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MEI EURO FINANCE LIMITED

(incorporated with limited liability under the laws of Mauritius)

US$250,000,000 8.75% Guaranteed Notes due 2010
unconditionally and irrevocably guaranteed by

PT MEDCO ENERGI INTERNASIONAL TBK

(incorporated with limited liability under the laws of the Republic of Indonesia)

Issue Price: 99.011%

The US$250,000,000 8.75% Guaranteed Notes due 2010 (the “Notes”) to be issued by MEI Euro Finance Limited
(the “Issuer”) will bear interest from May 22, 2003 (the “Issue Date”) at the rate of 8.75% per annum payable
semi-annually in arrear on May 22 and November 22 each year (each, an “Interest Payment Date”) commencing
on November 22, 2003. The Notes will rank pari passu and form a single series with the Exchange Notes (as
defined below). See “Capitalization” and “Concurrent Exchange Offer and Consent Fee Offer”.

Payments on the Notes will be made in U.S. dollars without deduction for or on account of taxes imposed or
levied by Mauritius or the Republic of Indonesia (“Indonesia™) to the extent described under “Terms and
Conditions of the Notes — Taxation”. PT Medco Energi Internasional Tbk (the “Guarantor” or “Medco Energi”)
will unconditionally and irrevocably guarantee (the “Guarantee”) the due and punctual payment of all amounts
at any time becoming due and payable in respect of the Notes.

The Notes will mature on May 22, 2010, but may be redeemed before then, in whole or in part, at the option of
the Noteholder (as defined below), at a redemption price equal to the principal amount thereof, plus accrued
interest to the redemption date (plus additional amounts due thereon, if any), on the Interest Payment Date falling
on or about the fifth anniversary of the Issue Date. See “Terms and Conditions of the Notes — Redemption at
the option of Noteholders”. The Notes are subject to redemption in whole at their principal amount at the option
of the Issuer at any time in the event of certain changes affecting taxation in Mauritius or Indonesia. See “Terms
and Conditions of the Notes — Redemption for tax reasons”.

Investing in the Notes involves certain risks. See “Risk Factors” beginning on page 12.

The Notes have not been and will not be registered under the U.S. Securities Act of 1933 (the “Securities Act”)
and may not be offered or sold except pursuant to an exemption from, or in a transaction not subject to, the
registration requirements of the Securities Act. Accordingly, the Notes are being offered and sold in the United
States only to Qualified Institutional Buyers (as defined in Rule 144 A under the Securities Act) and to certain
non-U.S. persons in offshore transactions in reliance on Regulation S under the Securities Act. See “Transfer
Restrictions”.

Application will be made to the Singapore Exchange Securities Trading Limited (the “SGX-ST”) for permission
to deal in and quotation for the Notes on the SGX-ST. Such permission will be granted when the Notes have been
admitted to the Official List of the SGX-ST. The SGX-ST assumes no responsibility for the correctness of any
of the statements made or opinions or reports contained in this Offering Circular. Admission to the Official List
of the SGX-ST is not to be taken as an indication of the merits of the Issuer, the Guarantor or the Notes. The Issuer
has applied for the Notes to be designated for trading on the PORTAL Market of the National Association of
Securities Dealers, Inc.

The Notes will be in the denomination of US$1,000 each or integral multiples thereof. The Notes will be traded
on the SGX-ST in minimum board lot size of US$200,000 as long as any of the Notes remain listed on the
SGX-ST.

The Notes have been rated B+ by Standard and Poor’s Ratings Group, a division of McGraw-Hill Companies, Inc.
(“Standard & Poor’s”), and B3 by Moody’s Investors Service, Inc. (“Moody’s”). A security rating is not a
recommendation to buy, sell or hold securities and may be subject to suspension, reduction or withdrawal at any
time by the assigning rating agency.

It is expected that delivery of the Notes will be made in book-entry form through the facilities of the Depository

Trust Company (“DTC”), Euroclear Banking S.A./N.V. as operator of the Euroclear System (“Euroclear”) and
Clearstream Banking, société anonyme, Luxembourg (“Clearstream”) on or about May 22, 2003.

Joint Bookrunner and Lead Manager

UBS Warburg



SHILINOTIA

005

NOISN31X3 SS
HVdINVM

saladoid uonesoidx3 N o)bueg

seliadoud Buionpoud
pue juswdojeneqg | |

ANYAWOO FHL 40 SXO0749 DNIONAOHd ANV LNINJOTIAIA ‘NOILYHOTdXT
PN L S

oAl




TABLE OF CONTENTS

Page
CERTAIN TERMS AND CONVENTIONS ... ... . . . e vi
AVAILABLE INFORMATION . ... . e vii
ENFOR CEMENT . .. e e e e e e e e e vii
FORWARD LOOKING STATEMENTS

AND ASSOCIATED RISKS ... e X
CURRENCY OF PRESENTATION AND EXCHANGE RATES ................... X
OFFERING CIRCULAR SUMMARY ... . e 1
RISK FACTORS ... e e e e 12
USE OF PROCEEDS . .. . e e e e e e e e e e 25
CAPITALIZATION .. e e e e 26
SELECTED CONSOLIDATED FINANCIAL, OPERATING

AND RESERVE DAT A ... e e 27
MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS ................. 31
INDUS T RY . e 43
BUSINESS OF THE COMPANY . ... . s 49
MANAGEMENT .. e 75
PRINCIPAL SHAREHOLDERS . . ... e 78
DESCRIPTION OF THE ISSUER ... ... . . e 80
TERMS AND CONDITIONS OF THE NOTES . ..... .. ... .. . . .. 81
DESCRIPTION OF THE NOTES WHILE IN GLOBAL FORM ................... 101
CONCURRENT EXCHANGE OFFER AND CONSENT FEE OFFER .............. 104
PLAN OF DISTRIBUTION ... . e e e 105
TRANSFER RESTRICTIONS . ... e e e e 107
GLOBAL CLEARANCE AND SETTLEMENT ... ... . ... . ... . .. ... 111
TAX ATION . e 114
SUMMARY OF SIGNIFICANT DIFFERENCES BETWEEN

INDONESIAN GAAP AND U.S. GAAP .. ... . e 119
LEGAL MATTERS ... e e e e 124
INDEPENDENT AUDITORS’ REPORT ... ... .. . . . i 124
EXPER TS . e 124
RATINGS . e 124
GENERAL INFORMATION . ... e e s 125
GLOSS ARY . e 126
RESERVE CERTIFICATIONS OF GAFFNEY, CLINE & ASSOCIATES

(CONSULTANTS) PTE LTD ... . e e e e e e A-1
CONSOLIDATED FINANCIAL STATEMENTS ... ... .. .. . . . . .. F-1

ii



The Notes sold in reliance on Rule 144A (“Rule 144A”) under the Securities Act will be
represented by a global Note (the “Rule 144A Global Note”) in fully registered form, without
coupons, deposited on the Issue Date with JPMorgan Chase Bank as custodian for, and registered
in the name of a nominee for, DTC. The Notes sold in offshore transactions in reliance on
Regulation S (“Regulation S”) under the Securities Act will be represented by a global Note (the
“Regulation S Global Note”) in fully registered form, without coupons, deposited with JPMorgan
Chase Bank as common depositary for Euroclear and Clearstream and registered in the name of
Chase Nominees Limited, as nominee for such common depositary. The Rule 144A Global Note
and the Regulation S Global Note are together referred to herein as the “Global Notes”. Beneficial
interests in the Global Notes will be shown on, and transfers thereof will be effected only through
records maintained by, DTC, Euroclear and Clearstream and their respective direct and indirect
participants and accountholders. Except in the limited circumstances described herein, Notes
represented by definitive certificates (“Definitive Notes”) will not be issued in exchange for
beneficial interests in the Global Notes. See “Description of the Notes while in Global Form —
Book-entry; Delivery and Form”, “— Global Notes” and “— Definitive Notes”.

Each of the Issuer and the Guarantor accepts responsibility for the information contained in
this Offering Circular. Having made all reasonable inquiries, each of the Issuer and the Guarantor
confirms that this document contains all information with respect to the Issuer, the Guarantor, its
subsidiaries and the Notes that is material in the context of the issue and offering of the Notes,
and that the information in this Offering Circular is true and accurate in all material respects, that
the opinions and intentions expressed in this Offering Circular are honestly held and are not
misleading in any material respect, that neither the Issuer nor the Guarantor is aware of any other
facts the omission of which in its reasonable opinion might make this document as a whole or any
of such information or the expression of any such opinions or intentions materially misleading,
and that all reasonable inquiries have been made by the Issuer and the Guarantor to verify the
accuracy of such information. Where information contained in this Offering Circular includes
extracts from summaries of information and data from various published and private sources, each
of the Issuer and the Guarantor accepts responsibility for accurately reproducing such summaries
and data but accepts no further or other responsibility in respect of such information.

This Offering Circular is confidential and has been prepared by the Issuer and the Guarantor
solely for use in connection with the proposed private placement of the Notes described herein.
Each of the Issuer, the Guarantor and the Joint Lead Managers reserve the right to reject any offer
to purchase Notes, in whole or in part, for any reason. This Offering Circular is personal to each
offeree and does not constitute an offer to any other person or to the public generally to subscribe
for or otherwise acquire the Notes. Except as required by the SGX-ST, any disclosure of any of
the contents of this Offering Circular (other than the U.S. federal tax treatment and the tax
structure of the transaction and all materials of any kind, including opinions or other U.S. federal
tax analyses, relating to such tax treatment and tax structure), without the prior written consent of
the Issuer and the Guarantor, is prohibited. Each prospective purchaser, by accepting delivery of
this Offering Circular, agrees to the foregoing and to make no photocopies of this Offering
Circular or any documents attached hereto.

The Notes have not been and will not be registered under the Securities Act or any state
securities laws and, unless so registered, may not be offered or sold except pursuant to an
exemption from, or in a transaction not subject to, the registration requirements of the Securities
Act and applicable state securities laws. This offering is being made in reliance on an exemption
from registration under the Securities Act for an offer and sale of securities which does not
involve a public offer. Each purchaser will be deemed to have made certain acknowledgments,
representations and agreements as set forth under “Transfer Restrictions”. Prospective purchasers
are hereby notified that the seller may be relying on the exemption from the provision of Section
5 of the Securities Act provided by Rule 144A under the Securities Act. For a description of
certain further restrictions on resale of the Notes, see “Transfer Restrictions”.

Neither the U.S. Securities and Exchange Commission (the “Commission”) nor any state
securities commission in the United States has approved or disapproved of these securities or
determined if this Offering Circular is truthful, complete or adequate. Any representation to the
contrary is a criminal offense.
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The distribution of this Offering Circular and the offer, sale and delivery of the Notes in
certain jurisdictions may be restricted by law. Persons into whose possession this Offering Circular
comes are required by each of the Issuer, the Guarantor and the Joint Lead Managers to inform
themselves about and to observe any such restrictions. No action is being taken to permit a public
offering of the Notes or the distribution of this document (in preliminary or final form) in any
jurisdiction where action would be required for such purposes. No representation or warranty,
express or implied, is made as to the accuracy or completeness of the information set forth herein,
and nothing contained in this Offering Circular is, or shall be relied upon as, a promise or
representation, whether as to the past or the future. None of the Joint Lead Managers, the Trustee,
the Registrar, the Paying Agents and the Transfer Agents (each as defined below) has
independently verified any of such information and assume no responsibility for its accuracy or
completeness.

No person has been or is authorized to give any information or to make any representations
concerning the Issuer, the Guarantor, its subsidiaries or the Notes other than those contained in
this Offering Circular in connection with this offering, and if given or made, any such other
information or representations should not be relied upon as having been authorized by the Issuer,
the Guarantor or the Joint Lead Managers. Neither the delivery of this document nor any offering,
sale or delivery made hereunder shall, under any circumstance, create any implication that the
information contained herein is correct at any date subsequent to the date hereof. This Offering
Circular does not constitute an offer of, or an invitation by or on behalf of the Issuer, the
Guarantor or the Joint Lead Managers to subscribe for or purchase, any of the Notes, and may not
be used for the purpose of an offer to or a solicitation by anyone, in any jurisdiction or in any
circumstances in which such offer or solicitation is not authorized or is unlawful.

The Joint Lead Managers, the Trustee, the Registrar, the Paying Agents and the Transfer
Agents do not make any representation or warranty, express or implied, as to the accuracy or
completeness of the information contained in this Offering Circular. Each person receiving this
Offering Circular acknowledges that such person has not relied on the Joint Lead Managers, the
Trustee, the Registrar, the Paying Agents and the Transfer Agents or any person affiliated with any
of them in connection with its investigation of the accuracy of such information or its investment
decision. Each person contemplating making an investment in the Notes must make its own
investigation and analysis of the creditworthiness of the Issuer and the Guarantor and its own
determination of the suitability of any such investment, with particular reference to its own
investment objectives and experience, and any other factors which may be relevant to it in
connection with such investment. Each person should not construe the contents of this Offering
Circular as legal, business or tax advice and should be aware that it may be required to bear the
financial risks of an investment in the Notes for an indefinite period of time. Each person should
consult its own counsel, accountant and other advisors as to legal, tax, business, financial and
related aspects of a purchase of the Notes.

The Joint Lead Managers and their affiliates have performed and expect to perform in the
future various financial advisory, investment banking and commercial banking services for the
Issuer, the Guarantor and each of their affiliates.

This Offering Circular has not been registered as a prospectus with the Monetary Authority
of Singapore and the Notes are offered by the Issuer pursuant to exemptions invoked under
Sections 274 and 275 of the Securities and Futures Act (Chapter 289) of Singapore (the “SFA”).
Accordingly, this Offering Circular and any other document or material in connection with the
offer or sale, or invitation for subscription or purchase, of the Notes may not be circulated or
distributed, nor may the Notes be offered or sold, or be made the subject of an invitation for
subscription or purchase, whether directly or indirectly, to the public or any member of the public
in Singapore other than (i) to an institutional investor or other person specified in Section 274 of
the SFA, (ii) to a sophisticated investor, and in accordance with the conditions, specified in
Section 275 of the SFA or (iii) otherwise pursuant to, and in accordance with the conditions of,
any other applicable provision of the SFA. A copy of this Offering Circular has been lodged with
the Monetary Authority of Singapore as an information memorandum for the purpose of Section
275 of the SFA.
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The Notes may not be offered or sold to persons in the United Kingdom except to persons
whose ordinary activities involve them in acquiring, holding, managing or disposing of
investments (as principal or agent) for the purposes of their businesses or otherwise in
circumstances which do not and will not constitute an offer to the public in the United Kingdom
within the meaning of the Public Offers of Securities Regulations 1995. Neither this Offering
Circular nor any other communication or document relating to the issue or sale of any Notes may
be made or distributed otherwise than to (i) persons outside the United Kingdom; or (ii) persons
having professional experience in matters relating to investments who fall within the definition of
“investment professionals” in article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotions) Order 2001; or (iii) high net worth bodies corporate, unincorporated
associations and partnerships and the trustees of high value trusts, as described in article 49(2) of
the Financial Services and Markets Act 2000 (Financial Promotions) Order 2001. Persons within
the United Kingdom who receive this communication (other than persons falling within (ii) and
(iii) above) should not rely on or act upon the contents of this communication. All applicable
provisions of the Financial Services Markets Act 2000 must be complied with respect to anything
done in relation to the Notes in from or otherwise involving the United Kingdom.

This Offering Circular may only be distributed or passed on outside Indonesia to persons
who are neither citizens of Indonesia (wherever located) nor residents in Indonesia. The Notes
may not be offered or sold, directly or indirectly, in Indonesia in a manner which constitutes a
public offering under the laws and regulations of Indonesia.

The Notes may not be offered or sold, directly or indirectly, in Mauritius or to any resident
of Mauritius, except as permitted by applicable Mauritian law.

NOTICE TO NEW HAMPSHIRE RESIDENTS

Neither the fact that a registration statement or an application for a license
has been filed under Chapter 421-b, or RSA 421-b, of the New Hampshire
Revised Statutes with the State of New Hampshire nor the fact that a security
is effectively registered or a person is licensed in the State of New Hampshire
constitutes a finding by the Secretary of State of New Hampshire that any
document filed under RSA 421-b is true, complete and not misleading. Neither
any such fact nor the fact that an exemption or exception is available for a
security or a transaction means that the Secretary of State of New Hampshire
has passed in any way upon the merits or qualifications of, or recommended or
given approval to, any person, security or transaction. It is unlawful to make,
or cause to be made, to any prospective purchaser, customer or client any
representation inconsistent with the provisions of this paragraph.



CERTAIN TERMS AND CONVENTIONS

Unless indicated otherwise, in this Offering Circular all references to (i) the “Issuer” are to
MEI Euro Finance Limited, (ii) the “Guarantor” and “Medco Energi” are to PT Medco Energi
Internasional Tbk, and (iii) the “Company” are to the Guarantor and its consolidated subsidiaries.

Certain terms used herein are defined in the “Glossary” contained elsewhere in this Offering
Circular. All references herein to “Indonesia” are references to the Republic of Indonesia.
References to the “United States” or “U.S.” are to the United States of America. References herein
to “US$”, “$” or “U.S. dollars” are to United States dollars and references to “Rupiah” or “Rp.”
are to Indonesian Rupiah. Certain amounts (including percentage amounts) have been rounded for
convenience; as a result, certain figures may not sum to total amounts or equal quotients.

The Company’s financial statements are prepared using accounting principles, procedures and
reporting practices generally accepted in Indonesia (“Indonesian GAAP”) and are not intended to
present the Company’s financial condition, results of operations and cash flows in accordance with
accounting principles and practices generally accepted in countries and jurisdictions, including the
United States, other than those in Indonesia. The material differences between Indonesian GAAP
and generally accepted accounting principles in the United States (“U.S. GAAP”) as applicable to
the Company are discussed under the caption “Summary of Significant Differences between
Indonesian GAAP and U.S. GAAP”.

Indonesia’s oil and gas resources are controlled by the government of Indonesia (the
“Government”). A new oil and gas law was enacted in October 2001 (the “New Oil and Gas
Law”). Prior to the enactment of the New Oil and Gas Law, the Indonesian state owned oil and
gas company, Perusahaan Pertambangan Minyak dan Gas Bumi Negara (“Pertamina”), managed all
of Indonesia’s oil and gas resources on behalf of the Government. In most cases, Pertamina
entered into production sharing arrangements with private sector energy companies entitling such
private sector energy companies to a portion of the production from the fields in the applicable
production sharing area. Under the New Oil and Gas Law, BPMigas, a non-profit Government-
owned board, has replaced Pertamina as the Government party to all production sharing
arrangements. Under the terms of the New Oil and Gas Law, on the establishment of BPMigas, all
rights and obligations of Pertamina under production sharing arrangements were transferred to
BPMigas. It is expected that a further instrument will be executed (currently expected to take
place by mid-2003) to formally reflect the new Government party to such production sharing
arrangements. Under the New Oil and Gas Law, Pertamina is to be converted into a limited
liability operating company (“PT Pertamina Persero”) and is to compete on an equal basis with
other regulated oil and gas companies in Indonesia. PT Pertamina Persero will also be required to
enter into a production sharing arrangement or other form of cooperation contract with BPMigas
for continued explorations and exploitation of the fields retained by Pertamina.

The information on the Company’s historical natural gas and oil reserves presented in this
Offering Circular is based on estimates of such reserves underlying the properties in which the
Company has an interest under production sharing arrangements with BPMigas. Proved reserves
are those quantities of petroleum which, by analysis of geological and engineering data, can be
estimated with reasonable certainty to be commercially recoverable, from a given date forward,
from known reservoirs and under current economic conditions, operating methods, and
Government regulations. Proved plus probable reserves are proved reserves plus those reserves
that are unproved reserves which analysis of geological and engineering data suggests are more
likely than not to be recoverable. Gross reserves are reserves attributable to the Company’s
effective interest prior to deduction of Government take payable to the Government as owner of
the reserves under the applicable contractual arrangement. Net reserves are reserves attributable to
the Company’s effective interest, after deduction of Government take payable to the Government
as owner of the reserves under the applicable contractual arrangement. In each case, the
Company’s effective interest is given after taking into account any dilution due to ownership
through subsidiaries which are less than wholly owned, directly or indirectly, by Medco Energi.
Unless otherwise indicated, all oil and gas reserve data of the Company included herein has been
derived from the reserve certifications of Gaffney, Cline & Associates (Consultants) Pte Ltd
(together, the “GCA Report”), independent petroleum engineering consultants, which excludes the
reserves of the Tuban and Lematang blocks acquired by the Company in 2002. The GCA Report is
contained elsewhere in this Offering Circular. All BPMigas interests shown herein, other than
working interests and income and revenue taxes, are considered to be Government take. Unless
otherwise indicated or in the case of oil prices, references to “crude oil” or “oil” include
condensate. Natural gas equivalents and crude oil equivalents are determined using the ratio of
5.85 Mcf of natural gas to one Bbl of crude oil, condensate or natural gas liquids.
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AVAILABLE INFORMATION

For so long as Notes remain outstanding and are “restricted securities” within the meaning of
Rule 144(a)(3) of the Securities Act, each of the Issuer and the Guarantor will furnish, upon the
request of any holder of such Notes, such information as is specified in paragraph (d)(4) of Rule
144 A under the Securities Act, to such holder or beneficial owner or to a prospective purchaser of
such Note or interest therein who is a “qualified institutional buyer” within the meaning of Rule
144 A, in order to permit compliance by such holder or beneficial owner with Rule 144A in
connection with the resale of such Note or beneficial interest therein in reliance on Rule 144A
unless, at the time of such request, the Issuer and the Guarantor are subject to the reporting
requirements of Section 13 or 15(d) of the United States Securities Exchange Act of 1934, as
amended (the “Exchange Act”), or are included in the list of foreign private issuers that claim
exemption from the registration requirements of Section 12(g) of the Exchange Act (and therefore
is required to furnish the Commission certain information pursuant to Rule 12g3-2(b) under the
Exchange Act). At the date of this Offering Circular, neither the Issuer nor the Guarantor was
included on the list of foreign private issuers that claim exemption from registration under Rule
12g3-2(b).

ENFORCEMENT

Enforcement of Foreign Judgments in Indonesia and Mauritius

The Issuer is incorporated in Mauritius and the Guarantor is incorporated in Indonesia. All of
the Issuer’s and all of the Guarantor’s commissioners, directors and executive officers (and certain
experts named in this Offering Circular) reside outside the United States, and all or a substantial
portion of the assets of the Issuer, the Guarantor and such persons are located outside the United
States. As a result, it may be difficult for investors to effect service of process upon such persons
within the United States, or to enforce against the Issuer, the Guarantor or such persons in U.S.
courts judgments obtained in U.S. courts, including judgments predicated upon the civil liability
provisions of the federal securities laws of the United States.

The Guarantor has been advised by its Indonesian counsel, Ery Yunasri & Partners, that
judgments of United States courts, including judgments predicated upon the civil liability
provisions of the federal securities laws of the United States, are not enforceable in Indonesian
courts and that there is doubt as to whether Indonesian courts will enter judgments in original
actions brought in Indonesian courts predicated solely upon the civil liability provisions of the
federal securities laws of the United States. Indonesian counsel has also advised the Guarantor
that a judgment of a foreign (non-Indonesian) court will not be enforceable by the courts of
Indonesia, although such a judgment could be admissible as evidence in a proceeding on the
underlying claim in an Indonesian court. Re-examination of the underlying claim de novo would
be required before the Indonesian court.

The Issuer has been advised by its Mauritian legal counsel, Juristconsult Chambers, that the
United States and Mauritius do not currently have a treaty providing for reciprocal recognition and
enforcement of judgments (other than arbitration awards) in civil and commercial matters.
Therefore, a final judgment for the payment of money rendered by any federal or state court in the
United States on civil liability, whether or not predicated solely upon the federal securities laws of
the United States, would not be enforceable in Mauritius. However, the party in whose favor such
final judgment is rendered may bring exequatur proceedings to render the U.S. judgment executory
before the Supreme Court based on a final judgment that has been obtained in the United States.
If and to the extent the Mauritian court were of the opinion that fairness and good faith so
required, it would, under current practice, give binding effect to the final judgment that has been
rendered in the United States unless such judgment contravened principles of public policy of
Mauritius. In addition, there is doubt as to whether a court in Mauritius would enter judgment in
original actions predicated solely upon the federal securities laws of the United States.
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Each of the Issuer and the Guarantor will designate CT Corporation System as its agent for
service of process in the United States with respect to the Notes, the Guarantee, the Agency
Agreement (as defined below) and the Trust Deed (as defined below).

Enforcement of the Guarantee in Indonesia

Pursuant to Presidential Decree No. 56/1998, the Guarantor is required to file particulars of
its offshore borrowings (including copies of the Guarantee) with Bank Indonesia, which must
include information on the total outstanding principal and interest, the complete terms of the
borrowing (including the terms of the loan and the grace period, the interest rate, other costs and
the purpose of the borrowing), as well as the names of the creditors. The provisions and
procedures are set forth in Bank Indonesia’s Decree No. 31/5/KEP/DIR. A monthly activity report,
due no later than the 15th day of the following month, must thereafter be submitted to Bank
Indonesia, and new offshore borrowings or changes in the terms of the borrowing must be filed
within 14 days from the date of signing of the new agreement or amendments to the existing
agreement. The Guarantor will undertake in the Guarantee to comply with all such requirements in
respect of the Guarantee. At present there are conflicting Indonesian Supreme Court decisions on
the question of whether such reporting requirements are administrative requirements only or
whether they will affect the validity or enforceability of the Guarantee. Failure to report to Bank
Indonesia and the Minister of Finance is punishable by a fine equal to 0.1% of the borrowing and
an additional Rp.500,000 penalty for each week past the deadline for submission of the relevant
reports. Indonesian counsel to the Guarantor, Ery Yunasri & Partners, has advised the Guarantor
that in its opinion, failure to make such filing and quarterly reports with Bank Indonesia is an
administrative matter only and will not invalidate the obligations of the Guarantor under the
Guarantee.

It is well-established under Indonesian law that a guarantor may waive its right to require the
obligee to exhaust its legal remedies against the obligor on a guaranteed obligation prior to the
obligee exercising its rights under the related guarantee, and that such waiver is enforceable
against the guarantor. The Guarantee contains a waiver of such obligation. In one recent case in
Indonesia, however, the district court imposed a condition precedent to the enforcement of a
guarantee that the obligee prove that all available legal remedies against the obligor had, in fact,
been exhausted. Although the appellate court reversed this decision, the case has been appealed to
the Supreme Court of Indonesia. The decision remains on appeal and there can be no assurance
that the Supreme Court will not reverse the appellate court in the instant case. In any event,
because prior decisions are not binding precedent in Indonesia at any level of the judicial
hierarchy, there can be no assurance that a future court might not impose a similar obligation on
the Noteholders (notwithstanding the waiver of such obligation in the Guarantee).
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FORWARD LOOKING STATEMENTS AND ASSOCIATED RISKS

This Offering Circular contains words such as “believe”, “plan”, “expect” and “anticipate”
and similar expressions that constitute “forward looking statements”. Specifically, statements under
the captions “Offering Circular Summary — The Company”, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”, “Risk Factors” and “Business of the
Company” relating to the following matters may include forward looking statements:

> the expected results of exploration, development, production and drilling activities, the
ability to extract oil and gas and related capital expenditures and investments,

> the anticipated demand and selling prices for, and ability to extract, oil and gas,
> environmental compliance and remediation,

> the anticipated demand for petroleum products and petrochemicals and related capital
expenditures and investments,

> future capital expenditures and investments in general,
> the ability of the Company to be and remain competitive,

> the Company’s financial position, business strategy and budgets and projected financial
and operating data and plans and objectives of management for future operations,

> the Company’s reserve estimates and classification of reserves,

> generation of future receivables, and

> sales to customers.

