
capital of the Company for the relevant periods are as

follows:

BT RN E B
ARTRE R HT R
EBRARAERIIMT :

As at December 31,

F=H=F—18"
2009
—ETNF
RMB’000
ARETIT
Issued and fully paid: SRITRAR :
At January 1, 2009 RZETNF—HA—H
100,000,000 ordinary shares 100,000,0000% * &%
of US$0.001 each E{E0.001 3T E AR 684
At October 31, 2009 RZTZENF+A=1+—H
Cancellation of ordinary shares i AR
3,643,730 ordinary shares at 3,643,7300% * R E(E
US$0.001 each (Note 14(b)) 0.001 =T T B
(BtaE14(0)) (25)
At December 31, 2009 RZEZENF+=—A=+—H
96,356,270 ordinary shares at 96,356,270/% * &A%
US$0.001 each E{B0.001 T E AR 659

At January 1, 2010
96,356,270 ordinary shares at
US$0.001 each

At March 10, 2010
Cancellation of 18,212,560
ordinary shares at US$0.001 each

At December 14, 2010

Conversion of 25,101,220 Series A
preferred shares to 25,101,220
ordinary shares at US$0.001 each
(Note 14(b))

Conversion of 36,425,120 Series B
preferred shares to 18,212,560
ordinary shares at US$0.001 each
(Note 14(b))

Capitalization issuance of
2,078,542,510 ordinary shares at
US$0.001 each to shareholders
registered on November 23, 2010

Issuance of 441,334,000 ordinary
shares at US$0.001 each during
Global Offering

W-ZZ—TF—H—H
96,356,2708% - Tk
EH0.001E T & AR

RZE—ZTF=FA+H
JE8H18,212,5600% » FH%
H{E0.001E T EE MK

R-ZT—TFE+_-F+MAH

1525 101,2200% R FIAE 5
A% Z 25,101,220/% = I
{E0.001 3= T & BAX
(H1aE14(0))

@i 36,425,120/0% %51 BIE
FeA%ZE 18,212,560/ F Mk
E{E0.0013= T LA
(H15E14(b))

MR -_Z—ZF+—A
—+=HERHREEAR
1b35772,078,542,5100% -
FAXE{E0.001 3= 7T & @A

REBRERREET1T441,334,000
IS &A% E0.001 = T &8
&

At December 31, 2010
2,641,334,000 ordinary shares at
US$0.001 each

R=_ZE—ZF+-_A=+—H
2,641,334,000/% © =%
M{E0.001FE T E B




Notes to the Consolidated Financial Statements (continued)

Issued and fully paid ordinary shares
(continued)

On April 16, 2010, the shareholders adopted an ordinary
resolution effecting certain amendments to the authorized
and issued share capital to effect a 10-for-one split of the
Company’s share capital pursuant to which each ordinary
share, Series A preferred share and Series B preferred
share of the Company was subdivided into 10 shares at
a par value of US$0.001 each, such that the authorized
share capital of the Company of US$230,000 comprising
230,000,000 shares is divided into 150,000,000 ordinary
shares of a par value of US$0.001 each, 30,000,000 Series
A preferred shares with a par value of US$0.001 each and
50,000,000 Series B preferred shares with a par value of
US$0.001 each.

In connection with the 10-for-one split, the 607,287
ordinary shares of a par value of US$0.01 each reserved
under the MIE 2009 Stock Incentive Compensation (the
“Plan”) for delivery in connection with the grant, vesting
or other issuance of stock incentive awards was adjusted
to 6,072,870 ordinary shares of a par value of US$0.001
each, to reflect the subdivision of the Company’s ordinary
shares approved by the shareholders of the Company on
April 16, 2010.

All share and per share amounts presented in the
consolidated financial statements have been restated on
a retroactive basis to reflect the effect of 10-for-one share
split and issuances.
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Notes to the Consolidated Financial Statements (continued)

(@)

Issued and fully paid ordinary shares
(continued)

Pursuant to written resolutions passed by the Company’s
shareholders on November 27, 2010 and immediately
prior to the completion of the Company’s global offering
for listing on the Stock Exchange of Hong Kong Limited
(“Global Offering”) on December 14, 2010, the Company:

(i)

(i)

converted all issued and outstanding 25,101,220
Series A preferred shares and 36,425,120 Series B
preferred shares into 25,101,220 ordinary shares
and 18,212,560 ordinary shares respectively in
accordance with the Company’s then existing
articles of association;

immediately upon conversion of the Series A
preferred shares and Series B preferred shares
into ordinary shares, designated all the unissued
30,000,000 Series A preferred shares and
50,000,000 Series B preferred shares with a par
value of US$0.001 each as ordinary shares with a
par value of US$0.001 each;

increased the authorized share capital of
the Company from US$230,000 comprising
230,000,000 ordinary shares of US$0.001 each
to US$100,000,000 comprising 100,000,000,000
shares of US$0.001 each;

allotted and issued a total of 2,078,542,510
ordinary shares credited as fully paid at par to
the shareholders of the Company whose names
appear on the register of members of the Company
at the close of business on November 23, 2010
in proportion to their then existing respective
shareholdings by way of capitalization of the sum
of US$2,078,542.51 (RMB13,822,000) standing
to the credit of the share premium account of
the Company (“Capitalization Issue”). The shares
allotted and issued pursuant to this resolution shall
rank pari passu in all respects with the existing
issued shares.

On December 14, 2010, the Company issued 441,334,000
ordinary shares at HK$1.70 per share for the Global
Offering.
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Notes to the Consolidated Financial Statements (continued)

Issued and fully paid ordinary shares
(continued)

Reserve arising from redeemable ordinary
Shares

In January 2009, Standard Bank acquired 1,970,490
of the Company’s ordinary shares (representing 1.97%
of the outstanding share capital) for US$5,123,000
(RMB35,043,000) from FEEL. Concurrently, FEEL also
sold Standard Bank a conversion option that allowed
the Company’s ordinary shares to be converted into
the preferred shares, on the same terms and conditions
as any new preferred shares issued by the Company
exceeding US$20 million (RMB136 million) during the
term of the option. If Standard Bank did not convert the
ordinary shares, Standard Bank had the right to sell the
ordinary shares back to MIE at their original issuance price
(US$5,123,000). FEEL and the Company were jointly and
severally liable with MIE for this arrangement.

At the date of the sale of ordinary shares from FEEL to
Standard Bank, the fair value of MIE’s liability to Standard
Bank amounted to US$5,123,000 (RMB35,043,000).

In October 2009, those ordinary shares were bought
back by FEEL from Standard Bank and the option was
terminated and the corresponding liability US$5,123,000
(RMB35,043,000) was transferred back to equity.

The above movements have been reflected in the
consolidated statements of changes in equity.
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Notes to the Consolidated Financial Statements (continued)

(b) Issued and fully paid preferred shares b) EBETERBENELK
As at December 31,
R+=R=+—-8"
2009
—ETNF
RMB’000
ARETTT
Issued and fully paid: ERTRAZR
Series A preferred shares RIIABER
At July 9, 2009 RZZEZNFEANE
Issuance of 21,457,490 Series A 2£1721,457,4900% FAYE(E
preferred shares of US$0.001 each 0.001ZE T & FIAB SR 146
At October 30, 2009 RZTZNF+A=1H
Issuance of 3,643,730 Series A 2£173,643, 730 SR E
preferred shares at US$0.001 each 0.001ETT R AR LR
(Note 14(a)) (Bist14(0)) 25
At December 31, 2009 RZEZENF+—A=+—H
25,101,220 Series A preferred shares 25,101,220/ & IR E &
of US$0.001 each 0.001ETTRFIAB LK 171
At December 14, 2010 RZZE—FF+-A+MH

Conversion of 25,101,220 Series A 8215105 101,220k F R EE
preferred shares of US$0.001 each 0.001ETRIIABERE

to 25,101,220 ordinary shares 25,101,2200% & 8%
(Note 14(a)) (K1iE14(@))
At December 31, 2010 RZZE—ZTF+=A=+—H
Nil Series A preferred shares of TR FAREE0.0013E T
US$0.001 each RAAMBER
Series B preferred shares ZYIBELR
At March 10, 2010 R=_ZE—ZTF=A+H
Issuance of 36,425,120 Series B 2%1736,425,120 X SR EE

preferred shares of US$0.001 each 0.001E T & 5IBE R

At December 14, 2010 RZZE—ZF+=F+WAH
Conversion of 36,425,120 Series B 136,425,120 &Y EE
preferred shares of US$0.001 each 0.001ETTLRFIBEERZE

to 18,212,560 ordinary shares 18,212,5600% &3 A%
(Note 14(a)) (K1:E14())
At December 31, 2010 R_ZT—ZTF+_A=+—H
Nil Series B preferred shares of TRE MR E0.0015TT
US$0.001 each ZPIBE LR
At December 31, 2010 R_ZE—ZEF+_-_A=+—H

Total preferred shares Bl AEt




Notes to the Consolidated Financial Statements (continued)

Issued and fully paid preferred shares
(continued)

Series A preferred shares

On June 19, 2009, FEEL, the Company, MIE and TPG
Star Energy Ltd. (“TPG”) entered into a Series A preferred
share subscription agreement and put option agreement
(“TPG SPA”). The Company issued 21,457,490 Series
A preferred shares to TPG representing 17.667%
of the capital of the Company for consideration of
US$53,000,000 (RMB362,000,000) less transaction fee
US$3,000,000 (RMB20,490,000). The above transaction
was completed and became enforceable on July 9, 2009
when the Series A preferred shares were issued to TPG.