Such statements are subject to certain risks and uncertainties, including:

> economic, social and political conditions in Indonesia and other countries in which the
Company transacts business,

> increases in regulatory burdens in Indonesia and such countries, including
environmental regulations and compliance costs,

> changes in the Company’s relationship with the Government, BPMigas, Pertamina
and/or regional government authorities in Indonesia, and

> changes in import or export controls, duties, levies or taxes, either in international
markets or in Indonesia.

In addition, the expectations of the management of the Company with respect to exploration
activities, whether conducted by any subsidiary or affiliate of the Company, or any of their
suppliers, are subject to risks arising from the inherent difficulty of predicting the presence, yield
or quality of oil and gas deposits, as well as unknown or unforeseen difficulties in extracting,
transporting or processing any oil and gas found, or doing so on an economic basis.

Should one or more of these uncertainties or risks, among others, materialize, actual results
may vary materially from those estimated, anticipated or projected. Specifically, but without
limitation, capital costs could increase, projects could be delayed, and anticipated improvements in
production, capacity or performance might not be fully realized. Although the Company believes
that the expectations of its management as reflected by such forward looking statements are
reasonable based on information currently available to it, no assurances can be given that such
expectations will prove to have been correct. Accordingly, prospective purchasers are cautioned
not to place undue reliance on forward looking statements. In any event, these statements speak
only as of their dates, and the Company undertakes no obligation to update or revise any of them,
whether as a result of new information, future events or otherwise.
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CURRENCY OF PRESENTATION AND EXCHANGE RATES

The Company publishes its financial statements in accordance with Indonesian GAAP.
Effective January 1, 2002, the Company changed its reporting currency from Rupiah to U.S.
dollars based on Statement of Financial Accounting Standards PSAK No. 52, “Reporting
Currency” (“PSAK 527), which establishes the accounting standards for Indonesian companies that
use a currency other than Rupiah as their reporting and recording currency. The Company has
selected the U.S. dollar as its functional currency based on sales price, cash flows and expense
indicators required by PSAK 52. Accordingly, effective January 1, 2002, the Company maintains
its books of accounts and presents its financial statements in U.S. dollars. Previously, the
Company maintained its books of accounts and presented its financial statements in Rupiah. This
change has been approved by the Minister of Finance of Indonesia in his decree No. MEI-
641/PJ.42/2001 dated October 19, 2001. For comparative purposes, the consolidated financial
statements of the Company for the years ended December 31, 2000 and 2001 have been
remeasured and restated in U.S. dollars using the bases described under “Management’s Discussion
and Analysis of Financial Condition and Results of Operation — Significant Accounting
Standards”.

Prior to August 14, 1997, Bank Indonesia maintained the value of the Rupiah based on a
basket of currencies of Indonesia’s main trading partners. In July 1997, the exchange rate band
was widened, and on August 14, 1997, Bank Indonesia announced that it would no longer
intervene to maintain the exchange rate at any pre-determined level, if at all.

The following table shows the exchange rate of Rupiah for U.S. dollars based on the middle
exchange rates for the periods indicated. The Rupiah middle exchange rate is calculated based on
Bank Indonesia buying and selling rates. No representations are made that the Rupiah or U.S.
dollar amounts referred to herein could have been or could be converted into U.S. dollars or
Rupiah, as the case may be, at any particular rate or at all.

At period end  Average® High® Low?®
(Rp. per US$1.00)

1997 4,650 2,952 4,650 2,396
1998 . . 8,025 9,875 14,900 7,300
1999 . 7,100 7,809 8,950 6,726
2000 ... 9,595 8,505 9,750 6,850
2001 ... 10,400 10,265 11,675 8,865
2002 .. 8,940 9,261 10,320 8,730
2003 (through May 14) .................. 8,451 8,847 9,120 8,449

(1) The average of the middle exchange rate announced by Bank Indonesia on the last business day of each month during
the period, other than 2003 data, which is a daily average.

(2) The high and low amounts are determined based upon the month-end middle exchange rate announced by Bank
Indonesia, other than 2003 data, which is based on daily rates.

Source: Bank Indonesia



OFFERING CIRCULAR SUMMARY

The following summary is qualified in its entirety by the more detailed information and the
consolidated financial statements of the Company, including the notes thereto, appearing
elsewhere in this Offering Circular. Certain oil and gas and other terms are defined under
“Glossary”. Prospective purchasers should carefully consider the information set forth in “Risk
Factors”.

The Company

The Company is one of the largest private sector oil and gas companies in Indonesia, where
it is engaged in oil and gas exploration and production, onshore and offshore contract drilling and
methanol production. As of January 1, 2003, the Company’s estimated gross proved reserves of
168.0 MMBOE consisted of 146.8 MMBDbIs of oil and condensate and 124.0 Bcf of natural gas. As
of January 1, 2003, the Company’s estimated gross proved plus probable reserves of 513.7
MMBOE consisted of 232.4 MMBbls of oil and condensate and 1,645.5 Bcf of natural gas. For the
year 2002, the Company produced approximately 31 MMBbls of oil and condensate and
approximately 24 Bcf of natural gas, which places the Company as the third largest crude oil
producer by volume in Indonesia. The reserve data set forth above excludes the Company’s
interest in two fields acquired in 2002.

For the year ended December 31, 2002, the Company had revenues of US$420.7 million and
EBITDA of US$218.2 million.

The Company has the right to explore for and produce oil and gas over 43,222 square
kilometers in Indonesia under production sharing arrangements with BPMigas, Indonesia’s national
upstream oil and gas regulator. Under these production sharing arrangements, the Company is
entitled to recover its costs and earn an agreed after-tax profit share out of production once the
relevant block is declared commercially exploitable by BPMigas. See “Industry — Production
Sharing Arrangements”. The Company currently produces crude oil and natural gas from 535 wells
in four properties located in Sumatra and Kalimantan in Indonesia. Oil and gas production
accounted for 80.1% of the Company’s net sales and operating revenues and 91.1% of its EBITDA
in 2002.

The Company was established in 1980 as an Indonesian drilling contractor and has grown
substantially since becoming an exploration and production company in 1992. In particular, it
expanded its exploration and production activities with its acquisition of an interest in the Rimau
block in 1995. This acquisition was followed by the subsequent discovery of the Kaji and Semoga
fields in the Rimau block in 1996. Since January 2000, the Company has acquired interests in nine
additional blocks, two of which are currently producing, with the remainder under exploration and
development. As a result, the Company has grown its oil and gas production from approximately
17,500 Bbls/d and 48 MMcf/d in 1996 to approximately 86,700 Bbls/d and 66 MMcf/d in 2002.

The Company owns a fleet of 11 onshore drilling rigs and five offshore drilling rigs to
provide contract drilling services to oil and gas companies, mainly in Indonesia. The Company’s
offshore rigs include four submersible barge rigs and one jack-up rig. The contract drilling
operations of the Company are conducted by PT Apexindo Pratama Duta Tbk (“Apexindo”), which
is 77.5% owned by Medco Energi and whose shares were listed on the Jakarta Stock Exchange in
July 2002. Contract drilling accounted for 12.6% of the Company’s net sales and operating
revenues in 2002.

As part of the Company’s strategy of developing new markets for its natural gas reserves, the
Company assumed the operation of the Bunyu methanol plant in East Kalimantan in April 1997. In
2002, the Company delivered approximately 21 MMcf/d of gas to the plant from its Tarakan field
under a 10-year contract with Pertamina expiring in 2007. Methanol production accounted for
7.3% of the Company’s net sales and operating revenues in 2002.




Business Strengths

The Company believes its key business strengths are as follows:

>

U.S. dollar revenue from international offtakers. Substantially all of the Company’s
oil and gas sales contracts and drilling contracts are denominated in U.S. dollars,
providing the Company with protection against any significant depreciation in the value
of the Rupiah against the U.S. dollar. For the past three years, substantially all of the
Company’s revenues were denominated in U.S. dollars and approximately 58% of the
Company’s net oil entitlement was sold to international buyers.

Quality reserve portfolio of producing and development assets. The Company’s high
quality production blocks have enabled the Company to rapidly commercialize
exploration successes into producing blocks. As of January 1, 2003, approximately 87%
of the Company’s gross proved oil and gas reserves were developed with established
production profiles. In addition, the Company’s probable natural gas reserves offer
significant development potential. As of January 1, 2003, approximately 28% of the
Company’s gross proved plus probable oil and gas reserves were developed.

Competitive cost structure. The Company believes that it has on average one of the
lowest finding and development costs, and one of the lowest operation and production
costs, among oil and gas operators in Indonesia. For 2002, the Company’s lifting cost
was US$2.89 per BOE. Its average finding and development cost for the three-year
period ended December 31, 2002 was US$2.69 per BOE.

Historically successful domestic acquisition and development strategy. The Rimau
block, acquired in 1995, was successfully explored, developed and producing within 18
months of acquisition and has provided the Company with substantial production
growth. Since January 2000, the Company has acquired interests in nine additional
blocks, two of which are currently producing, with the remainder under exploration and
development. Of these exploration and development properties, the largest block
measured by reserves is Senoro-Toili, which had gross probable oil and gas reserves of
252.0 MMBOE as at January 1, 2003.

Strategic relationship with PTTEP. The Company expects to benefit from PTTEP’s
investment in the Company and the strategic relationship that they have formed,
together with the complementary nature of their strengths and competencies. Since
PTTEP’s investment, senior PTTEP personnel have been assisting the Company in areas
such as corporate planning and finance, as well as providing the Company with
technical guidance and knowledge.

Domestic operator with experienced management team. Members of the Company’s
senior management team have more than 20 years’ experience in oil and gas
exploration, production and contract drilling. As an entrepreneurial Indonesian operator
benefitting from local knowledge, a competitive cost structure and good relations with
the Government and the oil and gas community, the Company believes it has an
advantage in competing for new blocks and bidding out drilling contracts over other oil
and gas companies operating in Indonesia, as well as for developing markets for its
natural gas.




Business Strategy

The principal components of the Company’s strategy are as follows:

>

>

>

Replace and add reserves through exploration and acquisitions.
Develop new markets for uncommitted natural gas.
Maintain financial flexibility and a prudent financial structure.

Continue to foster support from local communities through the implementation of
development and social programs.

Continue to improve corporate governance standards.

Medco Energi’s registered and principal executive office is located at 16th Floor, Graha
Niaga, J1. Jend. Sudirman Kav. 58, Jakarta 12190, Indonesia.




The Offering

Issuer. . ....... ... ... . ... .. ...
Guarantor. . .. ....... ...

The Issue.....................

Issue Price. .. .................

Guarantee ............... ...

Issue Date . . ..................
Maturity Date . ................

Redemption at the option of the
Noteholder ...................

Interest .. ...... ... ... ... ...

Denomination. . . ...............

Withholding taxes ..............

Ranking............ ... ... ....

MEI Euro Finance Limited.
PT Medco Energi Internasional Tbk.

US$250,000,000 aggregate principal amount of 8.75%
Guaranteed Notes due 2010.

99.011% of the principal amount of the Notes.

Payment of principal, interest and any additional amounts
on the Notes is irrevocably and unconditionally guaranteed
by the Guarantor.

May 22, 2003
May 22, 2010.

The Notes may be redeemed, in whole or in part, at the
option of the Noteholder, at a redemption price equal to the
principal amount thereof, plus accrued interest to the
redemption date (plus additional amounts due thereon, if
any), on the Interest Payment Date falling on or about the
fifth anniversary of the Issue Date.

The Notes will bear interest from the Issue Date at the rate
of 8.75% per annum and will be payable semi-annually in
arrear on May 22 and November 22 of each year.

The Notes will be in the denomination of US$1,000 each or
integral multiples thereof. The Notes will be traded on the
SGX-ST in minimum board lot size of US$200,000 as long
as any of the Notes remain listed on the SGX-ST.

Payment of principal of, and interest on, the Notes and any
additional amounts on the Notes will be made by the Issuer
through JPMorgan Chase Bank, London Branch as principal
paying agent in immediately available funds. All payments
in respect of the Notes and the Guarantee shall be made
free and clear of, and without withholding or deduction for
Mauritius or Indonesian taxes. In the event that the Issuer
or the Guarantor is required by law to deduct or withhold
Mauritius or Indonesian taxes, the Issuer or the Guarantor,
as the case may be, will pay additional amounts (subject to
certain exceptions) in respect of such withholding tax on
such payments.

The Notes constitute direct, general and unconditional
obligations of the Issuer which will at all times rank pari
passu and without any preference among themselves and at
least pari passu with all other present and future unsecured
obligations of the Issuer, save for such obligations as may
be preferred by provisions of law that are both mandatory
and of general application. The Guarantee of the Notes
constitutes direct, general and unconditional obligations of
the Guarantor which will at all times rank at least pari
passu and without any preference with all other present and
future unsecured obligations of the Guarantor, save for such
obligations as may be preferred by provisions of law that
are both mandatory and of general application. The Notes
and the Guarantee will be effectively subordinated to any
other secured obligations of the Issuer and the Guarantor to
the extent of the assets serving as security therefor and to
all obligations of subsidiaries of the Guarantor with respect
to the assets of such subsidiaries.




Optional Tax Redemption. ........

Certain Covenants . .............

Events of Default. ... ...........

Use of Proceeds. . . .............

Book-entry; Delivery and form . ...

Listing and Trading . .. ..........

Subject to certain exceptions and as more fully described
herein, the Notes may be redeemed, in whole but not in
part, at the option of the Issuer, at a redemption price equal
to the principal amount thereof, plus accrued interest to the
redemption date (plus additional amounts due thereon, if
any) if, as a result of certain changes in the laws, treaties,
regulations or rulings (or the application or interpretation
thereof) affecting Mauritian or Indonesian taxes, the Issuer
or the Guarantor would be required to pay certain
additional amounts.

The Issuer and the Guarantor have agreed in the Notes and
the Conditions related thereto to observe certain covenants,
including, among other things, covenants as to maintenance
of certain financial ratios; incurrence of additional debt;
grant of security interests; payment of dividends; mergers,
acquisitions and disposals and certain other covenants.

Certain events will permit acceleration of the principal of
the Notes (together with all interest and additional amounts
accrued and unpaid thereon). These events include default
with respect to the payment of principal of, or interest or
additional amounts on, the Notes.

The Issuer will lend the net proceeds from the sale of the
Notes to the Guarantor. The Guarantor intends to use the
net proceeds of the issue of the Notes, expected to be
approximately US$243,277,500 after deduction of fees and
commissions but prior to deduction of expenses incurred in
connection with the issue of the Notes, to finance its
exploration, development and production activities in
Indonesia as well as for acquisitions of oil and gas
reserves, as additional working capital for its exploration,
development and production business and for other general
corporate purposes relating directly to its exploration,
development and production business.

Notes sold in reliance on Rule 144A will be represented by
a Rule 144A Global Note in fully registered form without
interest coupons deposited with JPMorgan Chase Bank as
custodian for, and registered in the name of a nominee for,
DTC. Notes sold in offshore transactions in reliance on
Regulation S will be represented by a Regulation S Global
Note in fully registered form without interest coupons
deposited with JPMorgan Chase Bank as common
depositary for Euroclear and Clearstream and registered in
the name of Chase Nominees Limited, as nominee for such
common depositary.

Application will be made to the SGX-ST for permission to
deal in and quotation for the Notes on the SGX-ST. Such
permission will be granted when the Notes have been
admitted to the Official List of the SGX-ST. The SGX-ST
assumes no responsibility for the correctness of any of the
statements made or opinions or reports contained in this
Offering Circular. Admission to the Official List of the
SGX-ST is not to be taken as an indication of the merits of
the Issuer, the Guarantor or the Notes. The Issuer will
apply for the Notes to be designated for trading on the
PORTAL Market of the National Association of Securities
Dealers, Inc.




Principal Paying Agent, Principal
Transfer Agent and Registrar . . .. ..

Paying Agents . ................

Transfer Agent. ... .............

Trustee. . . ......... ... ... . ...,

Governing law . .. ..............

Ratings . ........ ... .. .. .. ...

Concurrent Exchange and Consent
Fee Offer. . ... ... ... ... .. ...

JPMorgan Chase Bank, London Branch, will act as the
principal paying agent (the “Principal Paying Agent”), the
principal transfer agent (the “Principal Transfer Agent”)
and the registrar (the “Registrar”) under the agency
agreement (the “Agency Agreement”) to be executed
between, among others, the Issuer, the Guarantor and the
Principal Paying Agent.

JPMorgan Chase Bank will act as the paying agent in New
York, and JPMorgan Chase Bank, Singapore Branch, will
act as the paying agent in Singapore (each a “Paying
Agent” and together with the Principal Paying Agent, the
“Paying Agents”), under the Agency Agreement.

JPMorgan Chase Bank will act as the transfer agent in New
York (and together with the Principal Transfer Agent, the
“Transfer Agents”), under the Agency Agreement.

J.P. Morgan Corporate Trustee Services Limited will act as
the trustee (the “Trustee”) under the trust deed (the “Trust
Deed”) to be executed between the Issuer, the Guarantor
and the Trustee.

The Conditions and the Notes will be governed by, and
construed in accordance with, the laws of England.

The Notes have been rated B+ by Standard & Poor’s and
B3 by Moody’s. A security rating is not a recommendation
to buy, sell or hold securities and may be subject to
suspension, reduction or withdrawal at any time by the
assigning rating agency.

The Issuer is offering (the “Exchange Offer”) U.S. dollar
8.75% Guaranteed Notes due 2010 (the “Exchange Notes™)
to be issued by the Issuer and guaranteed by the Guarantor
in exchange for the US$100,000,000 10.00% Guaranteed
Notes due 2007 (the “Existing Notes”) issued by the Issuer
and guaranteed by the Guarantor on March 19, 2002.
Holders of Existing Notes who wish to participate in the
Exchange Offer must deliver voting instructions in relation
to their Existing Notes tendered in favor of an
Extraordinary Resolution of holders of Existing Notes (the
“Amending Resolution”) implementing certain amendments
to the terms and conditions of the Existing Notes.

The Exchange Notes will rank pari passu and form a single
series with the Notes.

The Issuer is also offering (the “Consent Fee Offer”) to pay
a fee (the “Consent Fee”) to holders of Existing Notes who
vote in favor of the Amending Resolution.

The Exchange Offer, the Consent Fee Offer and the issue
of the Notes are conditional upon, among other things, the
Amending Resolution having been duly passed at the
meeting of Holders of Existing Notes.

Subject to the fulfilment of the conditions precedent
thereto, the Exchange Offer and the Consent Fee Offer are
expected to be consummated on or before the Issue Date.




Risk Factors

Based on the tenders of Existing Notes received as of
5:00 p.m. London time (11:00 p.m. Jakarta time) on
May 13, 2003, and subject to revision and change,
US$73,000,000 aggregate principal amount of Existing
Notes are currently proposed to be exchanged for
US$75,931,000 aggregate principal amount of Exchange
Notes in the Exchange Offer.

See “Concurrent Exchange Offer and Consent Fee Offer”.

Investment in the Notes involves risks which are described
in the “Risk Factors” section of this Offering Circular.




Summary Historical Consolidated Financial Data

The following tables set forth certain summary historical consolidated financial data for the
Company as of the dates and for each of the periods indicated. The summary historical
consolidated financial data as of and for the years ended December 31, 2000, 2001 and 2002 has
been derived from the consolidated financial statements of the Company audited by Hans
Tuanakotta & Mustofa (a member of Deloitte Touche Tohmatsu), independent auditors. The
Company’s consolidated financial statements have been prepared in accordance with Indonesian
GAAP, which differ in certain respects from U.S. GAAP. See “Summary of Significant Differences
between Indonesian GAAP and U.S. GAAP” and “Risk Factors — Risks Relating to the Company
— Indonesian corporate and other disclosure and accounting standards differ from those in the
United States, countries in the European Union and other jurisdictions”. The following information
should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition
and Results of Operations”, the consolidated financial statements of the Company and the notes
thereto included elsewhere in this Offering Circular. Effective January 1, 2002, the Company
changed its reporting currency from Rupiah to U.S. dollars based on PSAK 52, which establishes
the accounting standards for Indonesian companies that use a currency other than Rupiah as their
reporting and recording currency. Previously, the Company maintained its books of accounts and
presented its consolidated financial statements in Rupiah. For comparative purposes, the
consolidated financial statements of the Company for the years ended December 31, 2000 and
2001 have been remeasured and restated in U.S. dollars using the bases described under
“Management’s Discussion and Analysis of Financial Condition and Results of Operation —
Significant Accounting Standards”.

Year ended December 31,

2002 2001 2000
(As restated) (As restated)

(USS$ in thousands,

except where otherwise indicated)
Consolidated statement of income data:
Net sales and operating revenues:

Oil and gas sales . . .... ... ... . ... ... 337,046 299,596 286,064
Drilling operations. . . . . .. ... ... 52,896 56,863 42,753
Methanol sales . . . .. ... ... . ... 30,776 28,390 21,025
Total net sales and operating revenues . ... ............... 420,718 384,849 349,842
Cost of sales and direct expenses . . . ... ................. 211,840 158,776 151,535
Gross profit . .. .. ... 208,878 226,073 198,307
Operating expenses:
General and administrative . . . .. ... ... ... ... ... ...... 46,432 29,311 33,117
Selling. . . . .. e 1,128 3,111 1,618
Total operating €Xpenses . . . . . . v v v v i v it 47,560 32,422 34,735
Income from operations. . . .. ... ... ... . ... .. 161,318 193,651 163,572
Other income (charges):
Gain on insurance claim. . ... ... .. .. ... ....... .. ..., 5,574 — —
Interest income . . .. .. . ... ... e 1,572 2,455 1,429
Gain on sale of property and equipment . . ... ............ 79 1,602 50
Provision for doubtful accounts . ..................... — (34,509) (32,211)
Gain/(loss) on foreign exchange — net . ................ 1,688 3,347 (1,806)
Interest eXpense . . . . .. .. .. (8,094) (1,612) (5,362)
Equity in net loss of associated companies . ... ........... (1,062) (240) 91)
Loss on resale of notes payable .. .................... (141) — —
Others — net . . . .. ... e 1,856 1,056 1,155
Total other income (charges) . .............. . .......... 1,472 (27,901) (36,835)
Income before tax. . .. ... ... ... .. ... ... 162,790 165,750 126,737
Tax benefit (expense):
CUITENt LAX . o o o e e e e e e e e e e e e e e (73,712) (82,259) (80,289)
Deferred tax . . . . . . . .. (5,647) (4,786) 4,360
Total taX eXPeNnSe . . . . v v v e e (79,359) (87,045) (75,929)
Extraordinary item . ... ... ... ... .. ... — 219 9,938
Income before minority interests. . . . ... ... ... . .......... 83,431 78,924 60,746
Minority interest . . . . ... .. i 707 (732) 228
Net inCOME . . . . . . . ot e e e 84,138 78,192 60,974




Year ended December 31,

2002 2001 2000
(As restated) (As restated)

(US$ in thousands,

except where otherwise indicated)
Consolidated balance sheet data:

Assets:
Current asSets . . . ... ... e 244,207 175,831 172,205
Non-current assets. . . . . . ...ttt 508,845 372,957 M
Total aSSets . . . . .. it e 753,052 548,788 508,713
Liabilities: -
Current liabilities . .. .. .. ... ... .. .. .. .. ... 118,670 60,106 60,335
Non-current liabilities . ... ... ... ... ... ... .......... 116,282 21,648 38,016
Total liabilities . . ... ... .. . .. . e 234,952 81,754 98,351
Negative goodwill . ... ... ... ... . . ... .. . 6,416 5,547 5,949
Minority interests . . . . . . . .. e 27,126 17,416 12,428
Equity. . . . o e 484,558 444,072 391,985
Total liabilities and equity . . . . ... ... ... .. .. ... ... 753,052 548,788 508,713
Other financial data:
Gross profit margin . . ... .. ... .. 49.6% 58.7% 56.7%
EBITDA™Y . . 218,161 231,868 196,425
EBITDA margin® . .. ... ... . ... . ... ... 51.9% 60.0% 56.1%
EBITDA/interest™® . . .. . ... ... ... ... .. ... 27.0x 143.8x 36.6x

(1) EBITDA means earnings before interest, taxes, depletion, depreciation, amortization gain or loss on foreign exchange
and other non-cash charges as calculated under Indonesian GAAP. EBITDA is not a standard measure under
Indonesian GAAP. EBITDA is a widely accepted financial indicator of a company’s ability to service and incur debt.
EBITDA should not be considered in isolation or construed as an alternative to cash flows, earnings or any other
measure of performance or as an indicator of the Company’s operating performance, liquidity, profitability or cash
flows generated by operating, investing or financing activities. EBITDA fails to account for taxes, interest expense
and other non-operating cash expenses. In evaluating EBITDA, the Company believes that investors should consider,
among other things, the components of EBITDA such as revenues and operating expenses and the amount by which
EBITDA exceeds capital expenditures and other charges. The Company has included EBITDA because management
believes it is a useful supplement to cash flow data as a measure of the Company’s performance and its ability to
generate cash from operations to cover debt service and taxes. EBITDA presented herein may not be comparable to
similarly titled measures presented by other companies. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” for a discussion of the effect of Indonesian taxes on the Company’s results of
operations.

(2) EBITDA divided by total net sales and operating revenues.

(3) EBITDA divided by gross interest expense, including capitalized interest, expressed as a ratio.

The Company expects that its consolidated results for the three months ended March 31,
2003 will be affected by the events described under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Recent Developments™.




Summary Operating and Reserve Data

The table below sets forth the Company’s gross production, net entitlement and certain other
operating data for the years ended December 31, 2000, 2001 and 2002. Gross production
represents the sum of the oil and gas production from each of the Company’s blocks multiplied by
the Company’s effective interest in such block. Gross production is then shared between the
Company and the Government pursuant to the terms of the relevant production sharing
arrangement. The Company’s net entitlement in a given year represents its share of gross
production after deducting the share payable to the Government pursuant to the terms of the
relevant production sharing arrangement. For a more complete description of the mechanism for
sharing gross production between the Company and the Government, refer to “Industry —
Production Sharing Arrangements — PSCs”.

Year ended December 31,

2002 2001 2000

Gross production:
Oil and condensate (MBbls/d) .. ..................... 86.7 81.9 66.7
Natural gas (MMcf/d)® . ... ... ... ... ... ... ... ..... 66.5 78.6 69.2
Total (MBOE/d) . ... ... . 98.1 95.3 78.5
Net entitlement: "
Oil and condensate (MBbls/d) . ...................... 33.5 31.0 25.0
Natural gas (MMcf/d)® .. ... ... ... ... .. . .. ... 48.7 52.6 44.0
Total (MBOE/d) ... ... ... i 41.9 40.0 32.5
Lifting cost:
Oil, condensate and natural gas (US$ per BOE).......... 2.89 2.05 2.14
Three year average finding and development cost:®
Oil, condensate and natural gas (US$ per BOE).......... 2.69 1.24 1.28
Three year average finding, development and acquisition

cost: @
Oil, condensate and natural gas (US$ per BOE).......... 3.69 1.56 1.45
Average realized sales price:*®
Oil and condensate (US$ per Bbl) .. .................. 25.30 23.91 28.84
Natural gas (US$ per MCF) . . .. ... ... ... ... .. ..... 1.53 1.49 1.44

(1) Includes production at the Tuban and Lematang blocks since their acquisition in 2002.

(2) Sales of gas only.

(3) Total costs incurred for exploration and development in the relevant year plus the costs incurred in the previous two
years, divided by the sum of gross proved reserve additions, extensions and revisions for all three years. Such gross
proved reserve amounts include Company estimates for the Tuban block, which are not included in the GCA Report.

(4) Total costs incurred for exploration, development and acquisitions in the relevant year plus the costs incurred in the
previous two years, divided by the sum of gross proved reserve additions, extensions, revisions and acquisitions for
all three years. Such gross proved reserve amounts include Company estimates for the Tuban block, which are not
included in the GCA Report.

(5) Represents revenues for the year divided by aggregate net entitlement for the year.

The following table summarizes the Company’s gross and net proved, and gross proved and
probable, oil and gas reserves as of the dates indicated. This reserve data has been derived from
the estimates of the Company’s gross and net proved, and gross probable, reserves as of January
1, 2001, 2002 and 2003 included in the GCA Report. In preparing their report, GCA utilized
generally accepted petroleum engineering principles and definitions applicable to the proved and
probable reserve categories and subclassifications promulgated by the Society of Petroleum
Engineers. The GCA Report is included elsewhere in this Offering Circular. Estimated quantities
of gas reserves represent expected sales, after deductions for plant fuel flaring and shrinkage.
Prior to 2002 year-end reserve estimates, the Company utilized its own reserve estimates for
accounting purposes. See “Business of the Company — Reserves” and “— Description of the
Properties”.
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Proved reserves are those quantities of petroleum which, by analysis of geological and
engineering data, can be estimated with reasonable certainty to be commercially recoverable, from
a given date forward, from known reservoirs and under current economic conditions, operating
methods, and Government regulations. Proved plus probable reserves are proved reserves plus
those reserves that are unproved reserves which analysis of geological and engineering data
suggests are more likely than not to be recoverable. Gross reserves are reserves attributable to the
Company’s effective interest prior to deduction of Government take payable to the Government as
owner of the reserves under the applicable contractual arrangement. Net reserves are reserves
attributable to the Company’s effective interest, after deduction of Government take payable to the
Government as owner of the reserves under the applicable contractual arrangement.

As of January 1,

2003 2002 2001
Gross proved reserves:
Oil and condensate (MMBbIs) . ..................... 146.8 159.9 179.5
Natural gas (Bcf) . ... . 124.0 101.7 137.2
Total (MMBOE). . ... ... 168.0 177.3 202.9
Net proved reserves:
Oil and condensate (MMBDbIs) ...................... 47.4 76.4 29.1
Natural gas (Bef) ... ... . 82.2 63.3 67.2
Total (MMBOE). . ... ... 61.4 87.2 40.6
Gross proved plus probable reserves:
Oil and condensate (MMBDbIs) ... .................... 232.4 363.1 225.7
Natural gas (Bef) . ... .o 1,645.5 1,829.8 706.1
Total (MMBOE) .. ........ . . . . 513.7 675.9 346.4
Oil reserves developed (%):
Gross proved . . . ..o 89% 90% 99%
Gross proved plus probable . . ...... ... ... ... ... ..... 56% 40% 79%
Gas reserves developed (%):
Gross proved . . . ..ot e 71% 79% 82%
Gross proved plus probable . . ...... ... ... ... ... ..... 5% 4% 16%
Proved reserve life index (in years):" . ... ... ... ... .. 4.8x 5.1x 7.1x
Proved plus probable reserve life index (in years):® . . .. 14.6x 19.6x 12.1x

(1) Prior year-end gross proved reserves divided by prior year gross production.
(2) Prior year-end gross proved plus probable reserves divided by prior year gross production.

In addition to the reserve estimates certified in the GCA Report and set forth above, the
Company has additional reserves in the Tuban and Lematang blocks acquired in 2002. As of
January 1, 2003, the gross proved reserves for the Tuban block were estimated by the Company at
4.9 MMBDbIs of oil and the gross probable reserves for the Lematang Block were estimated by the
Company at 147.8 Bef of gas. The Company’s reserve estimates for the Tuban and Lematang
blocks are based on reserve data certified by other independent petroleum engineering consultants
as of January 1, 2002 for the Tuban block (after deduction of production from January 1, 2002 to
December 31, 2002) and December 17, 2000 for the Lematang block (where production since the
reserve certification has been minimal).

See “Risk Factors — The oil and gas reserve data in this Offering Circular are only estimates
and the Company’s actual production, revenue and expenditure with respect to its reserves may

differ from such estimates” and “— Probable reserve estimates in this Offering Circular are of a
higher risk and are generally believed to be less likely to be recovered than proved reserves” and
“Business of the Company — Reserves” and “— Description of the Properties”.
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RISK FACTORS

Prospective purchasers of the Notes should carefully consider the risk factors set forth below,
as well as the other information contained in this Offering Circular. The risks described below are
not the only ones that may affect the Company or the Notes. In general, investing in securities of
issuers or guarantors in emerging market countries such as Indonesia involves risks not typically
associated with investing in the securities of companies in countries with more developed
economies. To the extent it relates to the Government or Indonesian macroeconomic data, the
following information has been extracted from official Government publications or other third
party sources and has not been independently verified by the Company.

Risks Relating to Indonesia

Substantially all of the Company’s assets and operations are located in Indonesia. The
Company may be adversely affected by changes in Government policies, social instability or other
political, economic, legal, regulatory or international developments in or affecting Indonesia which
are not within the control of the Company, including those set forth below.

Political and social risks affecting the Company

The Company’s business is affected by various actions that may be undertaken by the
Government, including, without limitation, a change in crude oil or natural gas pricing policy,
responses to war and terrorist acts, renegotiation or nullification of existing concessions and
contracts, a change in taxation, the imposition of foreign exchange restrictions and responses to
international developments.

Indonesia has from time to time experienced incidents of labor, political and ethnic
disturbances. A number of political and ethnic disturbances have occurred during the past five
years in both large urban areas as well as more remote areas demanding regional autonomy. There
can be no assurance that further tensions will not surface or that future disturbances will not
materially and adversely affect the Company.

Changes in Government and Government policies may have a direct impact on the Company’s
business and the market price of the Notes

Indonesia in recent years has experienced political instability. As economic conditions in
Indonesia worsened in 1998, many cities, including Jakarta, experienced rioting, unrest and
destruction of property. This instability led to the resignation of President Suharto in May 1998.
Promptly thereafter, Vice President Baharuddin Jusuf Habibie was sworn in as President and called
for reforms and parliamentary elections to be held in October 1999. Prior to and during the
presidential and parliamentary elections, there was significant social unrest that resulted in
additional rioting, unrest and destruction of property. Following the elections, the People’s
Consultative Assembly, Majelis Permusyawaratan Rakyat, or MPR, selected Abdurrahman Wahid as
President and Megawati Sukarnoputri as Vice President. In February 2001, a committee of the
Indonesian parliament, the People’s Representative Council, Dewan Perwakilan Rakyat, or DPR,
alleged that President Wahid was involved in instances of corruption. In July 2001, the MPR voted
to impeach President Wahid and elect Megawati Sukarnoputri in his place. Past political instability
has caused confidence in the Indonesian economy to remain low. Should there be a resurgence of
political instability, there could be material and adverse effects on the Indonesian economy and
the Company.

Terrorist activities in Indonesia could adversely affect the Company and the market price of
the Notes

Indonesia has recently experienced a sharp increase in the number and seriousness of terrorist
attacks. In the wake of the terrorist attacks in the United States on September 11, 2001 and the
subsequent U.S. military action in Afghanistan beginning in October 2001, violent demonstrations
have taken place in Indonesia. Protestors critical of the U.S. reaction to the September 11 attacks
and the Indonesian Government’s qualified support of the U.S. anti-terrorism initiative have
demonstrated outside the U.S. Embassy and the Indonesian Parliament in Jakarta. In June 2001,
violent demonstrations and strikes affected at least 19 cities after the Government mandated a 30%
increase in fuel prices. Bombings have occurred at churches, Government buildings, foreign
diplomatic facilities, shopping malls and business and financial centers, including the Jakarta
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Stock Exchange. Demonstrations have also taken place in Indonesia in response to plans for and
subsequent U.S., British and Australian military action in Iraq. More recently, a small pipe bomb
exploded on April 24, 2003 outside the main United Nations building in downtown Jakarta, with
no reported injuries, and another bomb exploded on April 27, 2003 in Jakarta’s international
airport, injuring 11 persons, one seriously. There have been no claims of responsibility for these
bombings so far.

On October 12, 2002 a series of large explosions took place outside a nightclub frequented
by foreign tourists in Bali, Indonesia. Hundreds of foreign tourists were killed, including many
Australians, Britons and Americans. There is and remains a heightened terrorist threat in Indonesia
according to the U.S. Department of State and the British Foreign and Commonwealth Office, and
U.S. and British nationals are being advised against all non-essential travel to Indonesia. President
Megawati Sukarnoputri has strongly condemned these incidents, which certain Government
officials have imputed to religious extremists. A Government crackdown on Islamic extremists in
Indonesia has also begun, with the arrests of certain Islamic religious leaders and several
suspected Indonesian and other terrorists. The Bali bombings and the resultant crackdown have
had a material adverse effect on Indonesia’s tourism industry and its foreign exchange revenues. It
is unclear what effect these measures will have on the large Muslim population in Indonesia, the
general Indonesian economy or the political stability of President Megawati’s coalition
Government. Current social and civil conditions in Indonesia are unstable and uncertain. There can
be no assurance that additional violence or political or social instability will not occur or
materially and adversely affect the Company.

Separatist movements and clashes between religious and ethnic groups, demands of local
governments and social unrest in Indonesia could adversely affect the Company and the
market price of the Notes

Separatist movements and clashes between religious and ethnic groups have resulted in social
and civil unrest in parts of Indonesia. In the provinces of Aceh and Papua (formerly Irian Jaya),
there have been numerous clashes between supporters of those separatist movements and the
Indonesian military. In the province of the Maluku, clashes between religious groups have resulted
in thousands of casualties and displaced persons over the past two years. In the province of
Kalimantan, clashes between ethnic groups have produced fatalities and refugees over the past
several years. The Government has so far attempted to resolve problems in these troubled regions
without success. Social and civil unrest could continue to have a materially adverse effect on
business investment and confidence in the Indonesian economy. The Company has in the past
experienced and may in the future continue to experience organized local opposition and petty
vandalism relating to its onshore exploration and production activities. There can be no assurance
that these occurrences will not increase in frequency or gravity in the future, which could have a
material adverse effect on the operations of the Company. The Company cannot be certain that
social and civil disturbances will not occur in the future. If further unrest, disturbance and
violence does occur, it may result in further political and economic instability and may materially
and adversely affect the Company.

Indonesia has in the past few years seen a rise in demands for and assertion of autonomy by
local governments. These include the imposition by such governments of taxes and other charges
on operators, notwithstanding the terms of production sharing arrangements in that respect. In
addition, local governments have requested from operators working interests in production sharing
arrangements. For instance, in the course of negotiating the extension of the Rimau PSC, the
Company agreed to offer up to a 10% working interest to an Indonesian participant. In addition,
the local government has expressed its interest in acquiring a 10% working interest in the Rimau
PSC. In lieu of Indonesian participation, the Company has made an offer, which it intends to be
final, to sell for consideration that may be less than fair market value to the local government a
5% free carry working interest which does not require the owner of such interest to contribute
towards capital expenditures. The Rimau PSC currently covers 1,577 square kilometers and
contributed 83% of the Company’s total oil production and 62.4% of the Company’s net sales and
operating revenues in 2002. While the Company expects to make sales for consideration that may
be less than fair market value of working interests to local governments in lieu of Indonesian
participation in the future with respect to producing blocks, there is uncertainty as to whether such
local government participation discharges the Company’s obligations to sell interests to Indonesian
participants under its production sharing arrangements.
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Labor activism and unrest may adversely affect the Company

The recent liberalization of laws governing the formation of labor unions combined with
weak economic conditions has resulted, and may continue to result, in labor unrest and activism in
Indonesia. In addition, in 2000, the Government enacted new labor regulations, which, among
other things, increased the amount of severance payable to terminated employees and extended
service and compensation payments to employees who resign. The new labor regulations may
make it more difficult for businesses, including the Company, to maintain flexible labor policies.
Continued labor unrest and activism could disrupt the operations of the Company’s operations and
those of its customers and suppliers and could affect the financial condition of Indonesian
companies in general, depressing the prices of Indonesian securities on the Jakarta and other stock
exchanges and the value of the Rupiah relative to other currencies. Such events would likely have
a material adverse effect on the Company.

Economic risks affecting the Company

Downgrades of credit ratings of Indonesia and Indonesian companies could adversely affect
the Company and the market price of the Notes

Beginning in 1997, certain international credit rating agencies, including Moody’s and
Standard and Poor’s, downgraded Indonesia’s sovereign rating and the credit ratings of various
credit instruments of the Government and a large number of Indonesian banks and other
companies. Currently, Indonesia’s sovereign foreign currency long-term debt is rated “B3” by
Moody’s, “CCC+” by Standard and Poor’s and “B” by Fitch ICBA, Duff & Phelps (“Fitch”), and
its short-term foreign currency debt is rated “NP” by Moody’s, “B-" by Standard and Poor’s and
“B” by Fitch. In April 2002, Standard and Poor’s downgraded Indonesia’s long-term foreign
currency sovereign rating to “selective default” after the Paris Club, an informal voluntary group
of 19 creditor nations that seeks to coordinate solutions for payment difficulties experienced by
debtor nations, rescheduled US$5.4 billion of sovereign debt on April 13, 2002 on the condition
that the London Club of private creditors also reschedule certain debt obligations. On September
5, 2002 following the completion of a rescheduling agreement with the London Club of private
creditors, Standard and Poor’s upgraded Indonesia’s long-term foreign currency sovereign rating to
CCC+ and assigned the rating a stable outlook. The sovereign foreign currency long-term debt
ratings reflect an assessment of the Government’s overall financial capacity to pay its obligations,
and its ability or willingness to meet its financial commitments as they become due. No assurance
can be given that Moody’s, Standard and Poor’s, Fitch or any other international credit rating
agency will not further downgrade the credit ratings of Indonesia or Indonesian companies. Any
such downgrade would have an adverse impact on the ability of Indonesian companies, including
the Company, to raise additional financing and the interest rates and other commercial terms at
which such additional financing is available and could have a material adverse effect on the
Company.

The inability or failure of the Government to implement reforms necessary to receive
financial assistance from the IMF or other multi-lateral agencies could adversely affect the
Indonesian economy and the Company

The sharp depreciation of the Rupiah against the U.S. dollar and other currencies in 1997 and
1998 had severe repercussions throughout most sectors of the Indonesian economy. Depreciation of
the Rupiah made it difficult for many Indonesian companies with Rupiah revenue streams and
significant U.S. dollar or other foreign currency denominated payment obligations or borrowings
or costs to meet their repayment obligations. Such companies, unable to obtain bank financing or
pass increased costs on to customers, defaulted on their borrowings and were forced to reduce
operations and numbers of employees. By early 1998, with principal repayments on billions of
dollars of foreign currency credits coming due, most borrowings by Indonesian companies became
non-performing and substantially all banks in Indonesia were insolvent.

The Government, having depleted nearly all of its foreign currencies reserves, turned to the
International Monetary Fund (the “IMF”) for financial assistance. In October 1997, the IMF
agreed to provide financial assistance contingent upon the implementation of economic reforms,
such as undertaking asset sales and abolishing subsidies for commodities and other consumer
products. The agreements with the IMF are memorialized in a series of letters of intent. The IMF
commenced disbursement of funds in late 1997, but at various times, including in December 2000,
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declined to disburse funds on the basis that the Government had not adequately complied with the
terms of its then-current letter of intent (although such funds have now been disbursed). On March
28, 2003, the IMF approved a new loan of US$469 million as a result of its endorsement of the
Government’s plans for economic reforms.

The World Bank has also been an important source of funding for the Government. The
World Bank’s 2001 base target for lending in Indonesia was US$1.3 billion, but this amount was
reduced to US$400 million in January 2001 due to the slow pace of institutional reforms in
Indonesia as well as concern that the Government’s decentralization plan, and particularly
empowerment of provincial governments to borrow, could lead to the inability of the Government
to service its debts.

Disbursements from both the IMF and the World Bank have been delayed or reduced at
various times over the last four years, in large part due to the Government having not complied
with the terms upon which the disbursements of the assistance were predicated. If such assistance
were withheld in the future, it may have a significant adverse impact on both the Government’s
financial situation and the economic situation in Indonesia.

The members of the Paris Club are another important source of funding for the Government.
Lending from the Paris Club members to the Government accounts for approximately one third of
the Government’s total debt. In April 2002, the Paris Club decided to reschedule the Government’s
approximately US$5.4 billion of principal and interest that is due to certain creditors between
April 2002 and December 2003 by extending the Government’s payment period. In determining
whether to reschedule the debt, the Paris Club took into consideration the economic reform
program carried out by the Government with support from the IMF. The Government has several
times successfully rescheduled its foreign debt. However, there can be no assurance that the Paris
Club will agree in the future to reschedule debt owed to its members or to other creditors by the
Government. If the Paris Club refuses to reschedule Government debt in the future, it could impair
the ability of the Government to service or repay its debts.

Given the Government’s fiscal deficit and depleted foreign exchange reserves, the inability or
failure of the Government to implement reforms necessary to receive IMF, World Bank or Paris
Club funding or creditor support for debt rescheduling could cause the Government, among other
things, to default on its debts. Funding restrictions might also mean the Government is unable to
fund subsidies for staples such as food and fuel which, in turn, could have extremely serious
social, economic and political consequences. In the absence of funding from the IMF or the World
Bank or similar agencies or creditor support for debt rescheduling, the Government may not be
able to secure alternative funding and may default on its debts, resulting in an economic crisis
which may in turn have a material adverse impact on the Company. The Government may, in
connection with future agreements with the IMF or the World Bank or other lenders, undertake
additional economic or structural initiatives the effects of which are presently unknown.

A slowdown in economic growth or negative growth in Indonesia could adversely affect the
Company

The Company’s performance is partly dependent on the health of the overall Indonesian
economy. While Indonesia experienced rapid economic growth during most of the early to mid-
1990s, a severe economic crisis in 1997 resulted in a significant decline in real GDP in 1998.
Indonesia has since been in a recessionary phase with relatively low levels of growth in 1999,
2000, 2001 and 2002. The significant adverse economic developments over the last five years
include significant depreciations in currency values against the U.S. dollar, reduced economic
growth rates, high interest rates, low financial liquidity, increased bankruptcies and liquidations,
cancellations or postponements of infrastructure projects (including energy projects), and declines
in the market values of shares listed on stock exchanges. There can be no assurance that these
adverse economic developments in Indonesia and the rest of the Asia Pacific region will not
continue or worsen in the future. These developments could have a material adverse effect on the
Company.
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Risks Relating to the Oil and Gas Industry

The volatility of prices for crude oil, condensate and natural gas and the cyclical nature of
the oil and gas industry could adversely affect the Company’s results of operations

The revenues expected to be generated by the Company’s future operations will be highly
dependent upon the prices of, and demand for, oil and natural gas. The Company currently sells
substantially all of its oil at prices based on the Indonesian Crude Price-Sumatra Light Crude
Minas (the “ICP-SLC”). Currently, gas is sold by the Company under long-term fixed-price
contracts and revenue from gas sales is therefore not subject to price volatility to the same extent
as sales from oil reserves. The price received by the Company for its oil and gas production and
the level of production will depend on numerous factors beyond the Company’s control, including
the condition of the world economy, political and regulatory conditions in Indonesia and other oil
and gas producing countries, and the actions of OPEC, of which Indonesia is a member. With the
recent cessation of hostilities in Iraq, world oil prices have begun to decline. The Company
expects oil prices will continue to decline in the near and medium term, which may lead to
decreases in the Company’s revenues and cash flows. In the event of a significantly lower and
sustained oil price environment, the Company may choose to produce less oil which may lead to
further decreases in the Company’s revenues and cash flows. In addition, there can be no
assurance that the Government will not adopt an oil or natural gas pricing policy that would
adversely affect the Company’s future results of operations or prospects. Decreases in the prices
of oil and gas could have an adverse effect on the Company’s reserves and the Company’s
revenues, profitability, cash flow and the availability of financing.

The operations of the Company may be adversely affected by significant operating hazards
and natural disasters and resulting losses for which it may not be fully protected by
insurance

The Company’s oil and gas exploration, development and production operations involve risks
normally associated with such activities, including blowouts, oil spills and fires (each of which
could result in damage to or destruction of wells, production facilities or other property, or injury
to persons), geological uncertainties and unusual or unexpected formations and pressures which
may result in dry holes, failure to produce oil or gas in commercial quantities or inability to fully
produce discovered reserves. Further, the Company must continually acquire, explore for and
develop new hydrocarbon reserves to replace those produced and sold. The success of the
Company’s exploration and production activities cannot be assured. Oil and gas exploration may
involve unprofitable efforts, not only from dry wells, but from wells that are productive but do not
produce sufficient revenues to return a profit after drilling, operating and other costs. Completion
of a well does not assure a profit on the investment or the recovery of drilling, completion or
operating costs. In addition, drilling hazards or environmental damage could greatly increase the
cost of operations, and various field operating conditions may adversely affect the Company’s
production from successful wells. These conditions include delays in obtaining Government
approvals or consents, shut-in of connected wells resulting from extreme weather conditions,
insufficient storage or transportation capacity or other geological and mechanical conditions.
Production delays and declines from normal field operating conditions cannot be eliminated and
can be expected to adversely affect revenue and cash flow to varying degrees.

The Company is not fully insured against certain operating risks, either because such
insurance is not available or because of high premium costs. The occurrence of a significant event
that the Company is not fully insured against, or the insolvency of the insurer of such event,
could have a material adverse effect on the Company.

The interpretation and application of the New Oil and Gas Law is uncertain and may
adversely affect the Company’s business

Indonesia’s New Oil and Gas law came into force in November 2001. See “Industry — New
Oil and Gas Law”. The new law is an umbrella legislation setting forth general principles that are
expected to be further developed in a series of Government regulations, presidential decrees and
ministerial decrees, few of which have been promulgated. The provisions of the new law are
broad, and few sources of interpretive guidance are available. Implementing regulations are
expected to be issued to elaborate the regulatory rules in respect of (among others), upstream and
downstream industries (including matters respecting business licensing), domestic market
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obligations (“DMO”), field development and reserve production, guidance, procedures, contract
terms, designation and tender of working areas, contract amendment and renewal, and
relinquishment of working areas. Accordingly, the impact of the law on the Company’s existing
production sharing arrangements, opportunities to renew or enter into new production sharing
arrangements, business activities, business opportunities and licenses, along with other key
regulatory issues affecting the Company, are not known. The uncertainty surrounding the new law
has increased the risks, and may increase the costs, of conducting oil and gas business in
Indonesia.

Under the New Oil and Gas Law, existing production sharing arrangements were transferred
from Pertamina to BPMigas, which has taken over the role of contracts administrator from
Pertamina. Based upon the provisions of the New Oil and Gas Law, the Company believes that the
New Oil and Gas Law will not materially alter the terms of existing production sharing
arrangements. There can be no assurance, however, that BPMigas or other regulatory or
Government bodies will not seek to reinterpret or amend terms of existing production sharing
arrangements or will not conduct their performance under the production sharing arrangements to
the Company’s detriment.

Under the New Oil and Gas Law, new production sharing arrangements will be subject to a
broader Government approval process. Negotiation of production sharing arrangement terms with
potential contractors will be handled primarily by the Ministry of Energy and Natural Resources,
and the Indonesian Parliament must be notified of the production sharing arrangements. The
Ministry and Parliament may implement policies regarding oil and gas exploration and production
that differ from the policies historically implemented by Pertamina.

The Company may not be able to renew production sharing arrangements or tender for new
production sharing arrangements on terms comparable to existing production sharing arrangements.
BPMigas, the Ministry or Parliament may seek specific concessions or may seek fundamentally to
alter production sharing arrangement economics before renewing existing production sharing
arrangements. New production sharing arrangements may affect domestic market obligations for
oil and it is possible that similar domestic market obligations for gas may be implemented in the
future. There can be no assurance that the Company will be able to renew production sharing
arrangements or tender for new production sharing arrangements that incorporate customary terms
with respect to, among other things, production bonuses, taxes end cost recovery. Moreover, the
production sharing arrangement form may be replaced by an entirely different type of cooperation
contract.

While Pertamina is expected to compete on an equal basis with other oil and gas companies
under the new law, Pertamina’s size, infrastructure, wide-ranging experience and close relationship
with the Government may provide it with competitive advantages over other oil and gas companies
operating in Indonesia, including the Company. Pertamina’s role under the new law is not clear,
and there can be no assurance that its role will be consistent with its obligations to the Company
under existing oil and gas offtake agreements. The Company’s drilling services are categorized as
supporting services. Under the present legislation on foreign direct investments, foreign
investments in this business are through PMA Companies under the framework of the Foreign
Investment Law. The actual operations in the field are subject to the regulations respecting oil and
gas survey, exploration and exploitation. As to enterprise establishment and business licensing, the
Investment Coordinating Board (“BKPM”) procedures would apply. However, until the
implementing regulations under the New Oil and Gas Law are fully issued it will not be fully
clear whether these will change the business licensing regime.

Pre-existing contractors have been relying on the terms of their production sharing
arrangements and certain tax regulations for relief from certain indirect taxes. With the recent
enactment of amendments to tax laws, issues have arisen with the tax authorities concerning the
continuing availability of the relief afforded by the regulations pre-dating the tax law amendments.
There exist cost recovery and reimbursement provisions under the production sharing
arrangements, but their implementation with BPMigas is as yet untested in the event of attempted
recourse by contractors under such provisions.

In addition, the New Oil and Gas Law calls for prior consultation by the central Government
with the relevant regional government with respect to the opening of new areas for prospecting
and as regards the initial development plan for new areas. It is still uncertain what effect this
consultative process will have as this is a new requirement that did not exist under the old
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legislation. The new law does not address issues raised by the advent of regional autonomy and
the delegation of powers to provincial and regional governments in Indonesia. Local governments
may seek to impose new taxes and retributions (such as the imposition of levies or imposts or the
provision of public services and amenities by local governments) on the Company. The Company’s
production sharing arrangements are generally silent about local taxes and retributions, and there
can be no assurance that such taxes and retributions could be charged under the cost recovery
provisions of the Company’s production sharing arrangements. Under the New Oil and Gas Law,
the Company will be entitled to elect to lock-in prevailing Government tax rates for the entire
term of a new production sharing arrangement at the time the arrangement commences. There can
be no assurance, however, that such an election would apply to the renewal of an existing
production sharing arrangement, would extend to local tax retributions, or would be honored by
local governments.