On October 26, 2009, FEEL, the Company and MIE
entered into a shares purchase agreement with Sino Link
Limited, an indirect subsidiary of CITIC Group, pursuant
to which FEEL sold 3,643,730 Series A preferred shares
to Sino Link Limited for a consideration of US$9 million
(RMB61,454,000). As FEEL was not at that time the
holder of any Series A preferred shares, the Company
redeemed 3,643,730 ordinary shares held by FEEL and
issued in exchange 3,643,730 Series A preferred shares to
FEEL, which were then transferred to Sino Link Limited on
October 30, 2009.

Each of the Series A preferred share:

- has the same voting and dividend rights, other than
deemed dividends, as those of ordinary shares into
which Series A preferred share is convertible.

- is convertible, at the option of the holder at any
time, into fully paid ordinary shares at the applicable
conversion ratio.

- will automatically convert into fully paid ordinary
shares at the applicable conversion ratio
immediately prior to a Global Offering.

- is convertible to ordinary shares at the initial
conversion ratio of 1:1.

FEEL granted a put option to holders of Series A preferred
shares which requires FEEL to purchase all or some of
the Series A preferred shares. The option guarantees that
holders of Series A preferred shares will recover its initial
cost at a compounded rate of return of 15%. FEEL, MIE
and the Company are jointly and severally liable for this
obligation.
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Notes to the Consolidated Financial Statements (continued)

Issued and fully paid preferred shares
(continued)

Series A preferred shares (continueqd)

In the event of a liquidation, dissolution or winding up of the
Company, the available assets and funds of the Company
are distributed to the Series A and Series B preferred
shareholders, on a pro rata basis ahead of ordinary
shareholders. The holders of the Series A preferred shares
are entitled to recover the original purchase price and, if a
put given to Series A preferred shareholders is exercised,
an amount that would result in the shareholders obtaining
a compounded rate of return of 15% from the issue of the
Series A preferred shares, less any distributions made to
the shareholders during the investment period.

Series B preferred shares

On February 5, 2010, FEEL, MIE and the Company entered
into a shares purchase agreement with Harmony Energy
Limited, a company incorporated in British Virgin Islands
and a wholly owned subsidiary of Ever Union Capital
Limited, pursuant to which FEEL sold 36,425,120 Series
B preferred shares for a consideration of US$89,970,000
(RMB614,171,000). As FEEL was not at that time the
holder of any Series B preferred shares, on March 10,
2010, the Company repurchased 18,212,560 ordinary
shares held by FEEL and issued in exchange 36,425,120
Series B preferred shares to FEEL, which FEEL transferred
to Harmony Energy Limited.

Each Series B preferred share:

- has the same voting and dividend rights, other
than deemed dividends, as those of the ordinary
share into which such Series B preferred share is
convertible;

= is convertible, at the option of the holder at any
time, into fully paid ordinary shares at the applicable
conversion rate;

- will automatically convert into fully paid ordinary
shares at the applicable conversion ratio
immediately prior to a Global Offering; and

- is convertible to ordinary shares at the initial
conversion ratio of 2:1.
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Notes to the Consolidated Financial Statements (continued)

Issued and fully paid preferred shares
(continued)

Series B preferred shares (continued)

In the event of a liquidation, dissolution or winding up of the
Company, the available assets and funds of the Company
are distributed to the Series A and Series B preferred
shareholders, on a pro rata basis ahead of ordinary
shareholders. The holders of the Series B preferred shares
are entitled to recover the original purchase price.

All outstanding Series A preferred shares and Series B
preferred shares have been converted to ordinary shares
on December 14, 2010 pursuant to written resolutions
passed by the Company’s shareholders on November 27,
2010. (Note 14(a))

Stock incentive compensation plans

The board of directors of the Company adopted the
Plan on November 20, 2009 which is intended to attract
and retain the best available personnel for positions of
substantial responsibility, and provide additional incentive
to employees, directors and consultants. The Company
has reserved 6,072,870 ordinary shares for issuance under
the Plan. The Company terminated the Plan pursuant to
a resolution on November 27, 2010. Any options granted
prior to the termination of the plan remain subject to the
ordinary vesting and exercise provisions set out in the
award agreement. A total of 4,422,000 shares originally
reserved for the Plan were cancelled upon the termination
of the Plan.

(A)  Stock options

The options granted under the Plan are evidenced
by an option award agreement between the
Company and its employees that contains, among
other things, the number of shares granted and
provisions concerning exercisability and forfeiture
upon termination of employment, as determined by
the board of the Company.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

(A)

Stock options (continued)

Vesting schedule The options granted under the
Plan vest over a two or three-year period following
a specified vesting commencement date. Typically,
the options granted vest at each anniversary of the
grant date within the vesting period, subject to the
participant continuing to be an employee on each
vesting date.

Right to exercise The term of the options granted
under the Plan will not exceed ten years from the
grant date. Upon termination by the participant or
termination of the participant without cause by the
Company, any portion of the options that had not
vested on or before such termination shall lapse
immediately; any portion of the options that were
vested before such termination to the extent not
exercised within thirty days after such termination
shall also lapse. Upon termination of the participant
due to the participant’s death, permanent disability
or injury, the options remain subject to ordinary
vesting schedule and exercise provision where the
option agreement permits. Upon termination of the
participant by the Company for cause, any portion of
the options not already exercised lapse immediately.

On November 20, 2009, the Company granted
options for 1,480,870 ordinary shares to certain
officers and employees. The exercise price of
each option granted is US$2.39. During year
2010, 100,400 share options have lapsed due to
termination of employment.

On November 23, 2010, the Company granted
options for 170,000 ordinary shares to the
Company’s independent non-executive Directors.
The exercise price of each option granted is
US$4.53.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

(A)

B)

Stock options (continued)

After taking the Capitalization Issue into account, out
of the 28,084,179 outstanding options, 8,334,971
were exercisable as of December 31, 2010. The
share options outstanding as at December 31, 2010
were 25,004,913 with exercise price of US$0.13
and 3,079,266 with exercise price of US$0.25.

Stock appreciation rights

Stock appreciation rights granted under the Plan
are evidenced by a stock appreciation rights
award agreement between the Company and
employees that contains, among other things,
the number of notional ordinary shares to which
the stock appreciation rights relate and the
provisions concerning exercisability and forfeiture
upon termination of employment or consulting
arrangement.

Vesting schedule Stock appreciation rights granted
under the Plan vest over a three-year period
following a specified vesting commencement date.
One-third of the stock appreciation rights granted
vest at each anniversary of the grant date within the
three-year vesting period, subject to the participant
continuing to be an employee or a service provider
on each vesting date. There is no entitlement to the
stock appreciation right unless and until there is a
Global Offering.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

B)

Stock appreciation rights (continued)

Right to exercise The term of stock appreciation
rights granted under the Plan will not exceed ten
years from the grant date. When a participant
exercises the stock appreciation rights, the
Company will pay such participant an amount in
cash determined by multiplying (i) the excess of
the fair market value of an ordinary share on the
exercise date over the grant price by (i) the number
of notional ordinary shares to which the stock
appreciation rights relate stated in such participant’s
exercise notice.

On November 20, 2009, the board of directors
of the Company granted certain officers and
employees stock appreciation rights pertaining to
2,560,180 notional ordinary shares to which the
stock appreciation rights relate. The exercise price
of each stock appreciation right is US$2.39. Upon
termination by the participant or termination of the
participant without cause by the Company, any
portion of the stock appreciation rights that had not
vested on or before such termination shall lapse
immediately; any portion of the stock appreciation
rights that were vested before such termination
to the extent not exercised within thirty days after
such termination shall also lapse. Upon termination
of the participant due to the participant’s death,
permanent disability or injury, the stock appreciation
rights remain subject to ordinary vesting schedule
and exercise provision where the stock appreciation
rights agreement permits. Upon termination of the
participant by the Company for cause, any portion of
the stock appreciation rights not already exercised
lapse immediately. During year 2010, 12,550 stock
appreciation rights have lapsed due to termination of
employment.

On February 26, 2010, the board of directors of
the Company granted certain employees stock
appreciation rights pertaining to 25,100 notional
ordinary shares with exercise price of $4.78 per
notional ordinary shares.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

B

Stock appreciation rights (continued)

On February 26, 2010, the board of directors of the
Company approved amended stock appreciation
rights award agreement to be implemented for
certain selected participants. For these selected
participants, a portion or all of the one third of the
granted stock appreciation rights shall vest and
become exercisable on each anniversary of the
grant date according to the performance evaluation
target mark attained by these participants. All
other terms of the stock appreciation rights award
agreement remain unchanged.

On December 14, 2010, the total number of
outstanding stock appreciation rights was adjusted
to 46,600,713 by reason of Capitalization Issue.
During 2010, a total of 212,167 stock appreciation
rights with exercise price of US$0.13 have lapsed
pursuant to the terms and conditions of the
Plan. Out of the 46,388,546 outstanding stock
appreciation rights, 15,169,856 stock appreciation
rights were exercisable as of December 31, 2010.
The stock appreciation rights outstanding as at
December 31, 2010 were 45,933,902 with exercise
price of US$0.13 and 454,644 with exercise price of
$0.26.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

©

Fair values of stock options

The fair value of options granted on November 20,
2009 determined using the Binomial Model was
US$1.93 per option. The significant inputs into the
model were fair value per share of US$3.30 at the
grant date, exercise price shown above, volatility
of 64.7%, dividend yield of 0%, an option life of
ten years, and an annual risk-free interest rate of
3.417%. The volatility measured at the standard
deviation of continuously compounded share
returns is based on statistical analysis of weekly
share prices of comparable companies over the last
five years.

The fair value of options granted on November 23,
2010 determined using the Binomial Mode was
US$0.11 per option after taking into capitalization
issue. The significant inputs into the model were
fair value per share of US$0.22 at the grant date,
exercise price shown above, volatility of 58.56%,
dividend yield of 0%, an option life of ten years,
and an annual risk-free interest rate of 2.86%. The
volatility measured at the standard deviation of
continuously compounded share returns is based
on statistical analysis of weekly share prices of
comparable companies over the last five years.

()

I BB N2 =181 (48)
©C) BRENLAIEE

RZZETNF+—A=+H
RHNBRENAAEES
FHEBRE1.93% T iR
AZEAERERE - ZEA
EZMHASELERETH
TR A 7 (B1E3.30E T »
EXR R ITREE - KR
64.7% * B X% * B
EFH+FRFEEERBRT
K3.417%  REEE TR
W EMIEERET 2R
BT ER B ERF R A L8
N RFRBRMEERNSD
T o

ERENENMEIT  RZE
—ZTF+—A-_+=BK
HHERENAABES
FHEBIRE0A1ZET - ThEE
BB EAEE - ZER
BEMNHABEARNKRTH
IR AR {EE0.223ETT
EXFAITRE - KR
58.86% - IR EE0% - BEMR
TEFH 1 R FE &R F|
*E2.86% ° IREEEFIRE
WS AR =T 2 R I8
TERBERFRALLER
RNRFRRMNERNSD
T e



Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

D)

Fair values of stock appreciation rights

The fair value of stock appreciation rights granted on
November 20, 2009 determined using the Binomial
Model was US$1.85 per right. The significant inputs
into the model were fair value per share price of
US$3.30 at the grant date, exercise price shown
above, volatility of 64.7%, dividend yield of 0%
stock appreciation rights life of ten years, and an
annual risk-free interest rate of 3.417%. The volatility
measured at the standard deviation of continuously
compounded share returns is based on statistical
analysis of weekly share prices of comparable
companies over the last five years.

The fair value of stock appreciation rights as at
December 31, 2009 determined using the Binomial
Model was US$2.06 per right. The significant inputs
into the model were fair value per share price of
US$3.63 at the grant date, exercise price shown
above, volatility of 66.26%, dividend yield of 0%
stock appreciation rights life of 9.89 years, and an
annual risk-free interest rate of 3.923%. The volatility
measured at the standard deviation of continuously
compounded share returns is based on statistical
analysis of weekly share prices of comparable
companies over the last five years.
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Notes to the Consolidated Financial Statements (continued)

(©)

Stock incentive compensation plans
(continued)

D)

Fair values of stock appreciation rights
(continued)

After taking the Capitalization Issue into account,
the fair value of stock appreciation rights granted
on November 20, 2009 as of December 31, 2010
determined using the Binomial Model was US$0.11
per right. The significant inputs into the model were
the fair value per share of US$0.22 as of December
31, 2010, the exercise price of US$0.13, volatility
of 58.62%, dividend yield of 0%, stock appreciation
rights life of 8.89 years and an annual risk-free
interest rate of 3.15%. The volatility measured at the
standard deviation of continuously compounded
share returns is based on statistical analysis of
weekly share prices of comparable companies over
the last five years.

On February 26, 2010, the Company granted
25,100 additional stock appreciation rights to
certain employees of the Group. After taking the
Capitalization Issue into account, the fair value of
stock appreciation rights granted on February 26,
2010 as of December 31, 2010 determined using
the Binomial Model was US$0.08 per right. The
significant inputs into the model were the fair value
per share of US$0.22 as of December 31, 2010,
the exercise price of US$0.26, volatility of 58.62%,
dividend yield of 0%, stock appreciation rights life of
9.16 years, and an annual risk-free interest rate of
3.15%.
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Notes to the Consolidated Financial Statements (continued)

B Ot B R MR (&)

15 Share Premium and Other Reserves 15 BRAHEMHEMEE
@ Group @ ZEE
As at December 31,
R+=—A=+—8"
2010 2009
—2-8F  -—TTAF
RMB’000 RMB’000
AR¥TT ARETIT
Share premium &N
Ordinary shares T BAR 826,477 (61,429)
Series A preferred shares RAAB AR - 400,878
826,477 339,449
Capital reserve BAfEE (270) (270)
Share option reserve BB 11,584 1,224
Safety fund reserve (i) T ES ) 91,546 63,506
Currency translation reserve B E (10,941) -
Other reserves E A& 91,919 64,460
(i) Safety fund reserve (i) TEEDHEE

REBEETERTRERRER
AEEARNEEBHEEENE
EWRARK LB 0 E BFRIE R %
2ESHEHE - ARAEEL TR
BREERBARER RN
ZEFR - MAMBECRED
RADIE—HRERR - ZEAE
SR ARKERMFAREAR N
2% ERAAREMAE - R
BEFAGRENR 2R —
FLELFRELEESREE
BRGNS

Pursuant to certain relevant PRC laws and regulations, the
Group is required to set aside a certain amount in proportion
to its production income for the relevant year as safety fund
reserve. As the Group has no legal or constructive obligation
to pay out these amounts at point of recognition, the amount
has been treated as an appropriation of reserves in the equity
account. The fund can be used for improvements of safety at
the oil exploration projects, and is not available for distribution
to shareholders. Upon incurring qualifying safety expenditure,
an equivalent amount is transferred from the safety fund
reserve to retained earnings.
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Notes to the Consolidated Financial Statements (continued)

SO BRI (&)

15 Share Premium and Other Reserves

(continued)

(b) Company

15 RAZENHREE ()

(b)

ZAN/N]

As at December 31,

R+=A=+—8H"
2010 2009
—F-%F —FTENF
RMB’000 RMB’000
AR®T T ARBFT
Share premium &N
Ordinary shares TRA% 826,477 (61,429)
Series A preferred shares RIIAMBERR - 400,878
826,477 339,449
Capital reserve BARERE 1,366,956 1,366,912
Share option reserve B 11,584 ;224
Currency translation reserve B E (10,941) -
1,367,599 1,368,136
16 Asset Retirement Obligations 16 EERERK
As at December 31,
R+=—A=+—8"
2010 2009
—E-FF ZTThF
RMB’000 RMB’000
AR¥T T ARBFIT
At beginning of the year F1) 6,978 4,624
Liabilities incurred (Note 6) BB & 76) 2,038 1,991
Accretion expenses HEEA 254 363
At end of the year F4R 9,270 6,978