The Company’s business operations may be adversely affected by present or future
environmental regulations

The Company’s business is subject to certain Indonesian laws and regulations relating to the
exploration for, and development and production of, oil and natural gas, as well as environmental
and safety matters. The discharge of oil, natural gas or other pollutants into the air, soil or water
may give rise to liabilities which may require the Company to incur costs to remedy such
discharge. No assurance can be given that Indonesian environmental laws will not result in a
curtailment of production or a material increase in the costs of production, development or
exploration activities, or otherwise materially and adversely affect the Company. In addition, the
amendment of existing laws and regulations may impose additional or more stringent requirements
and may materially and adversely affect the Company. See “Business of the Company —
Environmental Matters”.

Quota restrictions on production of oil in Indonesia may limit the Company’s ability to export
its oil
Indonesia has agreed with other members of OPEC to certain quota limitations on the volume

of crude oil which can be exported from Indonesia. Indonesia is currently producing quantities of
crude oil below the OPEC export quota. If the quota limitation for exports of crude oil from
Indonesia is reached (due to an increase in production of crude oil or a reduction in Indonesia’s
export quota), the Government may restrict increases in exports of crude oil from Indonesia. In
such event, crude oil production may be greater than the aggregate of oil that can be exported and
demand in Indonesia. There can be no assurance that in these circumstances, the Government
would not seek to limit production of crude oil in Indonesia, which could have a material adverse
effect on the Company.

Competition for oil and gas reserves and production sharing arrangements may limit the
Company’s ability to sustain and grow its business

The Indonesian oil and gas industry is highly competitive. The Company’s competitors for
the acquisition, exploration, production and development of oil and natural gas properties in
Indonesia and Southeast Asia, and for capital to finance such activities, include companies that
have greater financial and personnel resources available to them than the Company. Certain of the
Company’s customers and potential customers (including Pertamina, which after conversion into
PT Pertamina Persero could be a strong domestic competitor) are themselves exploring for oil and
natural gas in Indonesia. The Company’s ability to successfully bid on and enter into new
production sharing arrangements or otherwise acquire additional property rights, to discover
reserves, to participate in drilling opportunities and to identify and enter into commercial
arrangements with customers will depend upon its ability to select and evaluate suitable properties
and to consummate transactions in a highly competitive environment. See “Business of the
Company — Competition”.

The contract drilling business is highly volatile, competitive and cyclical, and is also subject
to serious operational hazards

The contract drilling industry is, and historically has been, highly volatile, competitive and
cyclical, with periods of low demand, excess rig supply and depressed rig dayrates. The contract
drilling business is influenced by many factors beyond the control of the Company, such as the
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worldwide demand for, and the prices of, oil and natural gas, the ability of OPEC to influence
production levels and pricing and the level of production of non-OPEC countries. There can be no
assurance as to the duration of prevailing utilization and dayrates, and a decline in utilization and
dayrates may have a material adverse effect on the Company.

Oil and gas drilling operations are subject to many risks, such as blowouts and oil and gas
well fires, which could result in substantial human or property losses to the Company. A gas
blowout occurred on March 1, 2002 on one of the Company’s offshore rigs in East Kalimantan.
There were no injuries but the Company’s rig was damaged by fire and was withdrawn from
service for 13 months for repairs and refurbishment. Loss of or serious damage to the Company’s
equipment, even if adequately covered by insurance, can materially reduce the Company’s
revenues and operating profit. The Company’s insurance coverage generally does not cover all
types of losses (e.g., war, internal disturbances, business interruption or loss of revenue) and not
all risks are fully insurable (e.g., pollution). Losses and liabilities arising from uninsured or
underinsured events would reduce revenues and increase costs to the Company.

In the contract drilling industry, contracts are generally awarded on a competitive bid basis
and price is often the primary determining factor in the selection of a drilling contractor. The
Company’s drilling contracts extend over a stated term. There can be no assurance that similar or
acceptable terms could be obtained in extension or replacement contracts, in which case the
Company could be materially and adversely affected. The Company’s contracts with its customers
are often cancelable upon specified notice at the option of the customer, or can be automatically
terminated in the event of total loss of the drilling rig, or if drilling operations are suspended for
extended periods of time by reason of force majeure or excessive rig downtime for repairs. Early
termination of a contract may result in a rig being idle for an extended period of time, thus
reducing the Company’s revenues.

Recent improvements in the offshore contract drilling industry as a whole have led to
increased rig construction and enhancement programs by the Company’s competitors. If present
trends continue for an extended period, these improvements may attract new entrants into the
market. Rig construction, movement or reactivation, or a decrease in drilling activity in any major
market, could depress rig dayrates and could adversely affect utilization of the Company’s rigs
and its results of operation.

Regulation by Government agencies may increase in scope

The evolving role of Pertamina, BPMigas and the Ministry of Mines and Energy coupled
with political changes in Indonesia have allowed other government agencies to increase their role
in administering the oil and gas industry in Indonesia. In particular, the Indonesian tax authorities
have recently initiated additional tax audits, implemented measures to increase tax revenues from
the oil and gas industry and engaged in disputes concerning the deferral of value added taxes on
exploration expenditures. Continued enlargement of the role of these governmental agencies may
have a material adverse effect on the companies operating in the oil and gas industry.

Risks Relating to the Company

Failure or delay by BPMigas or the Company to comply with the terms of production sharing
arrangements would adversely affect the Company

Under the New Oil and Gas Law, BPMigas manages Indonesia’s petroleum resources on
behalf of the Government. BPMigas enters into production sharing arrangements and other forms
of cooperation contracts with private sector energy companies (or in respect of pre-existing
production sharing arrangements, as the Government contract counterparty of private sector energy
companies) whereby such companies explore, develop and market oil and gas in specified areas in
exchange for a percentage interest in the production from the fields in the applicable production
sharing area. All the Company’s reserves are attributable to such production sharing arrangements.
Production sharing arrangements contain requirements regarding quality of service, capital
expenditures, legal status of the contractors, restrictions on transfer and encumbrance of assets and
other restrictions. In addition, BPMigas may fail to comply with the terms of production sharing
arrangements. Any failure by the Company to comply with the terms of the Company’s production
sharing arrangements could result, under certain circumstances, in the revocation of a production
sharing arrangement. Such an action by BPMigas or the Company could have a material adverse
effect on the Company. In addition, the Company must obtain approval from BPMigas for
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substantially all material activities undertaken with respect to the production sharing arrangements,
including exploration, development, production, drilling and other operations, sale of oil or natural
gas and the hiring or termination of personnel. Furthermore, all facilities and equipment purchased
by the Company and used in a contract area become the property of the Government. The
Company’s business and results of operations will continue to be materially affected by its
relationship with BPMigas.

The results of operation of the Company depend on its ability to develop existing reserves,
replace existing reserves and develop additional reserves

The Company must continually find, acquire, explore for and develop new hydrocarbon
reserves to replace those produced and sold. At recent production levels, the Company’s current
proved reserves are insufficient to sustain production levels to the maturity date of the Notes. The
Company must explore, develop and produce additional reserves from existing blocks or new
acquisitions in order to maintain production at current levels. In recent years, the Company has
been challenged to sustain production growth due to the maturation of its principal oil properties.
In particular, oil production from the Rimau PSC, which contributed 62.4% of the Company’s total
net sales and operating revenue for the year ended December 31, 2002, is expected to decline if
the Company does not discover new fields in that block or improve recovery from existing fields
by successfully drilling additional wells and employing enhanced recovery techniques in that
block. The success of presently contemplated exploration and development activities cannot be
assured. Drilling activities are subject to numerous risks, including the risk that no commercially
viable oil or natural gas accumulations will be encountered. The decision to explore or develop a
property will depend in part on geophysical and geological analyses and engineering studies, the
results of which may be inconclusive or subject to varying interpretations. The cost of drilling,
completing and operating wells is often uncertain. Drilling may be curtailed, delayed or cancelled
as a result of many factors, including weather conditions, compliance with government
requirements and contractual conditions, shortages of or delays in obtaining equipment, reductions
in product prices or limitations in the market for products. Wells may be shut in for, among other
things, lack of a market or due to inadequacy or unavailability of pipeline or storage capacity. In
addition, the Company faces substantial competition in the search for and acquisition of reserves
and such searches and acquisition require substantial investment. The possibility of finding or
being able to acquire such additional reserves is uncertain. If the Company is unable to find or
acquire additional reserves, the Company would not be able to sustain and grow its business, and
this would have a material adverse effect on the results of operation of the Company.

The oil and gas reserve data in this Offering Circular are only estimates and the Company’s
actual production, revenue and expenditure with respect to its reserves may differ from such
estimates

This Offering Circular includes estimates certified by GCA, independent petroleum
engineering consultants, of certain of the Company’s gross and net proved and gross proved plus
probable, oil and gas reserves. However, certain other reserve information contained in this
Offering Circular are not certified under the GCA Report and are Company estimates based upon
certifications of other independent petroleum engineering consultants which are not current and
from which production (if any) at the relevant block since the date of such certification has been
deducted.

There are numerous uncertainties inherent in estimating quantities of reserves, including
many factors beyond the control of the Company. The reserve data set forth in this Offering
Circular represent estimates only. In general, estimates of economically recoverable oil and natural
gas reserves are based upon a number of variable factors and assumptions, such as geological and
geophysical characteristics of the reservoirs, historical production from the properties, the quality
and quantity of economic data, prevailing oil and gas prices applicable to the Company’s
production, extensive engineering judgments, the assumed effects of regulation by Government
agencies and future operating costs, all of which may vary considerably. All such estimates are to
some degree speculative, and classifications of reserves are only attempts to define the degree of
speculation involved. For those reasons, estimates of the economically recoverable oil and natural
gas reserves attributable to any particular group of properties, classification of such reserves based
on risk of recovery and estimates of future net revenues expected therefrom, prepared by different
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engineers or by the same engineers at different times, may vary substantially. In addition, such
estimates can be subsequently revised. The Company’s actual production, revenues, taxes and
development and operating expenditures with respect to its reserves will vary from such estimates
and such variations could be material.

Estimates with respect to reserves that may be developed and produced in the future are
often based upon volumetric calculations and upon analogy to similar types of reserves rather than
actual production history. Estimates based on these methods are generally less reliable than those
based on actual production history. Subsequent evaluation of the same reserves based upon
production history will result in variations, which may be substantial, in the estimated reserves.

The estimates of net reserves reflect reserves attributable to the Company’s interest after
deduction of applicable Government take payable to the Indonesian government as owner of the
reserves under the applicable contractual arrangement. Because of, among other things, the cost
recovery provisions that affect the determination of the Government take, estimates of net reserves
are significantly affected by sales prices, production rates and capital and operating expenses
prevailing as of the time such reserves are determined. Such estimates may change materially from
period to period even in the absence of any new geological information. See “Business of the
Company — Reserves”.

Probable reserve estimates in this Offering Circular are of a higher risk and are generally
believed to be less likely to be recovered than proved reserves

In this Offering Circular, the Company discloses estimates of its probable reserves. Probable
reserves may not be disclosed in filings with the Commission, except as required by foreign
regulations. The Commission has not promulgated a definition of probable reserves. Probable
reserves are of a higher risk and are generally believed to be less likely to be recovered than
proved reserves. While the Company is disclosing GCA’s estimates of the Company’s gross
probable reserves, the Company is not disclosing net probable reserve estimates. Among the
probable reserves are certain uncommitted oil and gas volumes which are not yet scheduled for
development. For this reason, it was not possible to accurately construct an economic model for
probable reserves and therefore no net probable reserves have been calculated. There can be no
assurance that net probable reserves, if disclosed, would bear the same relationship to gross
probable reserves that net proved reserves bear to gross proved reserves.

The Company’s oil and gas activities require substantial capital for which the Company may
be unable to provide sufficient financing

The Company makes, and will continue to make, substantial capital expenditures for the
acquisition, exploration, development and production of oil and natural gas reserves. If certain oil
and gas projects currently under development do not increase production as quickly as expected
or, if, following such increases, revenues subsequently decline, the Company may have a limited
ability to expend the capital necessary to undertake or to complete future drilling programs. There
can be no assurance that debt or equity financing or cash generated by operations will be available
or sufficient to meet the Company’s requirements or, if debt or equity financing is available, that
it will be on terms acceptable to the Company. Moreover, future activities and expansion may
require the Company to alter its capital structure. Any inability of the Company to access
sufficient capital for its operations could have a material adverse effect on the Company. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources”.

The concentration of the Company’s assets and operations in two PSC contract areas
increases the Company’s exposure to risks or hazards in those areas

As of January 1, 2003, approximately 72% of the Company’s total gross proved crude oil
reserves were located in the Rimau PSC contract area. In 2002, approximately 83% of the
Company’s total oil production came from the Rimau PSC contract area. The concentration of the
Company’s crude oil reserves in the Rimau PSC contract area increases the Company’s exposure
to an event that could adversely affect the development or production of crude oil in a limited
geographic area, such as catastrophic damage to pipelines or reservoir structures or events that
could result in the loss, or material modification, of the Rimau PSC. In addition, approximately
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7% of gross crude oil production and 59% of gross natural gas production for the year 2002 were
attributable to fields in the Extension/Kampar PSC contract area. Adverse developments with
respect to one or more of these contract areas could have a material adverse effect on the
Company.

The Company must rely on insufficient natural gas delivery infrastructure and develop
markets for its natural gas. If improvements to this infrastructure or markets fail to
materialize, this would have an adverse effect on the Company’s results of operations

The insufficiency of the natural gas transmission and distribution infrastructure within
Indonesia and between Indonesia and Singapore and other countries has restricted consumption of
Indonesian natural gas. There is no assurance as to when or if a significant natural gas
transmission and distribution system will be constructed. The Company’s ability to market gas is
also limited by the lack of Indonesian infrastructure. Development of the gas market and related
infrastructure depends, among other things, on downstream market reforms, including reductions
of fuel subsidies that could trigger public opposition. Any failure or delay of such reforms could
adversely affect the Company’s ability to exploit this market for its gas reserves.

In addition, in order to sustain the planned expansion of its natural gas exploration and
production business, the Company must continuously find, develop and maintain markets for the
sale of its natural gas. The Company faces strong competition from other regional and
international natural gas producers whose facilities and delivery systems are more developed, and
who have greater financial and other resources, than the Company’s. Accordingly, the Company
expects that it will continue to encounter difficulty in expanding its natural gas business. Failure
by the Company to find, develop and maintain markets for the sale of its natural gas would have a
material adverse effect on the natural gas business of the Company and its results of operations.

The Company is dependent on specialist consultants and key personnel

The Company hires specialist consultants from time to time to provide specialist services in
relation to certain of its oil and gas operations. The Company is also dependent on certain key
senior management employees. If the Company were unable to retain its current workforce or to
hire comparable personnel or specialist consultants, it could have a material adverse effect on the
Company.

The loss of the Company’s leading customer for contract drilling services could have an
adverse effect on the Company’s contract drilling business and the results of operation of the
Company

For the year 2002, approximately 54.5% of the Company’s contract drilling revenue was
attributable to services provided to TotalFinaElf, with no other customer accounting for more than
18.5% of the Company’s contract drilling revenues during such period. For the year 2001,
TotalFinaElf accounted for approximately 54.1% of the Company’s contract drilling revenues and
for all of the Company’s offshore contract drilling revenue. The loss of TotalFinaElf or any other
significant customer could have a material adverse effect on the Company’s results of operations.
See “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources”.

The Company may experience difficulties in expanding into new businesses and non-
Indonesian production areas, which may adversely affect the Company

The Company has already expanded, and plans to further expand, its operations into
businesses related to its oil and gas exploration and production operations. Although the Company
has no current intention to expand internationally into projects outside Indonesia, it may decide to
do so in the future. While these projects are, or would be expected to be, related to the
Company’s existing businesses, the Company has limited experience in these areas and there can
be no assurance that the Company will be successful in operating such businesses. Furthermore,
these new projects would likely have significant capital requirements and would expose the
Company to additional risks, such as, approvals from regulatory authorities other than those
regulating the oil and gas sector in Indonesia and political, economic and legal risks associated
with operating projects in other countries. There can be no assurance that embarking on such
future projects would not have a material adverse effect on the Company.
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Indonesian corporate and other disclosure and accounting standards differ from those in the
United States, countries in the European Union and other jurisdictions

The consolidated financial statements of the Company and its subsidiaries are prepared in
accordance with Indonesian GAAP, which differs from U.S. GAAP. As a result, the Company’s and
its subsidiaries consolidated financial statements and reported earnings could be significantly
different from those which would be reported under U.S. GAAP. This Offering Circular does not
contain a reconciliation of the Company and its subsidiaries’ consolidated financial statements to
U.S. GAAP, and there is no assurance that such a reconciliation would not reveal material
differences. See “Summary of Significant Differences between Indonesian GAAP and U.S. GAAP”
for a summary of significant accounting differences which may be applicable to the Company and
its subsidiaries.

The interests of Medco Energi’s controlling shareholders may differ from those of the
Company

New Links Energy Resources Ltd. (“New Links”) holds 85.5% of Medco Energi’s shares, and
consequently has the power to appoint all of Medco Energi’s directors and to direct the
management and policies of the Company. The shareholders of New Links are Cumin Limited,
Encore Int’l Limited and PTTEPO. Under Indonesian regulations, transactions between the
Company and any of its controlling shareholders are, in certain circumstances, subject to the
approval of Medco Energi’s independent shareholders. The interests of Medco Energi’s controlling
shareholders may differ from those of the Company, and resulting transactions may be adverse to
the Company. To the extent that the Company enters into such transactions without independent
shareholder approval, the Company may be subject to limited fines under Indonesian regulations.
See “Principal Shareholders — Shareholders’ Meeting”.

Risks Relating to the Notes

The Notes and the Guarantee will be subordinate to secured indebtedness of the Issuer and
the Guarantor

The Notes will be senior obligations of the Issuer and will rank pari passu in right of
payment with all other existing and future senior indebtedness of the Issuer and senior in right of
payment to all subordinated indebtedness of the Issuer, if any. The Guarantee will be a senior
obligation of the Guarantor and will rank pari passu in right of payment to all other existing and
future senior indebtedness of the Guarantor and senior in right of payment to all subordinated
indebtedness of the Guarantor, if any. However, the Notes and the Guarantee will be effectively
subordinated to any secured obligations of the Issuer and of the Guarantor, as the case may be, to
the extent of the assets serving as security therefor. In bankruptcy, the holder of a security interest
with respect to any assets of the Issuer or of the Guarantor would be entitled to have the proceeds
of such assets applied to the payment of such holder’s claim before the remaining proceeds, if
any, are applied to the claims of the Noteholders. As of the date of this Offering Circular, the
Issuer and the Guarantor have no secured obligations. In the future, the Issuer and the Guarantor
may incur secured obligations.

The Guarantor is a holding company and the Guarantee will be structurally subordinate to
all existing and future obligations of the Guarantor’s subsidiaries

The Guarantor is a holding company that operates through subsidiaries. As a result, the
Guarantor’s obligations under the Guarantee will be effectively subordinated to all existing and
future obligations of its direct and indirect subsidiaries, including PT Exspan Nusantara (“Exspan
Nusantara”), Apexindo and its other subsidiaries. All claims of creditors of these subsidiaries,
including trade creditors, lenders and all other creditors will have priority as to the assets of such
entities over claims of the Guarantor and its creditors, including the holders of the Notes as
beneficiaries of the Guarantee. As of December 31, 2002, the total amount of liabilities of the
Guarantor’s subsidiaries (including accounts payable) was approximately US$156.8 million,
including US$96.2 million of fixed rate bonds issued by the Issuer and guaranteed by the
Guarantor, and subsequent to such date Apexindo has incurred additional indebtedness. The
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Guarantor’s subsidiaries may incur additional indebtedness over the next few years in connection
with the Company’s current and ongoing expansion projects and other projects that it may
undertake. Moreover, further issues of equity interests by direct or indirect subsidiaries of the
Guarantor could dilute the ownership interest of the Guarantor in such entities.

The Guarantor has no operations of its own and is dependent on the payment of dividends by
its subsidiaries for revenue and to pay principal and interest on the Notes

As a holding company, the Guarantor will depend, to a certain extent, upon the receipt of
dividends from its subsidiaries to make payments with respect to its obligations, including its
obligations under the Guarantee, and in order to provide funds to its subsidiaries. The ability of
direct and indirect subsidiaries of the Guarantor to pay dividends to their shareholders (including
the Guarantor) is subject to applicable law and restrictions contained in debt instruments of such
subsidiaries, if any.

Dividends payable to the Guarantor by its subsidiaries in the United States, which hold the
Company’s interests in the Rimau PSC, are currently subject to withholding taxes. Pending the
preparation of U.S. tax returns by such subsidiaries, the Guarantor receives funds from such
subsidiaries through intercompany loans rather than dividends.

There has been no prior public market for the Notes; the liquidity and market price of the
Notes following the offering may be volatile

There is no existing market for the Notes. If such a market were to develop, the Notes could
trade at prices that may be higher or lower than the initial offering price depending on many
factors, including prevailing interest rates, the Company’s operating results and the market for
similar securities. The Joint Lead Managers have advised the Issuer that they presently intend to
make a market in the Notes as permitted by applicable laws and regulations. The Joint Lead
Managers are not, however, obliged to make a market in the Notes and any such market making
may be discontinued at any time. Accordingly, no assurance can be given as to the liquidity of, or
trading market for, the Notes. In-principle approval has been granted by the SGX-ST for the
listing of the Notes on the SGX-ST. Historically, the market for non-investment grade debt has
been subject to disruptions that have caused substantial volatility in the prices of such securities.
There can be no assurance that the market for the Notes will not be subject to similar disruptions.
Any such disruption may have an adverse effect on holders of the Notes.

Terrorist attacks on the United States and responses of the United States and its allies
thereto, terrorist attacks in South-East Asia, the war in Iraq and the outbreak of SARS have
led to substantial and continuing volatility in international capital markets, which may
adversely affect the market price of the Notes

Terrorist attacks on the United States on September 11, 2001 have resulted in substantial and
continuing volatility in international capital markets. The United States and its allies have
responded with military force to these attacks, in Afghanistan in particular, and military action is
likely to continue. Any significant military or other response by the United States and/or its allies
or any further terrorist activities could have a material adverse effect on worldwide financial
markets and the Indonesian economy. In addition, the subsequent anthrax attacks in the United
States, the recent terrorist attacks in South-East Asia, the war in Iraq and the outbreak of severe
acute respiratory syndrome, or SARS, in China, Hong Kong, Singapore, Vietnam and Canada have
exacerbated this volatility, and further actions and development stemming from these events could
further exacerbate this volatility. Any material change in the financial markets or the Indonesian
economy as a result of these events or developments could have a material adverse effect on
performance of and return on the Notes and the price of the Notes in the secondary market and
could result in losses to Noteholders.
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USE OF PROCEEDS

The Issuer will lend the net proceeds from the sale of the Notes to the Guarantor. The
Guarantor intends to use the net proceeds of the issue of the Notes, expected to be approximately
US$243,277,500 after deduction of fees and commissions but prior to deduction of expenses
incurred in connection with the issue of the Notes, to finance its exploration, development and
production activities in Indonesia as well as for acquisitions of oil and gas reserves, as additional
working capital for its exploration, development and production business and for other general
corporate purposes relating directly to its exploration, development and production business.
Neither the Issuer nor the Guarantor will receive any proceeds from the Exchange Notes issued in
exchange for Existing Notes, which Existing Notes will be cancelled upon exchange on the Issue
Date.

Pending application of the net proceeds from the sale of the Notes, the Guarantor intends to
invest the net proceeds in U.S. dollar denominated money market instruments, certificates of
deposit, time deposits or other short-term investments.
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CAPITALIZATION

The following table sets forth (i) the audited consolidated cash and cash equivalents, short-
term debt and capitalization of the Company as of December 31, 2002 as determined under
Indonesian GAAP and (ii) the consolidated cash and cash equivalents, short-term debt and
capitalization of the Company as adjusted to give effect to (a) the issue of the Notes, (b) the loan
of the net proceeds therefrom of US$243,277,500 to the Guarantor and (c) the exchange of
US$73,000,000 aggregate principal amount of Existing Notes for US$75,931,000 aggregate
principal amount of Exchange Notes®. This table should be read in conjunction with “Use of
Proceeds”, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources” and the consolidated financial statements of the
Company and the related notes thereto included elsewhere in this Offering Circular.

As of December 31, 2002

Actual As adjusted
(US$ in millions)
Cash and cash equivalents: 75 318.3
Short-term debt:
Current maturities of long-term liabilities ... .................. ... 2.5 2.5
Total short-term debt ... .. ... ... ... . . . . . . . . 2.5 2.5

Long-term liabilities — net of current maturities:
Notes payable

EXisting NOtES . .. oottt e e e e 100.0 27.0

Exchange NOtES . ... ..ottt e i — 75.9%

8.75% Guaranteed Notes due 2010 . ... ... ... ... .. ... ..... — 250.0
Total long-term liabilities ... ... ... .. .. .. ... ... .. ... .. ...... 100.0 352.9

Stockholders’ equity:

Capital stock — par value Rp.100
Authorized capital (4,000,000,000 shares)
Subscribed and paid up (3,201,254,950 shares —

net of 131,196,500 treasury stock) . ......... ... .. .. ... .. .. .. 94.2 94.2
Additional paid-in capital .. ...... ... . 113.1 113.1
Revaluation of property and equipment .. ........................ 0.1 0.1
Difference due to change in equity of subsidiaries ................. 29.7 29.7
Retained earnings. . . . ... ..t 247.5 247.5
Total stockholders’ equity ... ... ... ... ... 484.6 484.6
Total capitalization™ . ... .. .. .. ... . ... 587.1 840.0

(1) There have been no material changes in the Company’s total capitalization since December 31, 2002 other than as set
forth above.

(2) Based on tenders of Existing Notes received as of 5:00 p.m. London time (11:00 p.m. Jakarta time) on May 13, 2003,
and subject to revision and change.
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SELECTED CONSOLIDATED FINANCIAL, OPERATING AND RESERVE DATA

Historical Consolidated Financial Data

The following tables set forth certain summary historical consolidated financial data for the
Company as of the dates and for each of the periods indicated. The summary historical
consolidated financial data as of and for the years ended December 31, 2000, 2001 and 2002 has
been derived from the consolidated financial statements of the Company audited by Hans
Tuanakotta & Mustofa (a member of Deloitte Touche Tohmatsu), independent auditors. The
Company’s consolidated financial statements have been prepared in accordance with Indonesian
GAAP, which differ in certain respects from U.S. GAAP. See “Summary of Significant Differences
between Indonesian GAAP and U.S. GAAP” and “Risk Factors — Risks Relating to the Company
— Indonesian corporate and other disclosure and accounting standards differ from those in the
United States, countries in the European Union and other jurisdictions”. The following information
should be read in conjunction with “Management’s Discussion and Analysis of Financial Condition
and Results of Operations”, the consolidated financial statements of the Company and the notes
thereto included elsewhere in this Offering Circular. Effective January 1, 2002, the Company
changed its reporting currency from Rupiah to U.S. dollars based on PSAK 52, which establishes
the accounting standards for Indonesian companies that use a currency other than Rupiah as their
reporting and recording currency. Previously, the Company maintained its books of accounts and
presented its consolidated financial statements in Rupiah. For comparative purposes, the
consolidated financial statements of the Company for the years ended December 31, 2000 and
2001 have been remeasured and restated in U.S. dollars using the bases described under
“Management’s Discussion and Analysis of Financial Condition and Results of Operation —
Significant Accounting Standards”.