T BEFR - Ml RRERABR AT




Deferred income tax assets and liabilities are offset when there
is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred income taxes relate to
the same tax authority. The offset amounts are as follows:

Notes to the Consolidated Financial Statements (continued)

HTEE A BIBUR AR S MBUR A
AR ATHTHER - BEEFE RS
KA — B H B - BT AT AT BE
ESEEAEHAMAEEY - BEeH
T

As at December 31,

Rt=A=+—8"
2009
—ETNF
RMB’000
AREFTT
Deferred tax assets: EEBIEEE :
Deferred tax assets to be recovered after #5531 21 A 12 4 2] B IR E
more than12 months HIBEE 6,480
Deferred tax assets to be recovered within # 51218 B R4 [ F) IR AE
12 months HIBEE 1,675
8,155
Deferred tax liabilities: EEFIEAE :
Deferred tax liabilities to be settled after # M 21E A 125 8RR
more than 12 months HIBAE (92,170)
Deferred tax liabilities to be settled #1218 B s ERIRLE
within 12 months HIBARE (2,385)
(94,555)
Total — Deferred income tax liabilities — net  &&F —IELEFTEH B E— F58 (86,400)
The gross movements in the deferred tax account are as follows: RIERIBRFHREH T
As at December 31,
R+=B=+—8"
2009
—ZETNEF
RMB’000
AREFTT
At beginning of the year =3) (102,770)
Credited to the consolidated statement of A& fflkzE R A AR
comprehensive income 16,370
At end of the year FER (86,400)




Notes to the Consolidated Financial Statements (continued)

The movement in deferred tax assets and liabilities during the EERELAERAGBERENNES (Tt
year, without taking into consideration the offsetting of balances kAT AR AR )T -

within the same tax jurisdiction, is as follows:

Deferred tax assets BT IE & B
Asset
retirement
obligations Provisions Other Total
EERESK BE Hit st

RMB’000 RMB’000 RMB’000 RMB’000
ARETT AR®TRT ARETT ARKTR

At January 1, 2009 R-ZEZEhE—-HA—H 1,156 2,468 13,146 16,770
Credited/(charged) to the consolidated A& B lizs i‘%?ﬂ
statement of comprehensive income AR/ (5% 588 (2,468) (6,735) (8,615)
At December 31, 2009 RZEZIE
.|_—ﬁ:.|._E| 1,744 - 6,411 8,165
Credited/(charged) to the consolidated At i‘%ﬂﬂ
statement of comprehensive income NPE /(3% B3 - (1,675) (1,102
At December 31, 2010 R-E-EF
+=A=+—8 2,317 - 4,736 7,053
Others include mainly the interest expenses incurred in 2007 that Hih EEZRER TS FHENFER
are tax deductible over six (6) years as allowed by the local tax Y KRS TISEBAFT R - Al A N(6)F
authority. HARI AR R R IE o
Deferred tax liabilities B IERE

Accelerated tax
depreciation

IEBIETE

RMB’000

AREETTT

At January 1, 2009 R=-ZBBAFE—-A—H (119,540)
Credited to the consolidated statement of  R&fHlkzER A%

comprehensive income 24,985

At December 31, 2009 R-TBENFE+=-A=+—8H (94,555)
Credited to the consolidated statement of A& Gfilkzs= M35

comprehensive income 78,808

At December 31, 2010 R-E—ZF5+=-A=+—H (15,747)




Notes to the Consolidated Financial Statements (continued)

(@)

Summary of trade and other payables

(@)

e RE MR RIARE

As at December 31,

R+=—BA=+—8 "
2009
—ETNF
RMB’000
ARET T
Financial liabilities cEAs
Current BN &R
Trade payables AN E 647,308
Amount due to related parties (Note 29)  FE{ BaHs 5 F/I8 (H1:229) —
Interest payable FE RIS 459
Derivatives financial instrument EMPTAE SR T AN S
premium payable (Note 8) (H15£8) =
Other tax payable H b eS8 40,820
Special oil levy (Note 21) AmE RIS & (A7aE21) 61,118
Other payables E At R FRIE 38,647
Non-current JERNHER
Derivatives financial instrument EMPTAE SR T AN S
premium payable (Note 8) (H15£8) =
Trade payables FEfTRIAR 170,235
958,587
Non-financial liabilities FemEE
Current B HA
Salary and welfare payable (i) e E & RABF() 20,283
Total aEr 978,870
Total current BNHA& R 808,635
Total non-current JERNERAET 170,235
Total ot 978,870
i) Stock appreciation rights liabilities of RMB21,260,000 (2009: 0 R tn 1 ERE A A R E21,260,0007T

RMB2,260,000) has been included in salaries and welfare
payable for the year ended December 31, 2010 (Note 20).

(ZTTNF : ARB22600007)E
HABE-Z—THE+-F=+—
B 1E 4 OB 55 6 B ) (3
20) ©



Notes to the Consolidated Financial Statements (continued)

SO BRI (&)

18 Trade and Other Payables (continued) 18 ENREMENSKIE(E)
(o) At December 31, 2009 and 2010, the ageing analysis of the (b) R=—TThER-—ZT-TF+-A

=t+—B ERBEEAHNEMNK
HA N FORRRBE DO MTIRAT

trade and other payable based on invoice date is as follows:

As at December 31,

R+=—A=+—8"
2010 2009
—E-ZF —ETNF
RMB’000 RMB’000
ARETT ARBFT
< 6 months Lr6fE A 608,245 707,559
6 months — 1 year 618 A =14 212,457 50,246
1 -2 years 1224 50,232 202,667
2 — 3 years 2E3F 35,305 12,219
> 3 years EQiNcES 6,496 6,179
Total a5t 912,735 978,870
(C)  The carrying amounts of trade and other payables are (€) mENREMENTENEENL T
denominated in the following currencies: EHEESIE -
As at December 31,
R+=A=+—8H

2010 2009
—E-ZF —EThF
RMB’000 RMB’000
AR¥ET T AREETTT
Renminbi AREE 850,813 978,369
United States Dollars xTT 61,922 501
912,735 978,870

JE R E M A SRR E E B
B RR EERS -

The carrying amounts of trade and other payables
approximate their fair values.

T BEFR - Ml RRERABR AT




Summary of borrowings

(@)

Notes to the Consolidated Financial Statements (continued)

e E

As at December 31,

R+=—H=+—8"
2009
—ETNEF
RMB’000
ARETTT
Bank borrowings RITER
Non-current JEENER 1,242,963
Current BNER 102,423
Total borrowings e R 1,345,386

In October 2007, MIE entered into a financing arrangement
with Standard Bank for a bank facility of US$150 million
(approximately RMB1,125 million) which reduced to
zero in 2013. MIE utilized US$100 million (approximately
RMB750 million) in 2007 and further drew down US$20
million (approximately RMB136 million) in August 2008.
This revolving bank facility was amended on January 12,
2009 and the interest rate increased from LIBOR + 2.75%
to LIBOR + 5.75%.

The Standard Bank loan was collateralized primarily by
MIE’s ordinary shares held by FEEL, assignment of MIE’s
bank account for collection of oil revenue, a charge over
the debt service reserve account, the Group’s share
of entitlement under the PSCs, a fixed charge over the
Group’s property, plant and equipment and a floating
charge over all present and future assets. The Group is
required to maintain a debt service reserve account to
ensure the payment of interest and principal due under the
facility.

On July 28, 2009, MIE entered into a five-year US$200
million transferrable term loan and revolving credit facility
with Citic Ka Wah Bank Limited and China CITIC Bank
Corporation Limited Guangzhou Branch (“CITIC Facility”),
primarily to repay the Standard Bank loan, fund the
development oailfields and for general working capital
purposes.

R=ZZTZT+tH&+ A MEH
Standard Bank 5] 32 — 1B g & %
B ARBBRITRIE15EET
(WAR®E11.25(8TT) ' ZEHRE
RZE—=FRLEZT - MERZ
ST FHHIEET(DARE
75ET) YR=—EENEN\ A
— 2% B 20,000,000 7¢ (L) A R
¥ 1.36187T) - ZMERBITRER
—EThEF—A+—B%ER] - F
ERMBIBITRERE M E2.75F
RAZMBIBRITRFERE N LES.75
E °

Standard Bank & 5% & 2 LAFEELFT
REMNMEL B - BEMEAE
WEE R IRITER P - (E1E%E
B HRFRRE AEEERD
KER NHER - XEBEYE - K
B R & EHEE L RFTE &R &
A& EERFBIREERIT - 2R
E3k - AEEBER - HERERS
SYMEF BRI A@mE T
BRI B RS o

RZZBEZNFEELAZ+/\H - ME
BERERERTERATEFE
IRITRRD AR A REMND A FE
SM—IBAFH0EETHEHE
REAEBEREERE( R
& |) - EZANEE Standard Bank
BN - ARZHBREES RIE—



Notes to the Consolidated Financial Statements (continued)

Summary of borrowings (continued)

The CITIC Facility includes two long-term term loans and
one short-term revolving facility, which can be converted
into a term loan towards the end of the third year. The term
loans do not require principal repayments for the first three
years and the principal repayments are made starting from
the 37th month. The term loans under the facility bear an
interest rate of LIBOR plus 4.50% per annum. The facility
contains the following financial covenants:

(@) the consolidated tangible net worth, subject to
certain adjustments, will be not less than (i) RMB1.0
billion from 2009 to 2011 and (i) RMB1.5 billion for
2012;

(b) the ratio of consolidated total borrowing to
consolidated tangible net worth, subject to certain
adjustments, will not exceed (i) 140% from 2009 to
2010 and (i) 100% for 2011;

(c) the ratio of consolidated total borrowings to
consolidated EBITDA (as defined in the credit facility
agreement) will not exceed (i) 270%, from 2009 to
2010, (i) 220% from 2011 to 2012 and (jii) 180% for
2013; and

(d)  the total capital expenditure in any financial year will
not exceed RMB1.0 billion.

Any failure to maintain these covenants could result
in an acceleration of obligations under the CITIC
Facility. As at December 31, 2010, the Company did
not breach these loan covenants.

The CITIC Facility was secured primarily by 100% of the
ordinary shares in MIE held by the Company, 51% of the
ordinary shares in the Company held by FEEL and 51%
of ordinary shares in FEEL, an assignment of the bank
accounts for the collection of oil revenue, the Group’s
share of entitlement under the PSCs, a charge over the
Group’s debt service reserve account, and an assignment
of the Group’s interest in the Group’s insurance policies.
The Group is required to maintain a debt service reserve
account to ensure the payment of interest and principal
due under the facility.
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Notes to the Consolidated Financial Statements (continued)

Summary of borrowings (continued)

MIE drew down US$122 million (RMB830 million) from
the CITIC Facility on July 31, 2009 to repay the loan from
Standard Bank. MIE further drew down US$78 million
(RMB546 million) subsequently during the 2009 financial
year. There is no unused facility as at December 31, 2009
and 2010.

On November 27, 2010, in connection with the Global
Offering, the Group entered into a supplemental deed and
other transaction documents relating to the CITIC Facility
to restructure the financing arrangement with CITIC Bank
International Limited (formerly the CITIC Ka Wah Limited)
and CITIC Bank Guangzhou (“the lenders”). Pursuant to the
restructuring documents,

i. the lenders agreed to release the share mortgages
of 51% of the ordinary shares in the Company held
by FEEL and 51% of the ordinary shares in FEEL
held by shareholders of FEEL as security of the
credit facility immediately before the Global Offering;

i. the Company agreed to provide a corporate
guarantee for MIE’s obligations under the CITIC
Facility contemporaneous with the release of the
above mortgages.

. the Group agreed to procure FEEL to continue to
be the largest shareholder of the Company, holding
not less than 35% of the issued share capital in the
Company, and maintain management control of the
Company;

iv. the lenders agreed that, immediately upon the
occurrence of the Global Offering, FEEL may
dispose up to 7% of the Company’s issued share
capital held by FEEL either in or after the Global
Offering;

V. the lenders also agreed to increase the capital
expenditures allowable for 2011 from RMB1.0 billion
to RMB1.288 billion.

The Group paid a waiver fee of US$6 million pursuant to
the restructuring documents. The Group is required to
pay a further waiver fee equal to 2.75% of the net amount
received by FEEL from its sale of existing shares either in or
after the Global Offering.

a2 (&)

MEER-—ZZhFELA=1+—8
ERERERII2Z2EERT(AR
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Notes to the Consolidated Financial Statements (continued)

Summary of borrowings (continued)

On December 14, 2010, the share mortgages of 51% of
the ordinary shares in the Company held by FEEL and
51% of the ordinary shares in FEEL held by shareholders
of FEEL as security of the credit facility were released and
a corporate guarantee was provided by the Company
concurrently with the release of the mortgages.

The effective interest rates at the dates of the consolidated
statements of financial position are as follows:

fERBE (&)

RZZE—ZFF+_A+WTAB ' N
FEEL¥FE M AN A R151% Z i ig &
FEELA% 3R #5H HIFEEL 51% & @A
EAEEREERARMIEHRD R
fERR - B RIRFA A R BRI AR
EfR o

REBEHFBHRRRBE - B
=N

As at December 31,

Rt=A=t—R"
2009
—EThF
RMB’000
ARBFT
Effective interest rates on EREREA R
the borrowings 6.56%

The exposure of the Group’s borrowings to contractual
interest rate changes based on LIBOR + 4.5% at
December 31, 2009 and LIBOR + 4.5% at December 31,
2010 are as follows:

REBENEFAEERNERR -F
ENFER—ZT—ZTF+_H=1+—
B mBERITREFE M LELSE
SENARMEESHRBRIT

As at December 31,

R+=A=+—8H"
2009
—ETNF
RMB’000
ARET T
<1 year DR 102,423
1-2 years 13226 _
2-5 years 2&E5F 1,242,963
Total borrowings R Gt 1,345,386

The fair value of the current and non-current portions of
borrowings approximates their carrying amounts.

The borrowings are denominated in US dollars.

(d)

fER B BNER R IERIEA R DV A 2 (B
EERENEERE °

fEFRIILAETTAHE



Notes to the Consolidated Financial Statements (continued)

Year ended December 31,
BE+-A=t+—HLEE

2009
ZEENF
RMB’000
ARBTFT
Wages, salaries and allowances I& - #e &ERy 50,563
Housing subsidies (Bt 1,181
Share options granted BB 1,224
Stock appreciation rights granted (Note 18) B2 &1L {EHE (H1:£18) 2,260
Welfare and other expenses & F) R E A& A 12,423
67,651
(@) Directors’ emoluments (@) E=M=
Directors’ emoluments for the year ended December 31, BE_ZThFER_ZE2F+-
2009 and 2010 are set out below: A=+—RHLFE EFMHeH|
R
Wages, Welfare and
salaries and Housing Share options other
Name of director allowances subsidies granted expenses Total
I8 %% V)Y
E=pg 9= 4211 EERHE ERERE Hit &R @5t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETT ARETT ARETT ARETT ARETT
For the year ended BE-ZZTNE
December 31, 2009 +ZA=1t-HLEE
Zhang Ruilin b 4,993 60 = 2 5,095
Zhao Jiangwei IR 4,521 40 - 2 4,563
Forrest Dietrich Forrest Dietrich 2,820 1,771 312 — 4,903
Allen Mak Allen Mak 3,232 30 47 - 3,679
Sing Wang Sing Wang = = = = =
18,200
For the year ended BE-E-BE
December 31, 2010 +ZA=1+-HLEE
Zhang Ruilin R 3,500 360 - 300 4,160
Zhao Jiangwei IR 4,692 240 - 200 5,132
Forrest Dietrich Forrest Dietrich 2,537 259 2,836 - 5,632
Allen Mak Allen Mak 5,193 180 3,781 = 9,154
Sing Wang Sing Wang = = = = =

24,078




Notes to the Consolidated Financial Statements (continued)

(b)

Five highest paid individuals

The five individuals whose emoluments were the highest
in the Group for the years ended December 31, 2009 and
2010 are as follows:

hAATZEEHAL
AEEHE-_STNER - Z

=
F+-A=+—HIFERELHES
FHALIOE :

Year ended December 31,
BEt-A=t+-RLEE
2009

Directors o)
Non-director individual FEEAL

The details of emoluments paid to the five highest
individuals who were directors of the Company during the
years ended December 31, 2009 and 2010 have been
included in Note (a) above. Details of emoluments paid to
the remaining non-director individual are as follows:

RRABBEZZZNFR=ZT—F
F+_A=1+—HIEFEEMNRS
RRHATFNARAEZNME
FBEEHN EXE@E) - BT
FEEATHBMESFFBT ¢

Year ended December 31,
BE+t-HA=+—HLFE"
2009
—ETNEF
RMB’000
ARBFIT

Wages, salaries and allowances
Housing subsidies
Stock appreciation rights granted

TE - #FaloRih
(EL=R 1Y)
B RIS ERE

1,710
15
110

1,835

During the financial year ended December 31, 2010, no
director or the five highest paid individuals received any
emolument from the Group as an inducement to join, upon
joining the Group, leave the Group or as compensation for
loss of office.