Year ended December 31,

2002 2001 2000
(As restated) (As restated)

(US$ in thousands,

except where otherwise indicated)
Consolidated statement of income data:
Net sales and operating revenues:

Oil and gas sales . .. ... ... ... ... ... 337,046 299,596 286,064
Drilling operations. . . . . . ... ... 52,896 56,863 42,753
Methanol sales . . . ... ... ... .. .. ... 30,776 28,390 21,025
Total net sales and operating revenues . .. ................ 420,718 384,849 349,842
Cost of sales and direct expenses . . ... .................. 211,840 158,776 151,535
Gross profit . .. .. ... 208,878 226,073 198,307
Operating expenses:
General and administrative . . . . . ... ... ... ... .. . 46,432 29,311 33,117
Selling. . . . .. 1,128 3,111 1,618
Total operating eXpenses . . . . . . v v v v v i v it 47,560 32,422 34,735
Income from operations. . ... ...... .. ... ... 161,318 193,651 163,572
Other income (charges):
Gain on insurance claim. . ... ... .. .. ... ... .......... 5,574 — —
Interest income . . ... ... ... ... ... 1,572 2,455 1,429
Gain on sale of property and equipment . . . ... ........... 79 1,602 50
Provision for doubtful accounts . ..................... — (34,509) (32,211)
Gain/(loss) on foreign exchange — net . ................ 1,688 3,347 (1,806)
Interest expense . . . . .. ... ... (8,094) (1,612) (5,362)
Equity in net loss of associated companies . . ... .......... (1,062) (240) 91
Loss on resale of notes payable. . . . ................... (141) — —
Others — net . . . . oo vt 1,856 1,056 1,155
Total other income (charges) . .............. . .......... 1,472 (27,901) (36,835)
Income before tax. . .. ... ... ... . ... ... 162,790 165,750 126,737
Tax benefit (expense):
CUITENt 1AX . o o v e e e e e e e e e e e e e (73,712) (82,259) (80,289)
Deferred tax . . . . . . . . . .. ... (5,647) (4,786) 4,360
Total taX eXPense . . . . . . .ot it e e (79,359) (87,045) (75,929)
Extraordinary item . . . ... .. ... ... — 219 9,938
Income before minority interests. . . .. ... ... ... .......... 83,431 78,924 60,746
Minority interest . . . ... ... .. 707 (732) 228
Net INCOME . . . . . o o e e e e e e e e e e 84,138 78,192 60,974
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Consolidated balance sheet data:

Year ended December 31,

2002

2001

(As restated)

2000
(As restated)

(US$ in thousands,
except where otherwise indicated)

Assets:

Current assets . . . ... e e e e 244,207 175,831 172,205

Non-current assetS. . . . . . . . v it it i e e e 508,845 372,957 336,508
Total aSSEts . . . . . o i e 753,052 548,788 508,713
Liabilities:

Current liabilities . .. .. .. ... ... .. .. .. .. ... .. 118,670 60,106 60,335

Non-current liabilities . . ... .. ... ... ... ... .......... 116,282 21,648 38,016
Total liabilities . . .. ... ... . .. . . 234,952 81,754 98,351
Negative goodwill . ... ... ... . ... . ... .. . . 6,416 5,547 5,949
Minority interests . . . . . . . . i 27,126 17,416 12,428
Equity. . . . o e 484,558 444,072 391,985
Total liabilities and equity . . . .. ... .. ... ... . ... ... 753,052 548,788 508,713
Other financial data:
Gross profit margin . ... ... ... ... o o 49.6% 58.7% 56.7%
EBITDAW . 218,161 231,868 196,425
EBITDA margin® . ... ... ... ... . ... ... ... 51.9% 60.0% 56.1%
EBITDA/interest™ . . . . .. ... .. . 27.0x 143.8x 36.6x

(1) EBITDA means earnings before interest, taxes, depletion, depreciation, amortization gain or loss on foreign exchange

and other non-cash charges as calculated under Indonesian GAAP. EBITDA is not a standard measure under
Indonesian GAAP. EBITDA is a widely accepted financial indicator of a company’s ability to service and incur debt.
EBITDA should not be considered in isolation or construed as an alternative to cash flows, earnings or any other
measure of performance or as an indicator of the Company’s operating performance, liquidity, profitability or cash
flows generated by operating, investing or financing activities. EBITDA fails to account for taxes, interest expense
and other non-operating cash expenses. In evaluating EBITDA, the Company believes that investors should consider,
among other things, the components of EBITDA such as revenues and operating expenses and the amount by which
EBITDA exceeds capital expenditures and other charges. The Company has included EBITDA because management
believes it is a useful supplement to cash flow data as a measure of the Company’s performance and its ability to
generate cash from operations to cover debt service and taxes. EBITDA presented herein may not be comparable to
similarly titled measures presented by other companies. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” for a discussion of the effect of Indonesian taxes on the Company’s results of
operations.

(2) EBITDA divided by total net sales and operating revenues.
(3) EBITDA divided by gross interest expense, including capitalized interest, expressed as a ratio.

The Company expects that its consolidated results for the three months ended March 31,

2003 will be affected by the events described under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Recent Developments”.
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Operating and Reserve Data

The table below sets forth the Company’s gross production and net entitlement and certain
other operating data for the years ended December 31, 2000, 2001 and 2002. Gross production
represents the sum of the oil and gas production from each of the Company’s blocks multiplied by
the Company’s effective interest in such block. Gross production is then shared between the
Company and the Government pursuant to the terms of the relevant production sharing
arrangement. The Company’s net entitlement in a given year represents its share of gross
production after deducting the share payable to the Government pursuant to the terms of the
relevant production sharing arrangement. For a more complete description of the mechanism for
sharing gross production between the Company and the Government, refer to “Industry —
Production Sharing Arrangements — PSCs”.

Year ended December 31,

2002 2001 2000

Gross production:"
Oil and condensate (MBbls/d) ....................... 86.7 81.9 66.7
Natural gas (MMcf/d)® .. ... ... ... ... .. ... ........ 66.5 78.6 69.2
Total (MBOE/d) ... ... ... .. 98.1 95.3 78.5
Net entitlement: "
Oil and condensate (MBbls/d) ... .................... 33.5 31.1 25.0
Natural gas (MMcf/d)® . ... ... ... .. ... ... ........ 48.7 52.6 44.0
Total (MBOE/d) . ...... ... . . i 41.9 40.0 32.5
Lifting cost:
Oil, condensate and natural gas (US$ per BOE).......... 2.89 2.05 2.14
Three year average finding and development cost:®
Oil, condensate and natural gas (US$ per BOE).......... 2.69 1.24 1.28
Three year average finding, development and acquisition

cost: ¥
Oil, condensate and natural gas (US$ per BOE).......... 3.69 1.56 1.45
Average realized sales price:*®
Oil and condensate (US$ per Bbl) . ................... 25.30 23.91 28.84
Natural gas (US$ per MCF) . . .. ... ... ... ........... 1.53 1.49 1.44

(1) Includes production at the Tuban and Lematang blocks since their acquisition in 2002.

(2) Sales of gas only.

(3) Total costs incurred for exploration and development in the relevant year plus the costs incurred in the previous two
years, divided by the sum of gross proved reserve additions, extensions and revisions for all three years. Such gross
proved reserve amounts include Company estimates for the Tuban block, which are not included in the GCA Report.

(4) Total costs incurred for exploration, development and acquisitions in the relevant year plus the costs incurred in the
previous two years, divided by the sum of gross proved reserve additions, extensions, revisions and acquisitions for
all three years. Such gross proved reserve amounts include Company estimates for the Tuban block, which are not
included in the GCA Report.

(5) Represents revenues for the year divided by aggregate net entitlement for the year.

The following table summarizes the Company’s gross and net proved, and gross proved and
probable, oil and gas reserves as of the dates indicated. This reserve data has been derived from
the estimates of the Company’s gross and net proved, and gross probable, reserves as of January
1, 2001, 2002 and 2003 included in the reserve certification of the GCA Report, independent
petroleum engineering consultants. In preparing their report, GCA utilized generally accepted
petroleum engineering principles and definitions applicable to the proved and probable reserve
categories and subclassifications promulgated by the Society of Petroleum Engineers. The GCA
Report is included elsewhere in this Offering Circular. Estimated quantities of gas reserves
represent expected sales, after deductions for plant fuel flaring and shrinkage. Prior to 2002 year-
end reserve estimates, the Company utilized its own reserve estimates for accounting purposes.
See “Business of the Company — Reserves” and “— Description of the Properties”.

29



Proved reserves are those quantities of petroleum which, by analysis of geological and
engineering data, can be estimated with reasonable certainty to be commercially recoverable, from
a given date forward, from known reservoirs and under current economic conditions, operating
methods, and Government regulations. Proved plus probable reserves are proved reserves plus
those reserves that are unproved reserves which analysis of geological and engineering data
suggests are more likely than not to be recoverable. Gross reserves are reserves attributable to the
Company’s effective interest prior to deduction of Government take payable to the Government as
owner of the reserves under the applicable contractual arrangement. Net reserves are reserves
attributable to the Company’s effective interest, after deduction of Government take payable to the
Government as owner of the reserves under the applicable contractual arrangement.

As of January 1,

2003 2002 2001
Gross proved reserves:
Oil and condensate (MMBDbIs) ...................... 146.8 159.9 179.5
Natural gas (Bef) . ... . . 124.0 101.7 137.2
Total (MMBOE). . . ... . . e 168.0 177.3 202.9
Net proved reserves:
Oil and condensate (MMBbIs) ...................... 47.4 76.4 29.1
Natural gas (Bcf) . ... .. . . . 82.2 63.3 67.2
Total (MMBOE). . . ... ... . 61.4 87.2 40.6
Gross proved plus probable reserves:
Oil and condensate (MMBDbIs) .. ..................... 232.4 363.1 225.7
Natural gas (Bef) . ... . 1,645.5 1,829.8 706.1
Total (MMBOE) .. ... ... . . 513.7 675.9 346.4
Oil reserves developed (%):
Gross proved . . ... 89% 90% 99%
Gross proved plus probable . . ...... ... ... ... ... ... ... 56% 40% 79%
Gas reserves developed (%):
Gross proved . . ... 71% 79% 82%
Gross proved plus probable . .. ... ... ... ... . ... 5% 4% 16%
Proved reserve life index (in years):(l) ............... 4.8x 5.1x 7.1x
Proved plus probable reserve life index (in years):® .. .. 14.6x 19.6x 12.1x

(1) Prior year-end gross proved reserves divided by prior year gross production.
(2) Prior year-end gross proved plus probable reserves divided by prior year gross production.

In addition to the reserve estimates certified in the GCA Report and set forth above, the
Company has additional reserves in the Tuban and Lematang blocks acquired in 2002. As of
January 1, 2003, the gross proved reserves for the Tuban block were estimated by the Company at
4.9 MMBDbIs of oil and the gross probable reserves for the Lematang block were estimated by the
Company at 147.8 Bcef of gas. The Company’s reserve estimates for the Tuban and Lematang
blocks are based on reserve data certified by other independent petroleum engineering consultants
as of January 1, 2002 for the Tuban block (after deduction of production from January 1, 2002 to
December 31, 2002) and December 17, 2000 for the Lematang block (where production since the
reserve certification has been minimal).

See “Risk Factors — The oil and gas reserve data in this Offering Circular are only estimates
and the Company’s actual production, revenue and expenditure with respect to its reserves may

differ from such estimates” and “— Probable reserve estimates in this Offering Circular are of a
higher risk and are generally believed to be less likely to be recovered than proved reserves” and
“Business of the Company — Reserves” and “— Description of the Properties”.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The discussion and analysis below should be read together with the Consolidated Financial
Statements and the selected consolidated financial, production and reserve data, in each case
together with the accompanying notes, contained elsewhere in this Offering Circular. The
Company’s consolidated financial statements have been prepared in accordance with Indonesian
GAAP, which differs in certain material respects from U.S. GAAP. See “Summary of Significant
Differences between Indonesian GAAP and U.S. GAAP” and “Risk Factors — Risks Relating to
the Company — Indonesian corporate and other disclosure and accounting standards differ from
those in the United States, countries in the European Union and other jurisdictions”. Effective
January 1, 2002, the Company changed its reporting currency from Rupiah to U.S. dollars based
on PSAK 52, which establishes the accounting standards for Indonesian companies that use a
currency other than Rupiah as their reporting and recording currency. The Company has selected
the U.S. dollar as its functional currency based on the sales price, cash flows and expense
indicators required by PSAK 52. Accordingly, effective January 1, 2002, the Company maintains
its books of accounts and presents its consolidated financial statements in U.S. dollars. Previously,
the Company maintained its books of accounts and presented its consolidated financial statements
in Rupiah.

Overview

The Company is one of the largest private sector oil and gas companies in Indonesia, where
it is engaged in oil and gas exploration and production, onshore and offshore contract drilling and
methanol production. As of January 1, 2003, the Company’s estimated gross proved reserves of
168.0 MMBOE consisted of 146.8 MMBbls of oil and condensate and 124.0 Bcf of natural gas. As
of January 1, 2003, the Company’s estimated gross proved plus probable reserves of 513.7
MMBOE consisted of 232.4 MMBbls of oil and condensate and 1,645.5 Bcef of natural gas. For the
year 2002, the Company produced approximately 31 MMBDbIs of oil and condensate and 24 Bcf of
natural gas, which places the Company as the third largest crude oil producer by volume in
Indonesia. The reserve data set forth above excludes the Company’s interest in two fields acquired
in 2002.

For the year ended December 31, 2002, the Company had revenues of US$420.7 million and
EBITDA of US$218.2 million.

The Company derives all of its revenues from sales of crude oil and natural gas, services
provided under drilling contracts and sales of methanol, and substantially all of such revenues are
denominated in U.S. dollars. The Company’s net sales and operating revenues for the three years
ended December 31, 2000, 2001 and 2002 were US$349.8 million, US$384.8 million and
US$420.7 million, respectively. For the year ended December 31, 2002, net sales and operating
revenues from oil and gas sales, drilling operations and methanol sales were US$337.0 million,
US$52.9 million and US$30.8 million, representing 80.1%, 12.6% and 7.3% of the Company’s
total net sales and operating revenue, respectively. For the year ended December 31, 2002, 62.4%
of the Company’s total net sales and operating revenue was generated from oil production from
the Rimau PSC.

The Company’s profitability is primarily determined by the difference between prices
received for crude oil and natural gas produced by it and its costs of finding, developing and
producing these hydrocarbons. The Company’s financial performance is also affected by a number
of other variables external to it and the petroleum industry, including political, economic and
social conditions in Indonesia. For a description of these and other factors affecting the
Company’s financial performance, see “Risk Factors”.

Oil and gas sales

The Company’s revenues from sales of crude oil and natural gas are affected primarily by the
net entitlement volume of oil and gas and the prices at which they are sold. Net entitlement
consists of the Company’s (i) cost recovery and (ii) profit share, net of domestic market
obligations (see “Industry — Production Sharing Arrangements”). Substantially all of the
Company’s net crude entitlement in 2002 was sold to Itochu, PTT, Mitsui and Pertamina. Pursuant
to the Shareholders’ Agreement, the initial 50% of the Company’s net crude entitlement available
for sale must, subject to the Company’s discretion and market conditions, be sold through a
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competitive tender process. Pursuant to the Shareholders’ Agreement, following the tender
PTTEPO has the right of first refusal to purchase an equivalent amount of the Company’s net
crude entitlement at an equivalent price. If PTTEPO does not exercise its right of first refusal, the
equivalent net crude entitlement is to be sold through another competitive tender process. In 2002,
the Company launched a competitive tender process for 50% of its net crude entitlement from the
Rimau PSC. Itochu won the tender and has purchased 5.04 MMBbIls from the Company since the
contract commenced on March 31, 2002. The contract with Itochu was due to expire on March 31,
2003 but was extended for two months, until May 31, 2003. Following the winning of the tender
by Itochu, PTTEPO exercised its right of first refusal to purchase the balance of the Company’s
net crude entitlement from the Rimau PSC for nine months commencing July 2002. Pursuant to
PTTEPO’s exercise of its right, the Company entered into a new contract with PTT (PTTEPO’s
parent company), which contract was due to expire on March 31, 2003 but was extended for two
months, until May 31, 2003. The Company’s net crude entitlement from its remaining production
sharing arrangements is not subject to any such sales contracts. Crude entitlement not sold
pursuant to a sales contract can readily be sold in the spot market, albeit without the modest
premium afforded by a sales contract. Half of the Company’s net crude entitlement from the
Rimau PSC has been re-tendered and won by Mitsui, which bid a premium of US$0.92 above the
ICP-SLC. Mitsui’s one-year contract will commence when Itochu’s contract terminates. PTTEPO
has exercised its right of first refusal to purchase the balance of the Company’s net crude
entitlement from the Rimau PSC during the Mitsui contract period at an equivalent price.

The Company currently sells substantially all of its oil at prices based on the ICP-SLC, with
adjustment depending on the quality of the crude oil. The cost recovery portion of net crude
entitlement is also calculated based upon ICP prices. The ICP-SLC is the monthly average of the
mean of three publications: (i) twice a week by APPI, a panel of international producers, traders
and refinery, (ii) daily by RIM, oil industry publishers which focus on the market in the Asia-
Pacific region, and (iii) Platts, oil industry publishers which focus on the Japanese market, in the
following proportions: 20% APPI, 40% RIM and 40% Platts. The ICP-SLC is published by
Pertamina every month. The Company’s average realized sales price for oil per Bbl for the years
ended December 31, 2000, 2001 and 2002 were US$28.84, US$23.91 and US$25.30 respectively.

The Company has the following gas sales contracts with Pertamina: (i) a contract which
expires in 2004 to supply 45.0 MMcf/d of gas (85% take or pay) from the Extension/Kampar PSC
to the Palembang fertilizer plant; (ii) a contract which expires in 2018 to supply 9.1 MMcf/d of
gas from the Sanga-Sanga TAC to the PLN Tanjung Batu power plant in East Kalimantan; and (iii)
a contract which expires in 2007 to supply up to 30 MMcf/d of gas (with 70% take or pay) from
the Tarakan PSC to the Company’s Bunyu methanol plant in East Kalimantan. Gas sales contracts
are typically long term fixed price contracts. The Company’s average realized sales price for gas
per MMBTU for the years ended December 31, 2000, 2001 and 2002 were US$1.44, US$1.49 and
US$1.53, respectively. As most of the natural gas produced by the Company is from gas fields that
were discovered while developing oil fields, the costs of developing and operating the gas fields
are low.

The cost recovery portion of the net entitlement varies with the level of cost incurred,
including capital investment for exploration, development and production, annual operating
expenses and the price of oil. For example, if oil prices decrease, the Company’s cost recovery
portion of production will rise and thus its net entitlement will also rise in terms of barrels of oil.
A decline in oil prices, however, may lead to a decline in revenues despite an increase in net
entitlement. The Company’s share of profit oil and gas, after deduction of Indonesian corporate
taxes, ranges from 15% to 35% for oil and 30% to 40% for gas, depending on the production
sharing arrangement. After a period of five years starting the month of the first delivery of crude
oil produced from each new field in a contract area, the contractor will typically have a domestic
market obligation to sell approximately 6% to 7% of the crude oil produced from the contract area
at a subsidized price which varies depending on the production sharing arrangement. The
Company’s domestic market obligation accounted for an average of approximately 6.9% of the
Company’s gross crude oil production for the past three years. The Company’s domestic market
obligation reduced after tax earnings on average by approximately US$28.5 million per annum for
the past three years. The domestic market obligation does not currently apply to natural gas
production but the New Oil and Gas Law may extend domestic market obligations to gas
production. See “Risk Factors — Risks Relating to the Oil and Gas Industry”.
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Indonesian income tax rates (including dividends tax) on the Company’s production sharing
arrangement operations vary from 44% to 56% depending on the contract area where the revenue
is generated. A change in the mix of production percentage from the areas operated by the
Company will change the effective tax rate of the Company. Reported income tax expense is
significantly influenced by the fact that production sharing arrangements cannot be consolidated
for Indonesian income tax purposes. Each PSC is taxed individually and no cross deduction is
allowed. No deferred taxes are recognized in connection with exploration and production
activities. See “Industry — Production Sharing Arrangements”.

Direct expenses for oil and gas sales mainly comprise lifting expenses, exploration expenses,
depreciation and amortization expenses. Lifting expenses are affected by the level of production,
salaries and wages, employee benefits, materials and supplies, contract charges and pipeline fees.
In future financial statements, the Company intends to reallocate certain pension-related expenses
from lifting expenses to operating expenses, which may increase reported gross profit. Exploration
expenses vary with the level of exploration activities and the success rate of such activities.
Depreciation and amortization are caused by the depletion of capitalized oil and gas exploration
and development costs are calculated using the unit of production method. In 2002, the Company
began calculating depreciation and amortization using GCA’s reserve estimates, except that the
Company also counted the Tuban and Lematang reserves excluded from the GCA Report. See Note
14 to the Consolidated Financial Statements. The Company’s adoption of GCA’s reserve data in
2002 and the resulting decrease in the Company’s proven reserves has caused an increase in the
Company’s depreciation and amortization expense. Between 1997 and 2001, the most recent period
for which industry data provided by Pertamina is available, the Company had on average the
lowest exploration and development costs, and one of the lowest operation and production costs of
any oil and gas operator in Indonesia. The Company’s lifting cost for the year 2002 was US$2.89
per BOE. Its average finding and development cost for the three year period ended December 31,
2002 was US$2.69 per BOE. Such low costs are achieved through employment of local
professionals, the existing infrastructure in place near the Company’s producing blocks and the
geographic concentration of its oil fields. For the past three years, an average of approximately
12.7% of the Company’s total cash direct and operating expenses were denominated in Rupiah.
The Company believes that its cost structure allows it to compete effectively even in a low crude
oil price environment.

Drilling operations

The Company’s revenues from drilling operations vary based upon demand for drilling and
related services, which affects the number of days that the rig fleet is utilized and the dayrates
received. Demand for drilling rigs is affected by a number of factors including the level of oil and
natural gas exploration and production activities.

Revenues from drilling contracts are recognized as work is performed. When mobilization or
rig enhancement is required for a contract, the Company may receive a lump-sum payment to
offset all or a portion of the cost. When an offshore rig is moved from one market to another
under contract, mobilization revenues and costs incurred are recognized over the term of the
related drilling contract. If a rig is moved without a contract, all costs incurred are immediately
charged against income. Payments received for rig enhancements are recognized as revenues over
the term of the related drilling contract. In addition to the impact of dayrates, which increase and
decrease with demand for drilling and related services, revenues from drilling operations may
fluctuate from quarter to quarter due to the timing of contract completions, mobilizations,
scheduled maintenance and the weather.

In respect of onshore rigs, the average revenue per day for the years ended December 31,
2000, 2001 and 2002 were US$4,569, US$6,185 and US$7,469, respectively. In respect of offshore
rigs, the average revenue per day for the years ended December 31, 2000, 2001 and 2002 were
US$23,252, US$28,181 and US$26,321, respectively.
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Direct expenses are not affected by changes in dayrates, nor are they necessarily significantly
affected by fluctuations in utilization. For instance, if a rig is idle for a short period of time, the
Company realizes few decreases in expenses since the rig typically is maintained in a ready-to-
operate state with a full crew. However, if a rig were expected to be idle for more than a brief
period of time, the Company could reduce the size of the rig’s crew and take steps to maintain the
rig in an idle “stacked” mode, which lowers expenses and partially offsets the negative impact on
operating income associated with loss of revenues. Direct expenses may also be impacted by the
Company’s ability to successfully hire and train sufficient numbers of employees to operate the
Company’s drilling equipment. The Company recognizes repair and maintenance expenditures that
maintain rather than upgrade rigs as direct expenses.

Methanol sales

Since April 1997, the Company has derived revenues from the operation of the Bunyu
methanol plant and sales of methanol. Revenues from sales of methanol are affected by production
volume and the prices at which the Company can sell its methanol. Methanol prices are volatile
and over the last six years have reached a high of US$220 per MT in April 1997 for domestic
sales and US$210 per MT (f.0.b.) in May and June 1997 for export sales, and a low of US$72 per
MT in December 1998 for domestic sales and US$70 per MT (f.0.b.) in November 1998 for export
sales. The Company’s average realized price per MT for the years ended December 31, 2000, 2001
and 2002, which track global prices, were US$145.55, US$116.00 and US$132.30, respectively.

Exchange Rates

All major contracts entered into by the Company have historically been denominated in U.S.
dollars, and it is anticipated that this will continue to be the case. Such contracts include PSCs,
TACs, JOBs, contract drilling agreements, agreements with joint venture partners, major
construction contracts, drilling leases, service contracts, oil and gas sales contracts and
transportation agreements. Consequently, substantially all of the Company’s revenues are
denominated in U.S. dollars, and a majority of the Company’s cash expenses are also denominated
in U.S. dollars. Certain expenses comprising of the salaries of Indonesian employees, local
vendors and local rentals, are normally paid in Rupiah. For the past three years, an average of
approximately 12.7% of the Company’s total cash direct and operating expenses were denominated
in Rupiah. Given the relatively small currency mismatch, the Company believes that its exposure
to the risk of an appreciation of the Rupiah is limited.

Significant Accounting Standards

The Consolidated Financial Statements contained elsewhere in this Offering Circular have
been prepared in accordance with Indonesian GAAP, which differ in certain material respects from
U.S. GAAP. For a summary of the significant differences between Indonesian GAAP and U.S.
GAAP that are relevant to the Company, see “Summary of Significant Differences between
Indonesian GAAP and U.S. GAAP”.

The Company uses the successful efforts method of accounting for oil and gas exploration
and development costs. The initial acquisition costs of oil and gas properties, the costs of drilling
and equipping successful exploratory wells, all development costs, and renewals and betterments,
which extend the economic life of the assets, are capitalized. The costs of unsuccessful
exploration wells, all other exploration costs, and maintenance and repair costs are charged to
earnings as incurred.

Capitalized costs of proved oil and gas properties are depreciated and amortized using the
unit-of-production method based on estimated gross proved oil and gas reserves. As changes in
circumstances warrant, the net carrying values of proved properties, plant and equipment are
assessed to ensure that they do not exceed future cash flows from use. Capitalized costs of
unproved properties are also assessed regularly to determine whether an impairment in value has
occurred.
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Effective January 1, 2002, the Company changed its reporting currency from Rupiah to U.S.
dollars based on PSAK 52, which establishes the accounting standards for Indonesian companies
that use a currency other than Rupiah as their reporting and recording currency. The Company has
selected the U.S. dollar as its functional currency based on sales price, cash flows and expense
indicators required by PSAK 52. Accordingly, effective January 1, 2002, the Company maintains
its books of accounts and presents its financial statements in U.S. dollars. Previously, the
Company maintained its books of accounts and presented its financial statements in Rupiah. This
change has been approved by Minister of Finance of Indonesia in his decree No. MEI-
641/PJ.42/2001 dated October 19, 2001.

For recording purposes, the beginning balances of the Company’s 2002 accounts were
remeasured to U.S. dollars using the following bases:

>  monetary assets and liabilities were remeasured using the exchange rate at balance sheet
date;

> non-monetary assets, liabilities and capital stock were remeasured using historical
exchange rates;

> cash dividends were remeasured using rates when dividends were recorded;

> income and expenses were remeasured using the weighted average exchange rate for the
year except for income and expenses relating to assets and liabilities which were
remeasured using historical exchange rates; and

> the resulting differences from the above remeasurement were included in retained
earnings.

Medco Energi’s subsidiaries Apexindo, PT Medco Methanol Bunyu (“MMB”) and PT Exspan
Petrogas Intranusa (“EPI”), which have U.S. dollar functional currency but use the Rupiah as their
reporting currency, have remeasured their financial statements into U.S. dollars in order to reflect
more closely their economic substance. For the purposes of the consolidated financial statements
of the Company as at and for the year ended December 31, 2002, the financial statements of such
subsidiaries were translated in accordance with PSAK 52.

For comparative purposes, the consolidated financial statements of the Company for the years
ended December 31, 2000 and 2001 were remeasured and restated in U.S. dollars to reflect the
functional currency of the Company using the bases described above. The Company used
Rp.9,595, Rp.10,400 and Rp.8,940 per US$1.00 as the rate of exchange prevailing at balance sheet
date as of December 31, 2000, 2001 and 2002, respectively. The weighted average rate of
exchange for year ended December 31, 2000, 2001 and 2002 were in the range of Rp.8,505,
Rp.10,265 and Rp.9,261 per US$1.00, respectively.

As the Company derives substantially all of its revenues in U.S. dollars, and a majority of its
cash expenses are in U.S. dollars, this change will result in a more accurate presentation of the
Company’s foreign exchange position and results of operations year over year. See Note 3 to the
Consolidated Financial Statements of the Company included elsewhere in this Offering Circular.

In 2001, all of the property and equipment owned by Apexindo and part of the property and
equipment owned by PT Medco Antareja (a former subsidiary of Medco Energi merged into
Apexindo in 2001) were revalued. The revaluation increment of US$27.5 million, net of minority
interest, was recorded as part of equity and recognized as difference due to change in equity of
subsidiaries. See Notes 13 and 26 to the Consolidated Financial Statements of the Company
included elsewhere in this Offering Circular.
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Results of Operations

The following table sets out the Company’s net sales and operating revenues by operation for
the years ended December 31, 2000, 2001 and 2002:

Net sales and operating revenues

Year ended December 31,

2002 2001 2000
(US$ in millions, except percentages)
Oil and gas sales .................... 337.0 80.1% 299.6 77.8% 286.1 81.8%
Drilling operations . .................. 52.9 12.6% 56.8 14.8% 42.8 12.2%
Methanol sales . ..................... 30.8 7.3% 28.4 7.4% 21.0 6.0%
Total .. ... . . 420.7 100.0% 384.8 100.0% 349.9 100.0%

Recent Developments

In accordance with Indonesian reporting requirements, the Company expects to file its
unaudited consolidated financial statements as of and for the three months ended March 31, 2003
and 2002, prepared in accordance with Indonesian GAAP, with the Jakarta Stock Exchange and
BAPEPAM on or about May 31, 2003, upon completion of a review of the financial statements by
its independent auditor.

World oil prices increased substantially prior to the commencement of hostilities in Iraq. As
a result, the Company expects that net sales and operating revenues during the first quarter of
2003 will reflect the high oil prices by historical standards prevailing during the period. However,
the Company expects to make certain non-cash accruals during the period which will have the
effect of increasing operating expenses.

During the first quarter of 2003, the Company also experienced lower utilization rates of its
offshore rigs due to the continuing repair and refurbishment of its rig Maera and the delayed
delivery of its rig Raissa. The Company expects that net sales and operating revenues from
drilling operations for such period will reflect such lower utilization rates. In addition, the
Company expects that drilling operations will incur increased rental expense and repair and
maintenance during the period.

The Company expects that its consolidated results for the three months ended March 31,
2003 will be affected by the events described above. With the recent cessation of hostilities in
Iraq, oil prices have declined and the Company expects oil prices will continue to decline in the
near and medium term. Decreases in oil prices may result in decreased revenues in future periods.
In addition, oil production from mature blocks, such as the Rimau PSC, is expected to decline if
the Company does not discover new fields or improve recovery from existing fields by
successfully drilling additional wells and employing enhanced recovery techniques. The Company,
however, expects that the overall utilization rate of its offshore rigs will increase in future periods
as both the rig Yani and the rig Raissa become operational.

Comparison of Years Ended December 31, 2002 and 2001
Net sales and operating revenues

The Company’s total net sales and operating revenues increased by 9.3%, from US$384.8
million in 2001 to US$420.7 million in 2002. The increase was due to increased revenue from all
three of the principal activities oil and gas sales, drilling operations and methanol sales.

Oil and gas sales

Revenue from oil and gas sales increased by 12.5%, from US$299.6 million in 2001 to
US$337.0 million in 2002. The increase consisted of an increase in revenue from oil sales from
US$271.0 million in 2001 to US$309.8 million in 2002, partially offset by a decrease in revenue
from gas sales from US$28.6 million in 2001 to US$27.2 million in 2002. The increase in revenue
from oil and gas sales was due to higher sales prices for both oil and gas in 2002 compared to
2001, as well as increased oil production. The Company’s average realized prices for oil increased
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from US$23.91 per Bbl in 2001 to US$25.30 per Bbl in 2002, and average realized prices for gas
increased from US$1.49 per MMBTU in 2001 to US$1.53 per MMBTU in 2002. The increase in
net oil entitlement from 11.3 MMBbIs in 2001 to 12.2 MMBbls in 2002, was mainly due to higher
lifting rates, namely 81.9 MBbls/d in 2001 compared to 86.7 MBbls/d in 2002, and higher
entitlement needed to cover the increase in cost recovery portion under the Company’s production
sharing arrangements. The decrease in net gas entitlement from 19.2 Bcef in 2001 to 17.8 Bef in
2002 was mainly due to lower lifting rates, partially offset by higher entitlement needed to cover
the increase in cost recovery portion.

Drilling operations

Revenue from drilling operations decreased by 6.9% from US$56.8 million in 2001 to
US$52.9 million in 2002, due to lower offshore rig utilization rates of 70% in 2002 compared to
100% in 2001 as well as a decline in average offshore daily revenue from US$28,181 in 2001 to
US$26,321 in 2002 due to the blowout at Maera. These declines were offset by increases in both
the utilization rates and the average daily revenues of onshore rigs from 43% in 2001 to 61% in
2002 and from US$6,185 in 2001 to US$7,469 in 2002, respectively.

Methanol sales

Revenue from methanol sales increased by 8.5%, from US$28.4 million in 2001 to US$30.8
million in 2002. The increase in revenue from methanol sales was primarily attributable to an
increase in the average sales price of methanol, from US$116.00 per MT in 2001 to US$132.30
per MT in 2002, which was partially offset by a decrease in sales volume, from 246,000 MT in
2001 to 232,570 MT in 2002 due to a longer shutdown of the plant for maintenance and repairs in
2002 than in 2001.

Cost of sales and direct expenses

The Company’s cost of sales and direct expenses increased by 33.4%, from US$158.8 million
in 2001 to US$211.8 million in 2002. The increase was primarily due to increases in oil and gas
direct expenses and cost of sales of methanol, which were partially offset by a small decrease in
direct expenses from drilling operations.

Oil and gas

Oil and gas direct expenses increased by 64.1%, from US$81.1 million in 2001 to US$133.1
million in 2002. The increase was primarily due to increases in depreciation and amortization
expenses, lifting expenses and exploration expenses. The increase in depreciation and amortization
expenses from US$18.8 million in 2001 to US$38.3 million in 2002 was primarily due to higher
unit of production costs resulting from the decrease of certified reserves following the Company’s
adoption of GCA’s reserve data. Lifting expense increased from US$49.9 million in 2001 to
US$64.9 million in 2002, primarily due to increased expenses from the Tuban block (which is not
operated by the Company) and higher export expenses and pipeline fees from increased
production. Exploration expenses increased from US$12.3 million in 2001 to US$29.9 million in
2002, primarily as a result of dry hole expenses resulting from the writedown of wells, including
those in Myanmar.

Drilling operations

Direct expenses of drilling operations decreased by 0.6%, from US$52.8 million in 2001 to
US$52.5 million in 2002 mainly due to decreases in repairs and maintenance, depreciation of
property and equipment, and rental costs, partially offset by an increase in expenses from labor,
catering and insurance and other expenses. Expenses from repairs and maintenance decreased from
US$10.1 million in 2001 to US$7.4 million in 2002, primarily as a result of low utilization of
Maera following the blowout in February 2002. The decrease in depreciation of property and
equipment, from US$15.0 million in 2001 to US$13.8 million in 2002, was due to the suspension
of Maera’s depreciation cost during the period of its repair. The increase in labor cost, from
US$10.6 million in 2001 to US$12.0 million in 2002, was due to increased recruitment and higher
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employee related costs in 2002 compared to 2001, primarily as a result of higher onshore rig
utilization. Other expenses increased from US$2.4 million in 2001 to US$4.6 million in 2002,
primarily due to increased expense from services provided by EPI to Exspan Nusantara in addition
to basic rig services.

Methanol

Costs of sales of methanol increased by 5.6%, from US$24.9 million in 2001 to US$26.3
million in 2002, primarily as a result of a decrease in methanol inventory, by US$0.6 million in
2002, as compared to an increase of US$0.9 million in 2001, while direct expense was US$25.7
million in both 2001 and 2002.

Operating expenses

Operating expenses increased by 46.9%, from US$32.4 million in 2001 to US$47.6 million in
2002. The increase in operating expenses was mainly attributable to increases in employee
benefits, professional fees, donations and other expenses, partially offset by a decrease in selling
expenses. Employee benefits increased from US$2.2 million in 2001 to US$8.4 million in 2002, as
a result of higher pension payments. Professional fees increased from US$1.6 million in 2001 to
US$7.5 million in 2002 as a result of the initial public offering of Apexindo, the Company’s
acquisitions of new oil and gas properties and consulting fees relating to new management
information systems. Donations increased from US$0.2 million in 2001 to US$1.7 million in 2002
as a result of community relations programs relating to exploration and production properties.
Other expenses increased from US$4.1 million in 2001 to US$6.4 million in 2002, primarily as a
result of amortized discount of the Existing Notes and other fees and expenses relating to the
Existing Notes, increased transportation costs and taxes. Selling expenses decreased from US$3.1
million in 2001 to US$1.1 million in 2002, mainly due to decreased business travel.

Other income/charges

Other charges decreased by 105.4%, from a charge of US$27.9 million in 2001 to a gain of
US$1.5 million in 2002, primarily as a result of the absence of an additional provision in 2002 for
the doubtful accounts receivable from related parties, which was partially offset by increased
interest expense and decreased gains on foreign exchange in 2002. The provision for doubtful
accounts receivable from related parties decreased from a charge of US$34.5 million in 2001 to
US$0 in 2002 because the write-off of these accounts receivable was completed in 2001. Interest
expense increased from US$1.6 million in 2001 to US$8.1 million in 2002, which was mainly
attributable to the interest expense relating to the Existing Notes issued on March 19, 2002. Net
foreign exchange gain decreased from a gain of US$3.3 million in 2001 to a gain of US$1.7
million in 2002, primarily due to differences arising upon translation of monetary assets and
liabilities.

Income before tax

As a result of the foregoing, income before tax decreased by 1.8%, from US$165.8 million in
2001 to US$162.8 million in 2002.

Tax expense

Tax expense decreased by 8.7%, from US$87.0 million in 2001 to US$79.4 million in 2002.
Such decrease was mainly attributable to decreased profit share in oil and gas sales due to higher
costs, resulting in lower taxable income.

Extraordinary gains

Extraordinary gains were US$0.2 million in 2001. The Company did not realize any
extraordinary gains in 2002.

Net income

As a result of the foregoing, net income increased by 7.5%, from US$78.2 million in 2001 to
US$84.1 million in 2002.
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Comparison of Years Ended December 31, 2001 and 2000
Net sales and operating revenues

The Company’s total net sales and operating revenues increased by 10.0%, from US$349.8
million in 2000 to US$384.8 million in 2001. The increase was attributable to an increase in
revenue from all three of the principal activities of oil and gas sales, drilling operations and
methanol sales.

Oil and gas sales

Revenue from oil and gas sales increased by 4.7%, from US$286.1 million in 2000 to
US$299.6 million in 2001. The increase consisted of an increase in revenue from oil sales from
US$262.9 million in 2000 to US$271.0 million in 2001 and an increase in revenue from gas sales
from US$23.1 million in 2000 to US$28.6 million in 2001. The increase in revenue from oil and
gas sales was attributable to increased production of both oil and gas, as well as higher sales
prices for gas. The increase in net oil entitlement from 9.1 MMBbls in 2000 to 11.3 MMBbls in
2001 was mainly due to higher lifting rates, namely 81.9 MBbls/d in 2001 compared to 66.7
MBbls/d in 2000. However, the Company’s average realized price for oil declined from US$28.84
per Bbl in 2000 to US$23.91 per Bbl in 2001. The increase in net gas entitlement from 16.0 Bcf
in 2000 to 19.2 Bcf in 2001 was mainly due to higher lifting rates. The Company’s average
realized price for gas increased from US$1.44 per MMBTU in 2000 to US$1.49 per MMBTU in
2001.

Drilling operations

Revenue from drilling operations increased by 32.7%, from US$42.8 million in 2000 to
US$56.8 million in 2001. The increase in revenue from drilling operations was the result of an
increase in the utilization rate of both offshore and onshore drilling rigs in 2001, as well as
increased daily revenues for such rigs in 2001. The utilization rate of offshore drilling rigs
increased from 76% in 2000 to 100% in 2001. The stacking of Maera and Raisis for repair and
upgrade for approximately two months contributed to the lower offshore utilization rate in 2000.
The average daily revenues for the offshore rigs also increased from US$23,252 in 2000 to
US$28,181 in 2001. The onshore rig utilization rate increased from 37% in 2000 to 43% in 2001.
The average daily revenues for onshore rigs increased from US$6,185 in 2000 to US$7,469 in
2001.

Methanol sales

Revenue from methanol sales increased by 35.2%, from US$21.0 million in 2000 to US$28.4
million in 2001. Such increase was due to an increase in both methanol sales volume and prices.
Methanol sales volume increased from 144,450 MT in 2000 to 246,000 MT in 2001. The lower
sales volume in 2000 was the result of plant closure for approximately four months. The average
methanol price decreased from US$145.55 per MT in 2000 to US$116.00 per MT in 2001.

Cost of sales and direct expenses

The Company’s cost of sales and direct expenses increased by 4.8%, from US$151.5 million
in 2000 to US$158.8 million in 2001. Such increase was primarily due to increases in direct
expenses for drilling operations and cost of methanol sales, partially offset by a decrease in direct
expenses for oil and gas sales.

Oil and gas

Oil and gas direct expenses decreased by 4.1%, from US$84.6 million in 2000 to US$81.1
million in 2001. Such decrease was due to decreases in exploration expense, cost of sales of oil
and lifting expenses, partially offset by an increase in depreciation and amortization. Exploration
expense decreased, from US$16.3 million in 2000 to US$12.3 million in 2001, primarily as a
result of lower dry hole expenses in 2001. Cost of sales of oil decreased from US$2.2 million in
2000 to US$0 in 2001, as a result of there having been no overlift of net entitlement in 2001.
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Lifting expense decreased from US$51.5 million in 2000 to US$49.9 million in 2001, primarily as
a result of FSO mobilization fees in 2000 that did not recur in 2001. Depreciation and
amortization expense increased by 29.7%, from US$14.5 million in 2000 to US$18.8 million in
2001, as a result of higher production.

Drilling operations

Drilling operations expenses increased by 9.1%, from US$48.4 million in 2000 to US$52.8
million in 2001, mainly due to small increases in most expense items due to higher utilization
rates and increased other expenses, which were partially offset by a decrease in rig movement
expenses. The increase in other expenses from US$0.2 million in 2000 to US$2.4 million in 2001,
consisted primarily of increased expense from services provided by EPI to Exspan Nusantara in
addition to basic rig services. The decrease in expense for rig movement from US$2.9 million in
2000 to US$1.5 million in 2001, was due to lower utilization in 2000 which required Apexindo to
bear a large portion of the cost of moving the rigs back to the warehouse.

Methanol

Cost of sales of methanol increased by 33.9%, from US$18.6 million in 2000 to US$24.9
million in 2001. Such increase in cost of sales was mainly due to an increase in the amount of
feed gas required which was associated with the increase in production.

Operating expenses

Operating expenses decreased by 6.6%, from US$34.7 million in 2000 to US$32.4 million in
2001. The decrease in operating expenses was mainly attributable to a decrease in contract charges
and repairs and maintenance, which were partially offset by increases in salaries and wages, other
employee benefits and selling expenses. The decrease in contract charges, from US$7.4 million in
2000 to US$1.1 million in 2001, was due to expenses related to geological and other consulting
fees in 2000 that did not recur in 2001. The decrease in repairs and maintenance, from US$2.1
million in 2000 to US$0.9 million in 2001, was due to upgrading of facilities in connection with
the commencement of oil exports from Rimau in 2000 that did not recur in 2001. The increase in
salaries and wages, from US$8.0 million in 2000 to US$14.2 million in 2001, was due to higher
performance-based compensation for management and a general increase in salaries. The increase
in other employee benefits, from US$0 in 2000 to US$2.2 million in 2001, was due to a new
compulsory employee pension scheme initiated in 2001. The increase in selling expenses, from
US$1.6 million in 2000 to US$3.1 million in 2001, was primarily attributable to an increase in
business travel expenses from US$1.2 million to US$2.7 million as a result of an increase in the
Company’s international business development activities.

Other income/charges

Other charges decreased by 24.2% from a charge of US$36.8 million in 2000 to a charge of
US$27.9 million in 2001, primarily as a result of a net foreign exchange gain instead of a net
foreign exchange loss and decreased interest expense, partially offset by an increase in provisions
for doubtful accounts receivable from related parties. Net foreign exchange losses were US$1.8
million in 2000 and net foreign exchange gains were US$3.3 million in 2001, primarily as a result
of differences arising upon translation of monetary assets and liabilities. Interest expense
decreased from US$5.4 million in 2000 to US$1.6 million in 2001, due to lower debt outstanding
throughout 2001 compared to 2000. The provision for doubtful accounts receivable from related
parties increased from a charge of US$32.2 million in 2000 to US$34.5 million in 2001 as a result
of the write-off of the remaining doubtful accounts receivable from related parties.

Income before tax

As a result of the foregoing, income before tax increased by 30.9%, from US$126.7 million
in 2000 to US$165.8 million in 2001.
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Tax expense

Tax expense increased by 14.6%, from US$75.9 million in 2000 to US$87.0 million in 2001.
Such increase was due to higher taxable income from all three businesses, as well as an increase
in deferred tax charges arising in 2001 from increased depreciation charges for rigs that were
revalued by the Company in 2001.

Extraordinary gains

Extraordinary gains decreased by 98.0%, from a gain of US$9.9 million in 2000 to US$0.2
million in 2001. The gains in 2000 reflected the Company’s redemption in 2000 of substantially
all of its outstanding Series A and B Notes at a discount.

Net income

As a result of the foregoing, net income increased by 28.2%, from US$61.0 million in 2000
to US$78.2 million in 2001.

Liquidity and Capital Resources

Historically, the Company’s operations, capital expenditures and working capital requirements
have been funded from cash generated from operations and from borrowings, both short-term and
long-term. The Company generated an aggregate of US$707.7 million of cash from operations in
the three years 2000, 2001 and 2002 and had aggregate capital expenditures of US$261.6 million
in the same period. During 2001, the Company’s cash generated from operations increased by
5.4%, as compared to 2000, and during 2002, the Company’s cash generated from operations
increased by 18.1% as compared to 2001. The increase in cash generated from operations in 2001
compared with 2000 was due to higher income from operations in 2001 compared to 2000,
partially offset by a decrease in amounts payables in 2001, and the increase in cash generated
from operations in 2002 compared to 2001, despite lower income from operations in 2002
compared to 2001, was due to higher non-cash depreciation expenses and an increase in accounts
payables and accrued expenses in 2002.

The Company’s US$33.2 million capital expenditure in 2000 was met by cash generated from
operations. Capital expenditure in 2000 was primarily related to development expenditure in
relation to the Rimau block.

Capital expenditure in 2001 was US$62.5 million. Such expenditure primarily related to
development expenditure within the production blocks, particularly in relation to the Rimau block.
Capital expenditures in 2001 were funded from cash from operations.

Capital expenditure in 2002 was US$165.9 million. Such expenditure primarily related to
development expenditure within the production blocks, particularly in relation to the Rimau block,
as well as expenditures for the construction of two new rigs (Yani and Raissa) and refurbishment
of the Maera rig by Apexindo. In addition, the Company spent US$33.3 million to acquire
interests in new oil and gas fields. Capital expenditures and acquisitions in 2002 were funded
from cash from operations and proceeds from the Existing Notes.

The Company’s planned capital expenditures in the next three years for its three business
units are as follows:

> Exploration and development activities: approximately US$148.9 million, US$153.9
million and US$322.6 million for the years 2003, 2004 and 2005, respectively. Such
capital expenditures are expected to relate primarily to the development of the
Extension/Kampar and Rimau blocks (during all three years), and, subject to the
development of related projects and associated infrastructure and the signing of
necessary gas sales agreements, the development of Senoro-Toili (during 2004 and
2005) and Lematang (during 2005);

> Drilling: approximately US$91.5 million, US$4 million and US$2 million for the years
2003, 2004 and 2005, respectively. Capital expenditures in 2003 will relate primarily to
the two new rigs, as well as the refurbishment of Maera; and

> Methanol: approximately US$7 million in aggregate during the years 2003, 2004 and
2005.
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In addition to the budgeted development and exploration expenditures relating to the
Company’s oil and gas properties described above, the Company may make additional acquisitions,
capital expenditures and investments in these periods consistent with its business strategy. The
above budgeted amounts do not include any investments the Company may make in acquisitions of
oil and gas properties or other downstream projects, if any.

The Company’s ability to maintain and grow its revenues, net income and cash flows depends
upon continued capital spending. The Company’s capital expenditure plans are subject to a number
of risks, contingencies and other factors, such as oil and gas prices, market demand, acquisition
opportunities and the success of the Company’s drilling program, some of which are beyond the
Company’s control. The Company adjusts its capital expenditure and investment budget
periodically, based on factors deemed relevant by the Company. Therefore the Company’s actual
future capital expenditures and investments are likely to be different from its current planned
amounts, and such differences may be significant.

In March 2002, the Issuer issued the Existing Notes, which are guaranteed by Medco Energi.
The Existing Notes have an aggregate principal amount of US$100 million, bear interest at a rate
equal to 10.0% per annum, and will mature in March 2007. The Existing Notes are the subject of
the concurrent Exchange Offer and Consent Fee Offer pursuant to which new Notes will be issued
in exchange for all or a portion of the Existing Notes. The Exchange Offer and Consent Fee Offer
will be closed prior to the issuance of the Notes. See “Concurrent Exchange Offer and Consent
Fee Offer”.

In March 2003, Apexindo entered into a secured project finance facility with Fortis Bank
S.A./N.V. for up to US$39 million. The proceeds of such facility will be used to finance the cost
of the rig Raissa, which, together with proceeds from the related drilling contract, will secure
repayment of the facility. The facility will be repaid by 16 successive quarterly installments and
the first installment will be made three months after the drawdown of the facility, and bears
interest at LIBOR plus an average of 2.35%. Apexindo is considering a similar facility to finance
the rig Yani.

The Company believes that its future cash flows from operations, the net proceeds of the
issuance of the Notes, and the Company’s borrowing capacity (including available project finance
facilities) will be sufficient to fund its planned capital expenditures and investments, debt
maturities and working capital requirements. The Company’s ability to obtain adequate financing
to satisfy its capital expenditure and debt service requirements may be limited by its financial
condition, results of operations and the liquidity of international and domestic financial markets.

Market risks

The Company’s primary market risk exposures are to fluctuations in oil and gas prices and
exchange rates.

Commodity price risks

The Company is exposed to fluctuations in prices of crude oil and natural gas, which are
commodities whose prices are determined by reference to international market prices. International
oil and gas prices are volatile and this volatility has a significant effect on the Company’s
revenues and net income. Due to the cost recovery provided to the Company in its production
sharing arrangements, the Company does not currently hedge market risk resulting from
fluctuations in oil and gas prices, but it is evaluating certain hedging arrangements that it may
implement in the future. See “— Overview” and “Risk Factors — Risks Relating to Oil and Gas
Industry — The volatility of prices for crude oil, condensate and natural gas and the cyclical
nature of the oil and gas industry could adversely affect the Company’s results of operations”.

Exchange rate risks

Substantially all of the Company’s revenues are denominated in U.S. dollars, and a majority
of the Company’s cash expenses are also denominated in U.S. dollars. Certain expenses
comprising of the salaries of Indonesian employees, local vendors and local rentals, are normally
paid in Rupiah. For the past three years, an average of approximately 12.7% of the Company’s
total direct cash and operating expenses were denominated in Rupiah. Given the relatively small
currency mismatch, the Company believes that its exposure to the currency risk of an appreciation
of the Rupiah is limited.
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INDUSTRY

Brief History

Indonesia’s oil and gas industry is recognized as the third oldest in the world after the
United States and Russia. The first discovery of oil in commercial quantities was in 1885 at
Telaga Said in North Sumatra, Indonesia.

Following its independence in 1945, Indonesia recognized the potential which oil possessed
for providing the funds necessary for the development of the country and its infrastructure.

In late 1971, a major gas discovery was made in the Arun field in northern Sumatra by Mobil
Oil Indonesia Inc., followed by Huffco Indonesia in the Badak field in East Kalimantan in early
1972. These two independent discoveries established Indonesia as a major exporter of liquefied
natural gas (“LNG”) with the shipment of its first cargo in August 1977 to Japan. World LNG
trade has grown at a rate of 8.5% per year from 1970 to 1999, resulting in Indonesia being the 5th
largest supplier of LNG in the world, producing approximately 56.6 million tonnes oil equivalent
(approximately 2218.7 Bcf) in 2001. Indonesia produced an average of 1.3 MMBDbIs of oil and
condensate per day and exported about 662,000 Bbls/d in 2001. It is the 17th largest oil producing
country in the world. Oil and gas are the largest contributors to state revenue by industry sector,
contributing approximately 24.6% to domestic revenues in 2002.

Indonesia is a member of OPEC, a group of 11 oil producing countries representing
approximately 40% of world oil production in 2001.