REBE-ET—ZF+=-A=+—8
I RFEER - EESg RS
&= AT B A E B UEVE B S
EAIA « SRIEEMAS B AL E
I R SEEh Sk (B S e B ER BB o



Notes to the Consolidated Financial Statements (continued)

Year ended December 31,
BE+-A=t+—HLEE

2009

—ETNF

RMB’000

AREETTT

Taxes other than income taxes HIB(PTERIRIN) 73,308

Taxes other than income taxes mainly represent a special oil
levy which is paid or payable by petroleum exploration and
development enterprises for the sales of domestic crude oil at a
rate variable based on the ail prices. This levy was imposed by the
PRC government and became effective from March 26, 2006.

IR (PSR IN) I 48 i A F ER K 7
e pL 5 B B E R IR B AR B8
B AT ST S A B0 — IR R B s
T - RARESHPERARKREE =-F
TRE=ZAZTRBEREN -

Year ended December 31,

BE+t-A=+—-BLFE"

2009
—ETNF
RMB’000
AREETTT

Net gain on forward foreign exchange YN IR BRI S R F W S
contract 5,478
Loss on oil put option (Note 8) RlRRoh BB (H28) (136,252)
Others Hib (350)
Total &&t (131,124)

The net gain on the forward foreign exchange contract results
from the exchange rate between the US dollar and the RMB
being less than the rate set in the contract resulting in a gain of

RMB5,478,000 for 2009.

The net loss of the oil put option in the year ended December 31,
2009 and 2010 is due to the change in fair value of the unrealized

portion of the oil put option.

HNEREIERIFRSREETHARK Y
FEREKRERPETEEHN _F
TNF W ARES,478,0007T °

BE_ZTNFER_ZT—ZTF+_A
=+—HIFE - ABRAEENFER
TR AER SN RER IO AR
EEEBFTE -



Notes to the Consolidated Financial Statements (continued)

Year ended December 31,
BE+t-A=1t—HLEE"

2009
—ETNEF
RMB’000
ARETTT
Finance income B A
Interest income from savings accounts FEERP ISR B A 1,652
Exchange gain bE H W =
Total finance income BT FEUR A 1,552
Finance costs Bi%EH
Interest expenses FMEMAX 56,498
Bank charges SRITE A 88
Exchange loss [E 5 jE518 2,246
Total finance costs HaisE R 58,832
Finance costs - net B ER - FE 57,280
Year ended December 31,
BE+-A=1t—HLEE"
2009
—ETNF
RMB’000
ARETIT
Current income tax BNERFR1SER 89,832
Deferred income tax RIEFTIST (16,370)
73,462

The Company is an exempted company incorporated in the
Cayman Islands. Under the laws of Cayman Islands, the
Company is not subject to tax on income or capital gain.

Corporate income tax for its operation in China is provided on the
basis of statutory profit for financial reporting purposes as defined
by the PRC tax authorities, adjusted for income and expense
items which are not assessable or deductible for income tax
purposes. In accordance with the relevant PRC income tax rules
and regulations, the PRC corporate income tax rate applicable to
the Group is 25% for years ended December 31, 2009 and 2010.

RRRR—FKEFH S B BEMBLHER
RAE - REFMSEEEN - ARFEA
FREMA R E AU R FANTHIA

HARAREF EE LB RN ERTSH
THAR AR P B F 75 4 B ok B 745 R R T S E Y
EEmAVEL G - WARES A SHm S
EBIR SR PR R KA R IE B /E
LA - RBFPEMEHEHEERZRE
HOBEE—TENEFR-E—ZTF+_A8
=+—HLFE  BARAEENFER
EFTRTHER25% ©



The tax on the Group’s profit before income tax differs from the
theoretical amount that would arise using the corporate income
tax rate in the PRC applicable to the Group:

Notes to the Consolidated Financial Statements (continued)

AR SR BRR P S T A& M B T SR B R IR AN SR
BiEAN R EERAERRRGENE R
TREMERT

Year ended December 31,
BE+-A=+t—HLEE

2009

ZETNEF

RMB’000

AREEFTT

Profit before income tax [ P 1S R AL 183,939

Statutory tax rates ETE 2 25%

Tax calculated at the statutory tax rates RRBAER R EANFIEE 45,985

Tax effect of income not subject to tax AT AR TR IG & (738)

Expenses not deductible for tax purposes ~ RAlFIFE R 35,394

Prior year tax filing adjustments EFERERRAFAR (7,179
Additional-deduction for research and it 7E B A 2 X NET 40

development expenses -

Tax charge RIES H 73,462

PRC tax regulations require tax to be assessed on activities that
are undertaken, executed or managed in the PRC. During the
relevant period oil put option gains and losses were not subjected
to or deductible for income tax in PRC.

The profit attributable to equity holders of the Company is dealt
with in the financial statements of the Company to the extent of
RMB217,597,000 (2009: RMB338,501,000)

On July 7, 2009, MIE declared non-cash deemed dividend
distribution to the Company amounting to US$50 million (equal
to RMB341,630,000) and the Company declared a non-cash
deemed dividend distribution to FEEL amounting to US$50 million
(equal to RMB341,615,000). The non-cash deemed dividend
distribution to FEEL was off-set against the outstanding balance
of the amount due from FEEL.

On March 7, 2010, the Company declared a cash dividend of
US$20 million (RMB136,532,000) in favour of all the shareholders
of the Company and the dividend was paid on March 9, 2010.

TEREERRERPENE  #ITHE
BEERI AR - REEHEA - AH
o R R et BRGNS HR A B PR {S
Mt o

ZN/NSI) 8 SN e w NI E 39NN )
BRRAR - Be ' A ARE217,597,000
TT(ZZZNF A ARE338,501,0007T) °

RZZEZNFLA+LH MERAARAE
& IR & AR 8.9 K 32 50,000,000 7T (48
£ AR %341,630,0007T) * MANA AlA
FEEL &k 3£ 38 & A% B 2 K # 50,000,000
E T (HEN ARM341,615,0007T) ° [
FEELE R M IEIR & IE B 2 Ik B F 1B 84
FEURFEELFRIB ) ARG ER5E o

RZF-—FF=ALRH " ARFEINUA
REAZBERAREAERASEE
20,000,000 3 7t ( A K % 136,532,000
) BERZE-FFE=-ANAXM -



On April 9, 2010, the Board ratified the March 31, 2010 non-
cash deemed dividend of US$11.9 million to FEEL, as allowed by
the Fourth Amended and Restated Memorandum and Articles of
Association of the Company and the Shareholders Agreement,
as the non-cash deemed dividend was used to settle the
outstanding receivables from FEEL and did not exceed US$12
million allowed under the Shareholders Agreement.

A dividend in respect of the year ended December 31, 2010
of HK$0.035 per share, amounting to a total dividend of
HK$92,447,000 (RMB77,933,000), is to be proposed at
the annual general meeting on May 6, 2011. These financial
statements do not reflect this dividend payable.

Notes to the Consolidated Financial Statements (continued)

RZZE—ZFWMANE  BEBEAQFEN
MEEE] REF| BBERARE R AR RAR
RipHEMT  EESH AT —FF
=A=+—H2Ik FFEELAER K E
11,900,000 7T - AAZIERSREEH
VEHE 38 FE WK FEEL WY AR B 1 3k TH B AR IR IR
Bl T #8:812,000,0003 T °

REE-F-BFT-A=T—AILFE

HENKREFER = —FHAANAESR
BERFS LS - 2B AEK0.035

FEHE . 4858 502 447 000 B ( AR
77,933,0007T) ° B AT HE ERR
BRIt IE PR AR S,

Year ended December 31,
BZE+t-A=1+—HLEE "

2009
—EENEF
RMB’000
ARBFIT
Profit before income tax KR FTIS R A Al 183,939
Adjustments for: FEE
Depreciation, depletion and amortization — #& - FE18 K & 5 445,824
Interest expenses — net (Note 23) FHBFAZ (A7E23) 54,946
Unrealized foreign exchange (gain)/loss REIRINE (as) B8 2,246
Fair value loss on oil put option ABRH N AR BEEE 207,243
Fair value gain on foreign exchange contract SNEA RIH A BE WS (25,240)
Changes in working capital: LEEGE
Inventories FE (22,170)
Trade and other receivables JRE s R Lt R L R OB (226,528)
Trade and other payables JRE{F e L At < kIR (581,629)
Cash generated from operations KREEENRE 38,631




Notes to the Consolidated Financial Statements (continued)

Commitments

The Group does not have any capital expenditure
contracted for at the date of the consolidated statement of
financial position.