The historical oil and gas production in Indonesia is shown in the following table:

Oil Gas

(MMBDbls) (Bcf)
1007 577 3,166
1008 568 2,979
1099 548 3,068
2000 . . 518 2,901
200 .. 489 2,807
Through November 2002 . . ... ... .. .. .. .. .. .. . . . . .. 427 2,500

Source: Directorate General of Oil and Gas, Indonesia, BPMigas.

Indonesia’s oil and gas sector has historically been a key contributor to its economy, and
today remains an important contributor of Government export revenues and an important source of
foreign exchange for the country. In 2002, exports of oil and gas products accounted for
approximately 21% of all export earnings.

Annual Indonesian oil and gas production

2001 2000 1999
Crude oil production (1,000 Bbls/d). ... ............... 1,214 1,272 1,351
Condensate production (1,000 Bbls/d) ................. 130 142 149
Natural gas production (Bef) . ...... ... ... ... ... ... 2,807 2,901 3,068
Crude oil exports (1,000 Bbls) ...................... 216,474 195,266 250,904
Condensate exports (1,000 Bbls) . .................... 25,138 28,234 34,496
LNG exports MMBTU) ............ ... .. ... ...... 1,238,785 1,400,024 1,501,936
LPG exports (1,000 MT) . ....... ... ... .. .. .. ...... 1,484 1,306 1,745

Source: Petroleum Report Indonesia 2002, American Embassy Jakarta.
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Annual foreign currency earnings from the Indonesian oil and gas industry

2001 2000 1999

(USS$ in millions)
Oil exports (f.o.b.). ... .. 5,650 6,282 4,950
Oil imports (f.o.b.) and services. . .. .................. 2,852 2,304 1,501
Net 01l eXports. . . .o v i 2,798 3,978 3,449
LNG exports (f.o.b.) .. ... 5,375 6,802 4,489
Net LPG exports . ... ..ot 389 394 340

Source: Petroleum Report Indonesia 2002, American Embassy Jakarta.

Outlook of Indonesia on Oil and Gas Industry

The outlook of the Indonesian oil and gas industry will be influenced by the Indonesian and
regional political dynamics and economics and world prices for crude oil. Although crude oil is
traded globally, the supply/demand equation varies within each region. In the Asia Pacific region,
over 40% of crude oil demand has to be imported, with consumption outstripping production by
approximately 160%. The expected continued growth of the Indonesian and the South-East Asian
economics will lead to further growth in energy demand from oil, gas and other energy sources.

The continually increasing domestic oil consumption has raised concerns that Indonesia will
no longer be a net exporter of oil within the first decade of the 21st century. To offset this
potential loss of foreign currency earnings and to remain a net oil exporter, the Government has
taken the following steps:

> In 1993, it increased the price of fuel by reducing its fuel subsidies and therefore
reducing fuel demand growth in Indonesia.

> It has issued incentive packages at regular intervals to stimulate further exploration for
oil and gas in so called “frontier” and “deep water” areas particularly in the eastern part
of Indonesia.

> The electricity generation industry has been deregulated to allow private investors to
generate electricity for public consumption. Fuel usage efficiency is expected to
improve as a result.

> It has promoted the use of natural gas as a domestic fuel in substitution for liquid fuels
which can be exported.

> In October 2001 it promulgated the New Oil and Gas Law, setting out the boundaries
for the liberalization of the oil and gas industry in Indonesia. See “— New Oil and Gas
Law”.

> It has encouraged the use of geothermal electrical generation capacity to reduce its
dependence on oil as a fuel.

> It has reinitiated negotiations with at least 14 independent power producers to secure
the supply of electricity for the country and improve the market for investment into
alternative energy sources.

The Government’s exploration incentives should stimulate exploration drilling in eastern
Indonesia while the emphasis on oil exports and gas substitution for liquid fuel should also
encourage drilling of both oil and gas wells.
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Exploration geoscientists believe that opportunities for further oil and gas discoveries exist in
Indonesia, with some 38 tertiary and pre-tertiary sedimentary basins being explored to date and a
further 22 undrilled sedimentary basins, mainly in eastern Indonesia, yet to be explored. The
demand for electrical power also provides opportunities for the provision of gas-fuelled power
plants and has resulted in an increase in demand for gas.

Production Sharing Arrangements

Indonesia’s oil and gas resources are controlled by the Government. Prior to the enactment of
the New Oil and Gas Law, the Indonesian state owned oil and gas company, Pertamina, managed
all of Indonesia’s oil and gas resources on behalf of the Government. In most cases, Pertamina
entered into production sharing arrangements with private sector energy companies entitling such
private sector energy companies to a portion of the production from the fields in the applicable
production sharing area.

The New Oil and Gas Law which was enacted in October 2001, creates an overall statutory
framework for a fundamental restructuring of the oil and gas regime, principally resulting in an
ending to Pertamina’s monopoly in the upstream oil and gas market and the liberalization of the
domestic oil and gas markets. Under the New Oil and Gas Law, BPMigas, a non-profit
Government-owned board, has replaced Pertamina as the Government party to all production
sharing arrangements. Under the terms of the New Oil and Gas Law, on the establishment of
BPMigas, all rights and obligations of Pertamina under production sharing contracts were
transferred to BPMigas. A further instrument will be executed (currently expected to take place by
mid-2003) to formally reflect the new Government party to such production sharing contracts.
Pertamina is to be converted into a limited liability operating company, to compete on an equal
basis with other regulated oil and gas companies in Indonesia. PT Pertamina Persero will also be
required to enter into a production sharing arrangement or other form of cooperation contract with
BPMigas for continued exploration and exploitation of the fields retained by Pertamina.

Pertamina entered into production sharing arrangements with private sector energy companies
whereby such companies explore and develop oil and gas in specified areas in exchange for a
percentage interest in the production from the fields in the applicable production sharing area. The
working relationship and sharing of production between the Government and the operator engaging
in the Indonesian oil and gas industry remains governed by such production sharing arrangements.
On entering into a production sharing arrangement, the operator has to commit to spending a
specified sum of capital to implement an agreed work program.

Production sharing arrangements are based on five main principles:

> contractors are responsible for all investments (exploration, development and
production);

> contractors’ investment and production costs may be recovered against production;

> profits are split between the Government and contractors based on production after the
cost recovery portion;

> ownership of tangible assets remains with the Government; and

> overall management control remains with BPMigas on behalf of the Government.

PSCs

An original PSC (i.e. an existing PSC created under the predecessor regulatory framework to
the New Oil and Gas Law) is awarded to explore for and to establish commercial hydrocarbon
reserves in a specified area prior to commercial production. The PSC is awarded for a number of
years depending on the contract terms, subject to discovery of commercial quantities of oil and
gas within a certain period, although this exploration period can generally be extended by
agreement between the contractor and BPMigas. The contractor is generally required to relinquish
specified percentages of the contract area by specified dates unless such designated areas
correspond to the surface area of any field in which oil and gas has been discovered.
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BPMigas is expected to continue Pertamina’s role and be responsible for managing all PSC
operations, assuming and discharging the contractor from all taxes, other than Indonesian
corporate taxes and the tax on interest, dividend and royalty and others set forth in the PSC,
obtaining approvals and permits needed by the project and approving the contractor’s work
program and budget. The responsibilities of a contractor under a PSC generally include advancing
necessary funds, furnishing technical aid and preparing and executing the work program and
budget. In return, the contractor may freely lift, dispose of and export its share of crude oil and
retain abroad its proceeds obtained from its share.

In each PSC, the contractor and BPMigas share the total production in any given period in a
ratio agreed between the two under the terms of that PSC. The contractor generally has the right
to recover all finding and development costs, as well as operating costs, in each PSC against
available revenues generated by the PSC after deduction of first tranche petroleum (“FTP”). Under
FTP terms, the parties are entitled to take and receive oil and gas of a certain percentage each
year, depending on contract terms, of the total production from each production zone or formation
in each such year, before any deduction for recovery of operating costs, investment credits and
handling of production. FTP for each year is generally shared between the Government and the
contractor in accordance with the standard sharing splits. The balance is available for cost
recovery for the contractor calculated by reference to the prevailing Indonesian crude price. After
the contractor has recovered all allowable costs, the Government is entitled to a specified profit
share of the remaining natural gas and crude oil production and the contractor keeps the rest as its
profit share. The contractor is obligated to pay Indonesian corporate taxes on its specified profit
share at the Indonesian corporate tax rate in effect at the time the PSC is executed. See “Business
of the Company — Production”.

The total of the contractor’s share of FTP, production attributable to cost recovery and post-
tax profit share represents its net crude entitlement for a given period.

After the first five years of a field’s production, all PSCs in Indonesia are subject to DMO
under which the contractor is required to supply, at a reduced price, the domestic market with the
lesser of 25% of (i) the contractor’s before-tax share of total crude oil production and (ii) the
contractor’s share of profit oil. This reduced price varies from PSC to PSC, in each case
calculated at the point of export. Under the old law, DMO does not apply to natural gas
production. Under the New Oil and Gas Law, DMO may apply to natural gas production (see “—
New Oil and Gas Law”).

The contractor is obligated to pay BPMigas a compensation bonus upon approval by the
Government of the PSC and production bonuses after specified daily production goals for the
contract area have been reached. BPMigas has the right to demand that a specified percentage
(generally 10%) undivided interest in the total rights and obligations under the PSC be offered to
an entity designated by BPMigas (the “Indonesian participant”). This right lapses if not exercised
by BPMigas within three months after the contractor notifies BPMigas of its first discovery of
petroleum in the contract area. In return, the Indonesian participant typically reimburses the
contractor for an amount equal to that specified percentage of the sum of the costs incurred under
the PSC to the date of the demand, including a proportion of the compensation bonus and
production bonuses previously paid by the contractor to BPMigas. These amounts can be paid
directly in cash or through production installments. All payments to be made under the PSC to
BPMigas, the Government or the contractor must be made in U.S. dollars or in other currency
acceptable to the payee. However, the contractor may make payments to BPMigas or the
Government in Rupiah to the extent that such currency is realized as a result of the domestic sale
of crude oil or natural gas. In the future the Company expects that Indonesian participant rights
will also be exercised in favor of local and provincial governments.

Disputes arising between the contractor and BPMigas pursuant to the PSC are submitted to
arbitration under the Rules of the Arbitration of the International Chamber of Commerce. The PSC
is governed by the laws of the Indonesia. Either party has the right to terminate the PSC on 90
days’ written notice if a major breach of the PSC is committed by the other party, provided that
conclusive evidence of such breach is found through arbitration or a final court decision.
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TACs

A TAC is awarded when a field has prior or existing production and is awarded for a certain
number of years depending on the contract terms. The oil or gas production is first divided into
non-shareable and shareable portions. The non-shareable portion represents the production which
is expected from the field (based on historic production of the field) at the time the TAC is
signed. Under a TAC, production from the non-shareable portion declines annually. The shareable
portion corresponds to the additional production resulting from the operator’s investment in the
field and is split in the same way as for a PSC.

JOBs

In a JOB, operations are conducted by a joint operating body headed by Pertamina and
assisted by the private sector energy company through their respective secondees to the JOB. In a
JOB, Pertamina has a percentage of the working interest (as agreed by contract). The balance,
after the production is applied towards cost recovery and cost bearing as between Pertamina and
the private sector energy company, is the shareable portion which is split in the same way as for
an ordinary PSC.

New Oil and Gas Law

The New Oil and Gas Law came into force in November 2001. The New Oil and Gas Law
replaces the old Law No. 8 of 1971 (regarding Pertamina) and Law No. 44 of 1960 (regarding the
oil and gas mining law) which had functioned as references in the national oil business for the
past 30 years. The New Oil and Gas Law creates an overall statutory framework for a fundamental
restructuring of the oil and gas regime, principally resulting in an ending to Pertamina’s monopoly
in upstream oil and gas and the liberalization of the domestic oil and gas markets. Unlike its
predecessor law, which did not distinguish between upstream and downstream activities as they
were monopolized by Pertamina, the New Oil and Gas Law categorizes oil and gas activities into
upstream and downstream activities. Upstream activities consist of exploration and exploitation of
oil and gas resources, while downstream activities (which include midstream activities) encompass
processing, transporting, storage and commerce. The New Oil and Gas Law introduces two new
governmental boards, the Operating Board (BPMigas) and the Regulating Board (Badan Pengatur).
BPMigas, a non-profit Government-owned board, is to control upstream activities on behalf of the
Government as the holder of exclusive mining authority. The functions of BPMigas are similar to
the functions of Pertamina’s BPPKA division/Manajemen Production Sharing, which was
responsible for the administration of contracts under the previous legislative framework. Badan
Pengatur, an independent governmental board, is tasked with supervisory and regulatory functions
at the downstream level, in order to ensure the availability and distribution of fuels throughout the
Indonesian territory and to promote gas utilization in the domestic market.

Under the terms of the New Oil and Gas Law, on the establishment of BPMigas, all rights
and obligations of Pertamina under production sharing arrangements were transferred to BPMigas
and BPMigas has replaced Pertamina as the Government party to all production sharing
arrangements. It is expected that a further instrument will be executed (currently expected to take
place by mid-2003) to formally reflect the new Government party to such production sharing
arrangements.

Further, the New Oil and Gas Law requires Pertamina to be converted into the Persero form
of organization (a limited liability company) by November 23, 2003. Prior to the conversion,
Pertamina is to continue to perform its pre-existing oil and gas activities, control and manage
assets, employees, and other related matters. Thereafter, Pertamina as a limited liability operating
company (PT Pertamina Persero) is to compete on an equal basis with other regulated oil and gas
companies in Indonesia. PT Pertamina Persero will also be required to enter into a production
sharing arrangement or other form of cooperation contract with BPMigas for continued exploration
and exploitation of the fields retained by Pertamina.

The New Oil and Gas Law is umbrella legislation setting forth general principles that are
expected to be further developed in a series of Government regulations, presidential decrees and
ministerial decrees, few of which have been promulgated. Under the New Oil and Gas Law,
upstream activities are performed through production sharing contracts or other forms of
cooperation contract. The main principles governing these future contracts appear to be similar to
the ones governing the current production sharing arrangements. Under the New Oil and Gas Law,
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the key principles are that title over the resources in the ground remains with the Government
(and title to the oil and gas lifted for the contractor’s share passes at the point of transfer, usually
the point of export), operational management control is with BPMigas, and all funding and risks
are to be assumed by investors (the Government through BPMigas is not allowed to bear or
assume these). Negotiation of production sharing arrangement terms with potential contractors will
be handled primarily by the Ministry of Energy and Natural Resources, and the Indonesian
Parliament must be notified of the production sharing arrangements. Only one working area can be
given to any one legal entity (also known as ring fencing). Based upon the provisions of the New
Oil and Gas Law, the Company believes that the New Oil and Gas Law will not materially alter
the terms of existing production sharing arrangements.

The New Oil and Gas Law may have the following implications in the upstream sector:

> Under the existing PSC structure, contractors are only required to supply 25% of oil
produced domestically at a subsidized price. This may no longer be the case, as the
New Oil and Gas Law imposes the obligation to supply up to maximum of 25% of oil
and/or gas production to the domestic market. This requirement will be further
elaborated in an implementing Government regulation which will essentially contain the
domestic market conditions, implementing mechanism and pricing rules, as well as
incentive policies.

> Under the existing PSC structure, contractors are required to pay only corporation and
dividend taxes. Cooperation contracts will allow contractors to opt for a tax regime
consistent with the applicable tax law at the time that the contract is signed or the
applicable general corporate tax law.

> Under the New Oil and Gas Law, the Company will be entitled to elect to lock-in
prevailing Government tax rates for the entire term of a new production sharing
arrangement at the time the arrangement commences.

Another key item in the New Oil and Gas Law is the establishment of an independent
governmental board, Badan Pengatur, in 2002 to ensure the availability and distribution of fuel
throughout the Indonesian territory and to promote gas utilization in the domestic market.
Although the general principle is that pricing of fuel and gas are to be determined by the market,
it should be noted that the New Oil and Gas Law allows the Government to provide special
assistance to create a replacement for the current subsidy scheme in respect of certain consumers
for the use of certain types of fuel. Further, the Government is allowed to adopt a gas pricing
policy for household gas, small scale customers and certain other categories of users. By 2006, it
is expected that the Government subsidy on oil-based fuel will be abolished and free competition
in the downstream sector will begin.
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BUSINESS OF THE COMPANY

Overview of the Company

The Company is one of the largest private sector oil and gas companies in Indonesia, where
it is engaged in oil and gas exploration and production, onshore and offshore contract drilling and
methanol production. As of January 1, 2003, the Company’s estimated gross proved reserves of
168.0 MMBOE consisted of 146.8 MMBDbls of oil and condensate and 124.0 Bcf of natural gas. As
of January 1, 2003, the Company’s estimated gross proved plus probable reserves of 513.7
MMBOE consisted of 232.4 MMBbls of oil and condensate and 1,645.5 Bcf of natural gas. For the
year 2002, the Company produced approximately 31 MMBDbIs of oil and condensate and
approximately 24 Bcf of natural gas, which places the Company as the third largest crude oil
producer by volume in Indonesia. The reserve data set forth above excludes the Company’s
interest in two fields acquired in 2002.

For the year ended December 31, 2002, the Company had revenues of US$420.7 million and
EBITDA of US$218.2 million.

The Company has the right to explore for and produce oil and gas over 43,222 square
kilometers in Indonesia under production sharing arrangements with BPMigas, Indonesia’s national
upstream oil and gas regulator. Under such production sharing arrangements, the Company is
entitled to recover its costs and earn an after-tax profit share out of production once the block is
declared commercially exploitable by BPMigas. See “Industry — Production Sharing
Arrangements”. The Company currently produces crude oil and natural gas from 535 wells in four
properties located in Sumatra and Kalimantan in Indonesia. Oil and gas production accounted for
80.1% of the Company’s net sales and operating revenues and 91.1% of its EBITDA in 2002.

The Company owns a fleet of 11 onshore drilling rigs and five offshore drilling rigs to
provide contract drilling services to oil and gas companies, mainly in Indonesia. The Company’s
drilling rigs are used for oil, gas and geothermal exploration and production. The Company’s
offshore rigs include four submersible rigs capable of operating in water depths of up to 25 to 35
feet and a jack-up rig capable of operating in water depths of up to 350 feet. The contract drilling
operations of the Company are conducted by Apexindo, which is 77.5% owned by Medco Energi
and whose shares were listed on the Jakarta Stock Exchange in June 2002. Apexindo had a market
capitalization of Rp.636.9 billion as of December 31, 2002. Contract drilling accounted for 12.6%
of the Company’s net sales and operating revenues in 2002.

As part of the Company’s strategy of creating new markets for its natural gas reserves, the
Company assumed the operation of the Bunyu methanol plant in East Kalimantan in April 1997. In
2002, the Company delivered approximately 21 MMcf/d of gas to the plant from its Tarakan field
under a 10-year contract with Pertamina expiring in 2007. Methanol production accounted for
7.3% of the Company’s net sales and operating revenues in 2002.

Brief History

The Company was established in 1980 as an Indonesian drilling contractor under the name of
PT Meta Epsi Pribumi Drilling Company. It began oil and gas production in Kalimantan in 1992
when it acquired exploratory and production licenses from affiliates of Tesoro Petroleum Company
in East Kalimantan in 1992. In 1995, it expanded its exploration and production activities to
Sumatra by acquiring the companies that owned the rights to the Rimau block from affiliates of
Exxon and Mobil. In 1996, the Company significantly increased its exploratory drilling activities,
which resulted in the discovery of substantial reserves of oil and natural gas in the Kaji and
Semoga fields of the Rimau block, Southern Sumatra. In 1997, the Company assumed the
operation of the Bunyu methanol plant in East Kalimantan and began delivering gas to the plant
from its Tarakan field under a gas sales agreement. In 1998, the Company delivered its first gas
supply to PLN’s power plant in Tanjung Batu, covering 60% of East Kalimantan’s electricity
market. In 2000, the Company acquired interests in three new blocks, Simenggaris, Madura and
Senoro-Toili, followed by the discovery of the Soka oil field in South Sumatra. In 2001, the
Company acquired an interest in the Bengara block in Kalimantan and more recently acquired
interests in the Tuban block in East Java, in the Asahan block in North Sumatra, in the Lematang
block in Sumatra, and in the Yapen and Rombebai blocks in Papua, further adding to its
exploration prospects.
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In 1999, the Company underwent a successful debt restructuring following the Asian
financial crisis. In connection with such restructuring, Credit Suisse First Boston (Hong Kong)
Limited (“CSFB”) acquired, in a series of transactions, an up to 85.44% direct and indirect equity
interest in the Company. In October 2001, PTTEP, a publicly-listed oil and gas exploration and
production company in Thailand, through its subsidiary PTTEPO, acquired a 34.2% indirect equity
interest in the Company from CSFB. See “Principal Shareholders”. In June 2002, Apexindo, the
Company’s contract drilling subsidiary, completed an initial public offering of its shares and
listing on the Jakarta Stock Exchange, resulting in the sale of 11.46% of such shares to the public,
the balance remaining owned by Medco Energi and other shareholders.

Medco Energi’s registered and principal executive office is located at 16th Floor, Graha
Niaga, J1. Jend. Sudirman Kav. 58, Jakarta 12190, Indonesia.

Business Strengths
The Company believes its key business strengths are as follows:

> U.S. dollar revenue from international offtakers. For the past three years,
substantially all of the Company’s revenues were denominated in U.S. dollars and
approximately 58% of the Company’s net oil entitlement was sold to international
buyers. Substantially all of the Company’s oil and gas sales contracts and drilling
contracts are denominated in U.S. dollars, providing the Company with protection
against any significant depreciation in the value of the Rupiah against the U.S. dollar.
The Company derives a large percentage of its crude oil sales from overseas buyers. In
2002, 16.2% of the Company’s crude oil and gas sales was derived from Mitsui, 29.8%
from Itochu, 19.6% from PTT and 6.3% from BP. Sales to these four buyers accounted
for approximately 57.6% of the Company’s total revenues in 2002. In its drilling
business, two of the three existing offshore rigs and both of the new offshore rigs have
been contracted to TotalFinaElf. In 2002, approximately 54.5% of total drilling revenues
was derived from TotalFinaElf. The Company expects to continue to generate a
significant proportion of its revenues in U.S. dollars through sales to international
offtakers.

> Quality reserve portfolio of producing and development assets. The Company’s high
quality production blocks have enabled the Company to rapidly commercialize
exploration successes into producing blocks. As of January 1, 2003, approximately 87%
of the Company’s gross proved oil and gas reserves were developed with established
production profiles, and are mostly located in the Rimau and Extension/Kampar blocks
in Sumatra. This area provides advantages over other fields due to its concentration and
location adjacent to an established oil and gas transportation infrastructure which allows
relatively easy access to domestic and export markets. As of January 1, 2003,
approximately 28% of the Company’s gross proved plus probable oil and gas reserves
were developed. In particular, the Company’s natural gas reserves offer significant
development potential, for both domestic and export sales opportunities. These reserves
are mainly located in the South Sumatra Extension/Kampar block and the Lematang
block in Sumatra, a growing gas market in the Sanga-Sanga and Tarakan blocks in East
Kalimantan, and in the Senoro-Toili block in Central Sulawesi, which offers exploitation
potential for natural gas. The Company is targetting to grow production over the next
three to five years through the development and commercialization of its probable
reserve properties.

>  Competitive cost structure. The Company believes that it has on average one of the
lowest finding and development costs, and one of the lowest operation and production
costs among oil and gas operators in Indonesia. For 2002, the Company’s lifting cost
was approximately US$2.89 per BOE. Its average finding and development cost for the
three-year period ended December 31, 2002 was US$2.69 per BOE. Such low costs are
achieved through employment of local professionals, the existing infrastructure in place
near the Company’s producing blocks and the geographic concentration and
predominantly onshore location of its oil fields. The Company believes that its cost
structure allows it to compete effectively even in a low crude oil price environment.
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Historically successful domestic acquisition and development strategy. Since 1995,
when the Company acquired its interest in the Rimau block, the Company has grown its
oil and gas production from approximately 17,500 Bbls/d of oil and 48 MMcf/d of gas
in 1996 to approximately 86,700 Bbls/d of oil and 66 MMcf/d of gas in the year 2002.
The Rimau block, which provides the Company with substantial oil reserves, was
promptly developed by the Company and producing within 18 months of acquisition.
The Company also acquired substantial gross probable oil and gas reserves of 252.0
MMBOE as at January 1, 2003, with an interest in the Senoro-Toili block in 2000,
currently in the exploration and development stage. Other acquisitions include interests
in the Simenggaris and Madura blocks in 2000 and the Bengara block in 2001, which
are currently in the exploration stage. Recently, the Company acquired interests in the
Tuban block, onshore in East Java, the Asahan block, offshore of Sumatra, the
Lematang block in Sumatra and the Yapen and Rombebai blocks in Papua, further
adding to its exploration prospects.

Strategic relationship with PTTEP. The Company expects to benefit from PTTEP’s
investment in the Company and the strategic relationship that they have formed,
together with the complementary nature of their strengths and competencies. PTTEP is
highly experienced in offshore gas operations while the Company has essentially been
an onshore oil operator. Since PTTEP’s investment, senior PTTEP personnel have been
assisting the Company in areas such as corporate planning and finance, as well as
providing the Company with technical guidance and knowledge.

Domestic operator with experienced management team. Members of the Company’s
senior management team have more than 20 years’ experience in oil and gas
exploration, production and contract drilling. The Company’s management team directs
the Company’s operations using international management practices. As an
entrepreneurial Indonesian operator benefitting from local knowledge, a competitive cost
structure and good relations with the Government and the oil and gas community, the
Company believes it has an advantage in competing for new blocks and bidding out
drilling contracts over other oil and gas companies operating in Indonesia, as well as
for developing markets for its natural gas.

Business Strategy

The principal components of the Company’s strategy are as follows:

>

Replace and add reserves through exploration and acquisitions. The Company will
seek to acquire and develop new fields and to increase its exploration activities,
building on its successful acquisition and exploration strategies to date. The Company
intends to opportunistically acquire oil and gas assets, both mature fields for which
significant exploratory data is available, and frontier fields for which no exploratory
data is available but which may have significant exploration potential. The Company’s
acquisition of its interest in the Senoro-Toili block in 2000 significantly increased its
total gross probable reserves. Since 2000, the Company has acquired interests in eight
other blocks, seven of which are currently being explored. Due to the global trend of oil
and gas industry consolidation and asset rationalization, the Company believes that it
will continue to have opportunities to acquire oil and natural gas properties, primarily
within Indonesia, at attractive prices. The Company plans to continue to target smaller
properties which can be relatively more expensive or otherwise less attractive for larger
operators, and has identified prospective exploration projects and acquisition targets,
both onshore and offshore.

Develop new markets for uncommitted natural gas. Asian governments, including the
Indonesian Government, expect a significant growth in natural gas demand, and are
making efforts to promote the use of natural gas as a cleaner and more efficient
alternative to coal or oil. The Company intends to capitalize on this growth by
continuing to market its uncommitted natural gas reserves and prudently evaluating
selective investments in both domestic and export gas projects. With the enactment of
the New Oil and Gas Law and the expected liberalization of the downstream sector, the
Company will seek to maximize utilization of its natural gas reserves by entering into
working alliances as a gas supplier. The aim of such working alliances is to obtain and
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secure long-term gas contracts with power plants and industrial users, among others, as
new users of natural gas. For example, the Company signed a memorandum of
understanding with Marathon in 2001 to study the feasibility of commercializing the
Company’s natural gas reserves in the Senoro-Toili block for sale to North American
markets through a LNG project. The Company has also signed a memorandum of
understanding with PLN to explore gas sales opportunities in PLN’s power plants in
Indonesia.