The Group has operating lease commitments related to
its non-cancellable operating leases for offices. The future
aggregate minimum lease payments under these operating
leases are as follows:

A

REBNFEEMNRE G BEAR
RAHDRTERMNEARH

REE A EP A E AR
AV BRI S HAEGE - &M
LA T AR RREE N FEN
™

As at December 31,
R+=—A=+—8"
2009
—ETNF
RMB’000
AREETIT

DM
1E24F

< 1 years
1-2 year

Lease expenses for the year ended December 31, 2010
relates to office and car rental of RMB6,591,000 (2009:
RMB7,777,000).

Contingencies

On August 28, 2000, MIE entered into a PSC with Sinopec
for exploration and development of Luojiayi 64 block at
Shengli oilfield in Shandong Province. In 2000, MIE began
the trial-development phase of its operations at Luojiayi
64 block at Shengli and drilled a dry hole. The project has
been suspended since the end of 2004. In April 2005, MIE
requested an extension from Sinopec to restart the project
at Shengli. On September 27, 2006, MIE received a letter
from Sinopec denying the request to restart the project
and seeking to terminate the PSC on the grounds that
the extension period of the trial-development phase had
expired and MIE had not met its investment commitment
of at least US$2 million under the PSC. MIE believes its
investment in the project at Luojiayi 64 block at Shengli
oilfield had met the required commitment amount under
the PSC. The PSC with Sinopec has not been formally
terminated and the dispute has not entered any judicial
proceedings.

HE-_Z—TF+=-A=+—HI
FEMNHERIARAERAE
& AR¥6,591,0007L(—ZEZT N
F: AR¥7,777,0007T) °

KERE

RZZEZTZFENAZ+/\A - ME
R AR ERDKER - AR
BB ILES B aENE
RECLEM - R-ZBTZTF - MIE
RBFEREc4EBERRRHA
BRI D ES— D BE - 28
BEE-TTNFREFHE - ¥
—“ZTRFMA - MEERF A
B SRIE R HABR LA #TRREN B B T Y
HE RZTEENFRLAZ=++
H MEEEFRAELTRESHAR
%18 B 2kay it - BRAEIA
ERRERBEERAREEB R
MEXRBITERAKERFED
2,000,000 T ) I & A7 A B -
R IEEMAKAER - MIEFRE
ERBFEHERE64RBIER
MIEBEEHAREMDKAREE
B ERE o A AMERD K
ARWARIERLLE BAGIREA
EfaERR ©



Notes to the Consolidated Financial Statements (continued)

The Group is controlled by FEEL, which owns 53.56% of the RE B ZFEELE 4| - FEELEEA AR
Company’s shares and is also the ultimate parent of the Group. AR A K)538.56% + I B 27N & B A £ 4%
The ultimate controlling parties of the Group are Mr. Zhang Ruilin BAF] o AN B K fR A2 6 75 55K I ok 7T
and Mr. Zhao Jiangwei. MBI SRTE -

The remaining 46.44% of the shares are held by TPG (8.02%), FIER46.44% BB AR TPG (35458.02%) -
Harmony Energy (8.99%), TPG LLC (0.72%) and other public Harmony Energy (45 8.99%) ' TPG LLC
shareholders. (FHO.72%) R EMABRES FIFH -
(@)  The following transactions and balances were carried out (@) B\mEBINZSRESRIT

with related parties:

Year ended December 31,

HE+-A=1—HLEE "

2009
—Z2ENEF
RMB’000
AREFT
Transactions with PSC partners HERIHEREANR S
Global Oil Corporation A TR A 1]
Amounts received on behalf of GOC BERELDKERRE
arising from the PSCs RAF IR A
W EN B Zog 112,288
Loan granted to GOC BT RAMBIREA M &R 21,733
Cost incurred on behalf of GOC BERELDKERRE
from PSCs BRI TR ER R A
EIBANENE% 95,631
PetroChina epayi
Sales to PetroChina YA hA SR 1,166,827
Cost incurred on behalf of PetroChina BEERDKARRE S AMA
from PSCs SRR 107,952
Transactions with a company/person  SFEELIZ IR R EREMHN
related to the controlling shareholder  BEE§A T/ ATHR 5
of FEEL
Jilin Guotai Petroleum Development ZTHA B A A
Company* BR2 AT
Purchases of materials and spare parts HEMEREYT 324
Purchases of oil well services BEEFRS 77,318
Rental of vehicles AEMNEE 3,613
Zhao Jiangbo VizhI) 4
Rental of office premise MAEYERS 1,308
Rental of vehicles RERE 4,344

The amounts disclosed above represents gross amount
transacted between the MIE, acting as operator for the
3 oilfields in Jilin, with the related companies. Jilin Guotai
Petroleum Development Company is controlled by Zhao
Jiangbo, spouse Mr. Zhang Ruilin.

A EFBEENERASMEERR
EI=EH A NEREE) DR A
RAIZ S - EMEBEFEAM
R INGIVEE Sk a0
BRI o



Notes to the Consolidated Financial Statements (continued)

(b)

Amounts due from related parties included in trade and (o)

other receivables:

AT U R EL A R KUK TR ) B MK

B 73 5R0R

As at December 31,

R+=—A=+—8"
2009
—ZETNF
RMB’000
ARETFT
Amounts due from related R A R RERD K
companies and PSC partners ERBHNFIE
Current BP &R
United Petroleum USA, LLC* (non-trade) United Petroleum USA, LLC*
(Note 9) (FEBB)(H1E9) 1,569
Global Oil Corporation (non-trade SEAK SR BRI A A 7
(Note 9) (3EB 5) (#1#9) 55,901
PetroChina (trade) (Note 9) REH(ES)(B79) 212,152
PetroChina (non-trade) (Note 9) AR GEE 5) (K1:29) 17,968
287,590
Non-current JEENE
Global Oil Corporation (non-trade) SEAK SR BRI A A 7
(Note 9) (3EB5) (#1£9) 70,360
357,950
Advance to Supplier & B B
Jilin Guotai Petroleum Development EMEBTAMFAZAR AR
Company (trade) (Note 9) (B 3)(H:#9) 38,673
o United Petroleum USA, LLC is a fellow subsidiary of the - United Petroleum USA, LLC 73 7%

Company and the Group paid miscellaneous fees on its behalf
in the United States. The amount has been repaid during the
year.

The above balances represent trade and unbilled
receivables from PetroChina from sale of crude oil to
PetroChina pursuant to the PSCs, advances to related
companies which arise mainly from amounts received on
behalf of the other PSC partners, expenditures incurred by
the Group on behalf of other PSC partners pursuant to the
PSCs, and purchase transactions with related parties.

ARRRMERR - AXREEE
REREINREENMEEER -

Fil ER AR R Em D LA RIA A
B SH B B EE A O R AR R
AMFIR - AR AR EHNE
- BRERAKERAEERE
HMERD KA RRBHEENT
o DA ER R X ) S AR
Z o EpfAN T ERBHAREME
a7 A A R A PTUCER Y 5108 -



Notes to the Consolidated Financial Statements (continued)

©)

Amounts due to related companies included in trade and ()
other payables:

SRS LA 5 SRR A FE 1 B

BARE -

As at December 31,

R+=A=+—8 "
2009
—ETNF
RMB’000
AREETTT

Amounts due to other related parties B {5t B8% 75 192018
Zhao Jiangbo (non-trade) (Note 18) HWIEGEES) (MiF18)

The above balance with Zhao Jiangbo, spouse of
controlling shareholder of FEEL, arose from rental of

3l TR (FEEL 122 % % B2 Y B 8)
R B ITE Mt A EMENT

AN

vehicles and office premises. Gl
Amounts due from FEEL: (d) pEsFEELH RS -
As at December 31,
Rt+t=—A=+—8"
2009
—ZETNF
RMB’000
ARETTT
Amount due from FEEL (non-trade) FEWFEELRIZIE (GEE 5)
(Note 12) (KtzE12) 81,074

The amount as at December 31, 2009 is unsecured and
interest free. The amount due from FEEL as at December
31, 2009 was settled on March 31, 2010 by non-cash
deemed dividend of US$11.9 million (Note 12 and Note
26).

Guarantee given in favour of a related party (e)

In 2009, MIE pledged RMB29.4 million to a bank to provide
a guarantee of a bank loan to the same related party.
The pledged deposit has subsequently been released in
September 2009.

R-BEEAE+-A=+—HBXR
BAEEREEE - RZZETNF
+=A=+—HEKRFEELKFIA
ER-_ZE—TF=A=+—HIU
11,900,000 TR IER £ AR B 4575
(Hiat 12 [17226) °

Y VARERE 77 R 2 ARPE(R

RZZTZTNEF - MIERRITREIME
AR #29,400,0007T * AgtE—
RARE 77 PR SRITE VB4R ©
ZEFEERER ST NFNAR



Notes to the Consolidated Financial Statements (continued)

B Ot B R M (&)

29 Related Party Transactions (continued) 20 EERAEES MRS ()
()  Key management compensation is presented below: (H TEEBABBSEIIMT :

Year ended December 31,

BE+t-A=1T—-HLEE"

2010 2009
—z-25  —FIAF
RMB’000 RMB'000

ARET T ARETTT

Expenses X
Short-term benefits: PSEERES
— Salaries —#45 21,032 10,457
— Bonuses — 4T F 6,675 7,842
— Share options and share appreciation —#% ¥ H)BE A% #E &
rights granted R& 17 1% (B HE 15,937 180
— Benefits in-kind — H AR 2,021 439
Total “ast 45,665 18,918
Accrued liability 2 Ak
Short-term benefits: pSEERES
— Bonuses —4TF 6,675 7,843
6,675 7,843
Bonuses fall due wholly within twelve months after the end AR E TR A B 1R AERE AR5 2P
of the period in which management rendered the related M+ —EAREZERNE -
services.

ANNUAL REPORT 2010 - MIE HOLDINGS CORPORATION




Notes to the Consolidated Financial Statements (continued)

Basic

Basic earnings per share is calculated by dividing the net
profit attributable to equity holders of the Company by
the weighted average number of ordinary shares in issue
during the year.

ER

BREABMNTHIEA R BRERSH
ABEFEMBRIAFAEETER
RREy It OB ES Y -

Year ended December 31,
BEt-A=1t-HLEE"

2009
—ETNEF
RMB’000
ARKETTT
Net profit attributable to equity AAE R B AEML
holders of the Company F 5 A 110,477
Adjustment for: R
Dividends entitled by Series A preferred  Z5I|AE LR EZ IR &
shares (10,311)
Dividends entitled by Series B preferred  Z7%I|BE IR EZ R 2
shares -
100,166
Weighted average number of ordinary  hnige39Z mAs & 8 (F%)
shares (thousands) 1,800,339
Earnings per share, Basic (RMB per FREAREF(FRARE)
share) 0.06
Diluted b) BF

Diluted earnings per share is calculated by adjusting the
weighted average number of ordinary shares outstanding
to assume conversion of all dilutive potential ordinary
shares. Prior to Company’s Global Offering on December
14, 2010, the Company had two categories of dilutive
potential ordinary shares: convertible preferred shares
and share options. The convertible preferred shares are
assumed to be converted into ordinary shares at the later
of, beginning of the relevant year or date of issuance. For
share options, a calculation is performed to determine
the number of ordinary shares that could have been
acquired at fair value (determined as the average annual
market share price of the Company’s shares) based on
the monetary value of the subscription rights attached
to the weighted average number of outstanding share
options. Subsequent to the Company’s Global Offering,
the Company only has share options outstanding which are
potentially dilutive.

BEEEANRERMBEEEEE
EERERBRR  KABRDRITE
WA IR E - R=F—
ZEST_ATOAARREREE
VAR > ARBAMBEEEE LR
B MR EEFVIRERETH
M E 2 e B BT A ) AT IR AR E
SERL N BB AR - RTHARR B AT R
TE AT RS B AY - EIREEAE
RBARTTERE AR ) 4 F I B
MIRBENEREE  EXAES
BRaEEEVARB R HFH
FETE)BANEBERHEE - &
RRREREE 2% - AAFIER
HARTTEE 2 A E A B BEREX



Notes to the Consolidated Financial Statements (continued)

Diluted (Continued)

(b)

The number of ordinary shares calculated as above for
earnings per share, basic is increased by the number of
ordinary shares that would have been issued assuming the
exercise of the share options and conversion of preferred
shares at the later of, beginning of the relevant year or date

of issuance.

HE(E)

WA EBAREGRAMNSAGFENE
BREE - B ERRBRENE
RN BAAFEF NN EREITH
M 2 P EE B I TR S R T
BTN RRHE -

Year ended December 31,

BE+=A=+—HALFE

2009
—ETNEF
RMB’000
ARETFT
Net profit attributable to equity holders 7N RIRRAER B A FE(G 5% T
of the Company 110,477
Net profit used to determine diluted ARETESREERTW
earnings per share il 110,477
Weighted average number of ordinary  hi#gEFHEm@AxE B (FA)
shares (thousands) 1,800,339
Adjustments for: FE
— Assumed conversion of convertible — RERE R n A AR E S AR
preferred shares (thousands) (Fh%) 198,812
— Share options (thousands) —BRE(TH 47
Weighted average number of diluted RETEEREERT WS
potential ordinary shares for diluted BT BRI 2
earnings per share (thousands) (Fh%) 1,999,622
Earnings per share, Diluted (RMB per & #E 2R (GRARE)
share) 0.06




Notes to the Consolidated Financial Statements (continued)

Incorporation of subsidiaries

On February 8, 2011, Palaeontol Cooperatief U.A. was
incorporated in the Netherlands as a cooperative with no
liability with 99% held by MIE New Ventures Corporation
and 1% held by MIE.

On February 11, 2011, Palaeontol B.V. was incorporated
in the Netherlands as an investment holding company with
limited liability and wholly owned by Palaeontol Cotperatief
U.A.. The authorized share capital of the Palaeontol B.V. is
90,000 euros and is divided into 90,000 ordinary shares of
one euro each.

Acquisition of participating interest in oilfield in
Kazakhstan.

On February 14, 2011, Palaeontol B.V. (“the Purchaser”),
a wholly-owned subsidiary of the Company, entered into
a purchase agreement with BMB Munai, Inc. (“the Seller”),
which is a Nevada corporation listed on the American
Stock Exchange and an independent third party, pursuant
to which the Purchaser conditionally agreed to acquire
all right, title and interest relating to certain oilfields in
Kazakhstan held by Emir-Oil LLC (“Target Company”)
and all right, title and interest in and to the loans made
by the Seller to the Target Company for an aggregate
consideration of US$170 million (subject to adjustment).
The closing of the transaction is subject to the fulfilment of
a number of conditions precedents.

R TAR

el

R—ZZE——F= A N\H
Palaeontol Codperatief U.A. £ fir
MaAEMKY - ZTRARAEEEDR
¥ HEEE  ME New Ventures
Corporation A MIE 7 Bl f £ # i%
99%#M11% °

RZTE——F=_HA+—H8H "
Palaeontol B.V7E fa7 B &+ it ik 32 -
ZTRARIARBREENKRERR
A B] + H Palaeontol Cotperatief
UA 2 & A - Palaeontol B.V. A
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Notes to the Consolidated Financial Statements (continued)

Acquisition of participating interest in oilfield in
Kazakhstan. (Continued)

The Company has granted Acap Limited, which is
providing general consulting services to the Company
in relation to above acquisition, a right to co-invest with
the Company or its associates for up to 9.9% of the
assets acquired in the acquisition, on the same term
and condition under the Purchase Agreement within 36
months from the closing of the transaction. The Company
also agreed to pay certain fees to Acap Limited, including
a monthly retainer and a success fee equating to 2.5%
of the consideration payable on closing date and, in the
event that the Seller or its affiliates fail to consummate the
acquisition with the Company or its affiliates, a break-up
fee equating to 10% of any fees or compensation received
or to be received by the Company.

Proposed dividend

A dividend in respect of the year ended December 31,
2010 of HK$0.035 per share, amounting to a total dividend
of HK$92,447,000 (RMB77,933,000) is to be proposed at
the annual general meeting on May 6, 2011. These financial
statements do not reflect this dividend payable (Note 26).
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