Maintain financial flexibility and a prudent financial structure. The Company
intends to maintain a prudent financial structure by keeping the use of leverage within
reasonable limits and utilizing a mix of internally generated funds and external
financing to fund the Company’s planned capital expenditures over the next three years.
The Company has also reduced its use of short term debt funding and intends to
increase its debt maturity profile.

Continue to foster support from local communities through the implementation of
development and social programs. With a view to strengthening relationships with
both regional authorities and local communities, the Company focuses on long-term
community development and economic empowerment programs. The Company’s
community development activities are divided among its various operating areas, in
proportion to their relative size. Such activities range from practical job training for
local youths to providing public infrastructure such as community roads and public
schools. In 2001 and 2002, the Company spent approximately US$1 million and US$1.8
million, respectively, on these projects. The aim of such programs is to encourage
support for the Company’s operations from the local communities in light of the
currently prevailing spirit of regional autonomy in Indonesia.

Continue to improve corporate governance standards. The Company is strongly
focused on maintaining high levels of transparency, accountability and corporate
governance standards. The Company’s Board of Directors and Board of Commissioners
include representatives from the Company’s major shareholders as well as independent
members, and significant corporate actions require approval from specified Directors
and Commissioners. The Company has a policy of transacting with affiliates on an
arms’ length basis after seeking the approval of its Board of Directors and
Commissioners. The Company’s objective is to become the pre-eminent local oil and
gas operator in Indonesia and will continue to implement measures to further strengthen
its corporate governance measures.
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Reserves

The table below sets forth information about changes in the Company’s gross proved reserves
for the years 2000, 2001 and 2002. Proved reserves are those quantities of petroleum which, by
analysis of geological and engineering data, can be estimated with reasonable certainty to be
commercially recoverable, from a given date forward, from known reservoirs and under current
economic conditions, operating methods, and government regulations. Gross reserves are reserves
attributable to the Company’s effective interest prior to deduction of Government take payable to
the Government as owner of the reserves under the applicable contractual arrangement.

2002 2001 2000
Crude oil and condensate (MMBbls):
Gross proved reserves
Beginning of year .. ..... ... ... ... . .. ... 159.9 179.5 180.7
Discoveries/extensions/revisions. . . .. ................. 17.9 10.3 23.1
Acquisitions/sales .. ..... ... .. — — —
Production for the year .. ....... ... ... ... ... ....... (31.0) (29.9) (24.3)
End of year .. ... ... . . . .. 146.8 159.9 179.5
Natural gas (Bcf):
Gross proved reserves
Beginning of year . ...... ... ... .. .. 101.7 137.2 166.2
Discoveries/extensions/revisions. . . . .................. 46.4 (6.9) (3.7)
Acquisitions/sales .. ...... ... — — —
Production for the year .. ......... ... ... .. .. .. .. .... (24.1) (28.7) (25.3)
End of year . ... ... .. .. .. 124.0 101.7 137.2

The table below sets forth information about changes in the Company’s net proved reserves
for the years 2000, 2001 and 2002. Net proved reserves are proved reserves attributable to the
Company’s effective interest after deduction of Government take payable to the Government as
owner of the reserves under the applicable contractual arrangement. In this table, net production
may differ from the actual net entitlement received by the Company because this net production
amount is calculated in accordance with Commission rules by using a net interest factor computed
at year end from the actual price received by the Company for sales as of that date, instead of
using prices actually received for sales over the course of the year. Volatility in oil and gas prices
may result in significant year on year variations in net production and net proved reserve
revisions. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Overview — Oil and gas sales”.

2002 2001 2000
Crude oil and condensate (MMBbls):
Net proved reserves
Beginning of year . ......... .. ... ... 76.4 29.1 28.8
Discoveries/extensions/revisions. . . .. ................. (17.3) 61.5 9.2
Acquisitions/sales .. ....... ... L L L o — — —
Production for the year ... ........ ... ... ... .. ... ... (11.7) (14.1) (8.9)
Endof year ...... ... .. . 47.4 76.4 29.1
Natural gas (Bcf):
Net proved reserves
Beginning of year .. ....... .. .. ... .. .. L L. 63.3 67.2 79.6
Discoveries/extensions/revisions. . . . . .......... ... .. .. 35.1 13.7 4.3
Acquisitions/sales .. ....... ... .. L L L L o — — —
Production for the year .. ....... ... ... ... ... ... .... (16.2) (17.6) (16.7)
End of year . ... ... .. .. .. ... 82.2 63.3 67.2
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The table below sets forth information about changes in the Company’s gross proved plus
probable reserves for the years 2001 and 2002. GCA did not certify probable reserves for the year
2000. Proved plus probable reserves are proved reserves plus those unproved reserves which
analysis of geological and engineering data suggests are more likely than not to be recoverable.

2002 2001

Crude oil and condensate (MMBbls):

Gross proved plus probable reserves

Beginning of year . ... ... ... 363.1 225.7
Discoveries/exXtensions/revisSions. . . . . ..o v it 99.7) 167.3
Acquisitions/sales . ... .. ... — —
Production for the year ... ..... ... .. .. .. .. ... (31.0) (29.9)
End of year . ... ... 232.4 363.1
Natural gas (Bcf):

Gross proved plus probable reserves

Beginning of year .. ... ... .. 1,829.8 706.1
Discoveries/extensions/reviSions . . . ... . ... ... (160.2) 1,152.4
Acquisitions/sales . . ... ... — —
Production for the year .. ... ... ... .. .. .. .. ... (24.1) (28.7)
End of year . ... ... 1,645.5 1,829.8

The following table lists, as of January 1, 2003, the Company’s contract areas and gross
proved and gross proved plus probable reserves and net proved reserves for each of its production
sharing arrangements.

As of January 1, 2003

Gross proved and

Net proved reserves Gross proved reserves probable reserves
0Oil Gas Total 0Oil Gas Total 0Oil Gas Total
(MMBbls) (Bef) (MMBOE) (MMBDbls) (Bcf) (MMBOE) (MMBDbls) (Bef) (MMBOE)
Sumatra
Rimau (PSC) . . . .. 30.5 — 30.5 106.2 — 106.2 138.3 18.9 141.5
Extension/Kampar
PSC) . ....... 10.8 41.1 17.8 25.8 61.0 36.2 47.9 249.1 90.5

East Kalimantan

Sanga-Sanga (TAC) . 5.7 15.8 8.4 13.8 20.4 17.3 13.9 43.5 21.4
Tarakan (PSC) . . .. 0.4 25.3 4.7 1.1 42.6 8.4 1.1 42.6 8.4
Sulawesi

Senoro-Toili (JOB) . — — — — — — 31.2 1,291.5 252.0
Total . ... ...... 47.4 82.2 61.4 146.8 124.0 168.0 232.4 1,645.5 513.7

In addition to the reserve estimates certified in the GCA Report and set forth above, the
Company has additional reserves in the Tuban and Lematang blocks acquired in 2002. As of
January 1, 2003, the gross proved reserves for the Tuban block were estimated by the Company at
4.9 MMBDbIs of oil and the gross probable reserves for the Lematang block were estimated by the
Company at 147.8 Bcf of gas. The Company’s reserve estimates for the Tuban and Lematang
blocks are based on reserve data certified by other independent petroleum engineering consultants
as of January 1, 2002 for the Tuban block (after deduction of production from January 1, 2002 to
December 31, 2002) and December 17, 2000 for the Lematang block (where production since the
reserve certification has been minimal).
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Estimates of the Company’s reserves are made using prices and costs estimated to be in
effect as of the date of such reserve estimates and are held constant throughout the life of the
properties (except to the extent a contract specifically provides for escalation). Estimated
quantities of gas reserves represent expected sales, after deduction for plant fuel and shrinkage.
There are numerous uncertainties inherent in estimating natural gas and oil reserves, including
many factors beyond the control of the Company.

In preparing their report, GCA utilized generally accepted petroleum engineering principles
and definitions applicable to the proved and probable reserve categories and subclassifications
promulgated by the Society of Petroleum Engineers. Information used in the preparation of the
GCA Report was obtained from the Company. GCA were provided with geological and engineering
information and data from the fields evaluated and have consulted with officers and employees of
the Company. GCA relied, without independent verification, upon information furnished by the
Company with respect to certain property interests owned by the Company, production from such
properties, current prices for production, agreements relating to current and future operations and
sale of production and various other information and data that were accepted as represented. GCA
did not consider it necessary to make a field examination of the physical condition and operation
of the properties in which the Company owns interests. Prior to 2002 year-end reserve estimates,
the Company utilized its own reserve estimates for accounting purposes.

The Commission only allows the disclosure of reserves attributable to the term of the
relevant production sharing arrangement. As of January 1, 2003 the gross reserve estimates in the
GCA Report relating to the Sanga-Sanga TAC (referred to as the “East Kalimantan TAC” in the
GCA Report) assume the extension of the relevant production sharing arrangement, representing an
additional 3.8 MMBbls of oil. There can be no assurance that any such production sharing
arrangement will be on the same or comparable terms, if at all.

The Commission only allows the disclosure of net proved reserves in filings with the
Commission except as required by foreign law. In this Offering Circular, the Company discloses
probable reserves. The Commission has not promulgated a definition of probable reserves.
Probable reserves are of a higher risk and are generally believed to be less likely to be recovered
than proved reserves.

For a description of certain of the risks and uncertainties with respect to the Company’s
reserve data, see “Risk Factors — The oil and gas reserve data in this Offering Circular are only
estimates and the Company’s actual production, revenue and expenditure with respect to its
reserves may differ from such estimates” and “— Probable reserve estimates in this Offering
Circular are of a higher risk and are generally believed to be less likely to be recovered than
proved reserves”.

Production

The Company produced an average of approximately 86.7 MBbls/d of oil and condensate
during the year ended December 31, 2002, of which an average of 71.9 MBbls/d and 6.2 MBbls/d
were produced from the Rimau PSC and the Extension/Kampar PSC, respectively. Since the
discovery of significant crude oil reserves in the Rimau block in September 1996 and the
construction of infrastructure to extract these reserves, production of crude oil from the Rimau
block has increased from an average of 11.5 MBbls/d of oil and condensate in 1996 to an average
of 71.9 MBbls/d of oil and condensate for the year ended December 31, 2002.
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The following table lists the Company’s production sharing arrangements that are currently in
commercial production, and the gross production data relating to such arrangements, for the three
years ended December 31, 2000, 2001 and 2002.

Year ended December 31,

2002 2001 2000
0il Gas 0il Gas 0il Gas
(oil in MMBbls and gas in Bcf)
Sumatra
Rimau (PSC) . . ... ... .. . . . ... 26.255 — 25.239 — 20.104 —
Extension/Kampar (PSC) . .............. 2.259 14.350 2.167 15.933 2.029 16.154
Lematang (PSC). ... ... ... ... ... .... 0.005 0.144 — — — —
Sub-total . .......... ... .. ... .. ...... 28.519 14.494 27.406 15.933 22.133 16.154
Kalimantan
Sanga-Sanga (TAC) .................. 2.187 4.180 2.110 4.826 1.879 4.408
Tarakan (PSC) . ...................... 0.313 5.586 0.376 7.932 0.334 4.705
Sub-total .. ....... .. ... . . . ... .. 2.500 9.766 2.486 12.758 2.213 9.113
Java
Tuban JOB) ........ ... ... ... ... ...... 0.641 — — — — —
Total . ...... ... ... . . ... ... 31.660 24.260 29.892 28.691 24.346 25.267

The following table sets forth average realized sales prices per barrel of crude oil,
condensate and natural gas liquids, average realized sales prices per thousand cubic feet of natural
gas, and lifting costs per BOE produced, for the three years ended December 31, 2000, 2001 and
2002.

Year ended December 31,

2002 2001 2000
(in US$)
Average realized sales prices: "
Per barrel of crude oil, condensate and natural gas liquids . 25.30 2391 28.84
Per thousand cubic feet of natural gas ................ 1.53 1.49 1.44
Lifting costs per BOE produced .................... 2.89 2.05 2.14

(1) Represents revenues for the year divided by aggregate net entitlement for the year.

The Company’s oil and gas activities are primarily carried out through production sharing
arrangements (PSCs, TACs and JOBs) pursuant to which the Company provides financing and
technical expertise to conduct exploration, development and production operations in a specified
geographic area (each, a “contract area”). Six of these contract areas are currently producing: the
Rimau PSC, the Extension/Kampar PSC, the Sanga-Sanga TAC, the Tarakan PSC, the Tuban JOB
and the Lematang PSC. The Tuban JOB is operated by PetroChina and Pertamina and the
remainder are operated by the Company. Upon commercial production, the production revenue out
of the shareable portion from each contract area is divided between the Government, the Company
and other parties who have a working interest according to percentages that vary with each
production sharing arrangement, subject to cost recovery provisions. See “Industry — Production
Sharing Arrangements” for a discussion of certain of the terms and conditions of the production
sharing arrangements.
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Of the 16 production sharing arrangements in which the Company has an interest, eight are
production sharing contracts (PSCs), one is a technical assistance contract (TAC) and four are
joint operating bodies (JOBs) (see “Industry — Production Sharing Arrangements”). The remaining
three of these production sharing arrangements are in the process of being relinquished by the
Company.

The following table sets forth certain terms of the Company’s production sharing
arrangements.

Effective post-
Government tax and post-
cost recovery

hare t tractor®
Location/type of share to contractor

production sharing Effective Gross Effective Profit Profit
arrangement interest Km? date Expiration of term Crude oil  Natural gas
% % %

Sumatra
Rimau (PSC)® . .. .. 100 1,577 1973 2023 15 35
Extension/Kampar

(PSC) . ........ 100 5,493 1993 2013 15 30
Lematang (PSC) . . . .. 70 409 1987 2017 20 30
Asahan (PSC)®@® | 15 3,019 1996 2006 (for exploration) 15 30

2026 (for development)
East Kalimantan

Sanga-Sanga (TAC) . . . 96 136 1988 2008 35 35
Tarakan (PSC) . ... .. 96 180 1982 2022 15 30
Simenggaris (JOB)® . . 38 2,046 1998 2008 (for exploration)

2028 (for development) 15 35
Bengara (PSC)® . . .. 95 4,614 1999 2009 (for exploration)

2029 (for development) 15 35
Java
Madura (JOB)®® | | 33 2,729 1997 2004 (for exploration)

2027 (for development) 15 35
Tuban JOB)® . . . . .. 25 1,478 1988 2018 15 30
Sulawesi
Senoro-Toili (JOB)® . . 50 451 1997 2027 (for development) 35 40
Papua
Yapen (PSC)® . . . . .. 90 9,500 1999 2009 (for exploration)

2029 (for development) 35 40
Rombebai (PSC)® . . . 60 11,590 1998 2008 (for exploration)

- 2028 (for development) 35 40

Total . . .......... 43,222

(1) Prior to any potential domestic market obligations and any local government taxes.

(2) Subject to the proposed sale for consideration that may be less than fair market value of an up to 10% interest to the
local government.

(3) BPMigas has the right to direct that a 5% to 10% interest under the production sharing arrangement be sold to an
Indonesian participant.

(4) Operated by Matrix Oil NL.

(5) Exploration activities under the Madura JOB were originally due to expire in May 2003 but were recently extended
for one year.

(6) Operated by PetroChina and Pertamina.
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The following table sets forth the Company’s producing wells as of December 31, 2002.

As of
December 31,
2002
Oil Wells . .. 499D
Gas WellS . . oo 360
Total . .. 5351

(1) Figures exclude wells in Tuban and Lematang.

Producing wells consist of wells capable of production, including wells awaiting connections.
Wells that are completed in more than one producing horizon are counted as one well.

Exploration

The Company is involved in both exploration (the search for oil and gas) and development
(the drilling and bringing into production of wells in addition to the discovery well in a field).
The Company’s exploration operations include aerial surveys, geological and geophysical studies
(such as seismic surveys), drilling of exploration or “wild cat” wells, core testing and well
logging. Seismic surveys involve recording and measuring the rate of transmission of shock waves
through the earth with a seismograph. Upon striking rock formations, the waves are reflected back
to the seismograph. The time lapse is a measure of the depth of the formation. The rate at which
waves are transmitted varies with the medium through which they pass. Seismic surveys may be
either three dimensional (3D) or two dimensional (2D) surveys, the former type generally giving a
better detail picture and the latter a better overall picture.

Analysis of the data produced allows the Company to formulate a picture of the underground
strata to enable it to form a view as to whether there are any “prospects” (geological structures
conducive to the production of oil and gas). The actual existence of such oil and gas must be
confirmed, usually by the drilling of a wild cat well. If the wild cat well confirms the prospect,
the Company may then drill a delineation well to acquire more detailed data on the reservoir
formation. Once the presence of hydrocarbons is proved to be in commercially recoverable
quantities, development wells may be drilled to prepare for production. An area is considered to
be developed when it has a well on it capable of producing oil or gas in paying quantities. The
Company may also work over producing wells (wells that produce oil or gas) to restore or
increase production and rework producing wells and abandoned wells (wells which are no longer
in use) in an effort to begin, restore or increase production from those wells.

The Company currently has nine exploration contract areas, excluding three production
sharing arrangements which are in the process of being relinquished by the Company.

Description of the Properties
Production Properties
Rimau Block, South Sumatra

In 1973, Exspan Nusantara, which the Company acquired in 1995, and Pertamina entered into
a 30-year production sharing contract for the exploration of the Rimau block (the “Rimau PSC”)
located onshore in South Sumatra. The Company is currently the operator of the block with a
100% effective interest. This was extended with effect from April 2003 for a 20-year term
expiring in 2023. In the course of negotiating the terms of the extension of the Rimau PSC, the
Company offered an up to 10% working interest to an Indonesian participant. In addition, the local
government has expressed its interest in acquiring a 10% working interest. In lieu of such
participation, the Company has made an offer, which it intends to be final, to sell for
consideration that may be less than fair market value to the local government a 5% free carry
working interest which does not require the owner of such interest to contribute towards any
capital expenditure. The Rimau PSC currently covers 1,577 square kilometers.
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Operations and Reserves. Production of oil from the Rimau contract area began in 1986.
Prior to November 1995, 14 exploratory wells and seven delineation wells had been drilled in the
Rimau contract area and over 10.6 MMBbls of oil had been produced.

Since acquiring the Rimau PSC, the Company has drilled a further three exploratory wells,
resulting in the discovery of two significant commercial oil fields and has worked over four
production wells. The Company has 3,122 kilometers of 2D seismic data covering the Rimau
contract area. In September 1996, the Company announced the discovery of significant oil reserves
in the Kaji field and Semoga field in the Rimau contract area amounting to 24 MMBbls and 47
MMBDbIs of proved reserves, respectively. The Company also discovered significant gas reserves at
the Kaji field and Semoga field. As of January 1, 2003, estimated gross proved reserves for the
Rimau contract area were 106.2 MMBbls of oil. Another discovery was made in 2002 by drilling
the Kalabau-1 exploration well, with oil flow at the rate of 125 Bbls/d. The Company plans to
drill 17 exploration wells in oil prospects and four delineation wells in the Rimau block through
2005.

Production. Crude oil operations in the Rimau PSC contract area consist of approximately
106 commercially producing wells in five fields that currently have a gross production of
approximately 60,000 Bbls/d of oil in aggregate. Crude oil export sales from the South Sumatra
operations commenced in December 1999. Pursuant to the Shareholders’ Agreement, the initial
50% of the Company’s net crude entitlement available for sale must, subject to the Company’s
discretion and market conditions, be sold through a competitive tender process. Pursuant to the
Shareholders’ Agreement, following the tender PTTEPO has the right of first refusal to purchase
an equivalent amount of the Company’s net crude entitlement at an equivalent price. If PTTEPO
does not exercise its right of first refusal, the equivalent net crude entitlement is to be sold
through another competitive tender process. In 2002, the Company launched a competitive tender
process for 50% of its net crude entitlement from the Rimau PSC. Itochu won the tender and has
purchased 5.04 MMBbIs from the Company since the contract commenced on March 31, 2002. The
contract with Itochu was due to expire on March 31, 2003 but was extended for two months, until
May 31, 2003. Following the winning of the tender by Itochu, PTTEPO exercised its right of first
refusal to purchase the balance of the Company’s net crude entitlement from the Rimau PSC for
nine months commencing July 2002. Pursuant to PTTEPO’s exercise of its right, the Company
entered into a new contract with PTT (PTTEPO’s parent company), which contract was due to
expire in March 31, 2003 but was extended for two months, until May 31, 2003. Half of the
Company’s net crude entitlement from the Rimau PSC has been re-tendered and won by Mitsui,
which bid a premium of US$0.92 above the ICP-SLC. Mitsui’s one-year contract will commence
when Itochu’s contract terminates. PTTEPO has exercised its right of first refusal to purchase the
balance of the Company’s net crude entitlement from the Rimau PSC during the Mitsui contract
period at an equivalent price.

Since the first quarter of 2001, crude oil exports utilized a pipeline from the Kaji field to the
Tengguleng river terminal, and from there transportation is by barge to a marine terminal, the FSO
Arjuna facility, moored at Muntok, Bangka Island.

The Company has experienced declining production in the Kaji and Semoga fields since the
beginning of 2002. The Company has begun to counter such declining production with the
following initiatives:

> Intensify reservoir pressure maintenance through simultaneous reinjection of water and
gas in order to sustain or prevent reservoir pressures from dropping.

>  Develop and stimulate tight reservoir formations by utilizing a sandfrac technique.
Three well treatments have been completed with up to 15 more wells planned to be
treated in 2003.

> Drill horizontal wells in the Kaji and Semoga fields to minimize pressure drawdown.
One successful horizontal well is already producing about 1000 Bbls/d, the second well
is still being completed, while a third well is scheduled for the end of 2003.

> Continue the development of the Kaji and Semoga fields by conventional development
drilling.
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These production improvement initiatives have contributed to a reduction in the oil
production decline rate from approximately 3% per month for the second half of 2002 to
approximately 1.3% per month as at March 2003. The Company also has engaged the services of
consultants and professionals to improve reservoir management of the Kaji and Semoga fields. The
Company plans to drill 23 development wells in the Rimau block through 2005.

Extension/Kampar Block, South and Central Sumatra

In 1989, Exspan Nusantara, which the Company acquired in 1995, and Pertamina entered into
a 20-year production sharing contract which became effective from 1993. This contract is for the
exploration of the Extension and Kampar contract areas, (the “Extension/Kampar PSC”) located
onshore in South and Central Sumatra. The Company is the operator of the blocks with a 100%
effective interest. The Extension/Kampar PSC currently covers 5,493 square kilometers.

Operations and Reserves. Production of oil from the Kampar block and the Extension block
began in 1971 and 1972, respectively. Prior to November 1995, 108 exploratory wells, six
delineation wells and 429 production wells had been drilled in the Extension and Kampar contract
areas and over 161.0 MMBDbIs of oil had been produced.

Since acquiring the Extension/Kampar PSC, the Company has drilled a further 23 exploratory
wells and four delineation wells resulting in the discovery of two commercial oil fields and has
worked over 34 production wells. The Company has 27,607 kilometers of 2D seismic data and 116
square kilometers of 3D seismic data covering the Extension and Kampar contract areas.

In the Extension block, three exploration wells and three appraisal wells were drilled in
2000. This resulted in one exploration success and three appraisal successes. Of the three
exploration wells, one hydrocarbon discovery, Matra-1, encountered oil. Presence of oil was also
confirmed in Soka in 2001. As of January 1, 2003, estimated gross proved reserves for the
Extension/Kampar contract area were 25.8 MMBbls of oil and 61.0 Bcf of gas.

In February 2002, presence of oil was confirmed in the Kembar field in the Extension block
following the drilling of the Kembar-1 exploration well. Preliminary results indicate oil flow at
the rate of 240 Bbls/d of crude oil and 4 MMcf/d of gas. Further appraisal drilling had been
conducted to confirm the field size. There are other prospective areas nearby with similar features
as Kembar. The Company plans to drill 20 exploration wells in oil prospects and eight delineation
wells in the contract area through 2005.

Production. Crude oil operations in the Extension and Kampar contract areas consist of
approximately 202 commercially producing wells in 18 fields that are currently producing
approximately 5,500 Bbls/d of crude oil in aggregate for the entire PSC. Oil production from the
Extension block is transferred to Pertamina’s Musi refinery in Plaju, South Sumatra by a 180
kilometers pipeline which has a capacity to transfer 24,000 Bbls/d of oil and is owned and
operated by Pertamina. Oil production from Kampar used to be transferred to the Company’s
marine terminal at Buatan on the Siak River in Central Sumatra by a 180 kilometer pipeline with
a capacity of 10,000 Bbls/d of oil. However, due to plugging in the Pertamina pipeline,
transportation to Buatan is currently by trucks and transportation from Buatan to the Pertamina
refinery is by shuttle tankers. The Company has a crude sale agreement with Pertamina for the
sale and purchase of the full volume of crude oil produced from the Extension and Kampar
contract areas, and also has an agreement with Pertamina to supply, from 1993 to 2004, a total
quantity of 176.5 Bcf of gas to a fertilizer plant in Palembang under an 85% take or pay contract.
In 2003, the Company and PLN signed a gas sales contract ending in 2012, to supply 10 MMcf/d
of gas to PLN in Simpang Indralaya, South Sumatra.

The Soka field is already producing 2,000 Bbls/d, with additional oil volumes expected
during 2003. The Matra field represents a grass-root construction and is expected to go on stream
in the fourth quarter of 2003 at about 6,000 Bbls/d. The Company plans to drill 54 development
wells in the Extension and Kampar contract areas through 2005.

Sanga-Sanga, East Kalimantan

In 1992, the Company acquired a technical assistance contract for the exploration of the
Sanga-Sanga and Samboja blocks located onshore in East Kalimantan and a portion of the Tarakan
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block located on the island of Tarakan on the northern part of East Kalimantan (the “Sanga-Sanga
TAC”) from Tesoro Indonesia Petroleum Company. The Sanga-Sanga TAC had been extended with
effect from 1988 for a 20-year term expiring in 2008. The Company is operator of the block with
a 96% effective interest. The Sanga-Sanga TAC currently covers 136 square kilometers.

Operations and Reserves. Production of oil from the Sanga-Sanga block began in 1898 and
production from the portion of the Tarakan block within the Sanga-Sanga contract area began in
1906. Between 1972 and 1992, during which time the TAC was operated by Tesoro, 135
production wells were drilled in the Sanga-Sanga and Samboja blocks and 244 production wells
were drilled in the portion of the Tarakan block within the Sanga-Sanga contract area. Up to
December 31, 2002, over 557 MMBDbIs of oil had been produced.

Since acquiring the Sanga-Sanga TAC, the Company has capitalized on its low cost structure
to reactivate wells which had been plugged and abandoned either because the well was thought to
be substantially depleted or because it had been destroyed during World War II. Declining daily
oil production has been reversed and recoverable reserves upgraded through renewed investment.
Since acquiring the Sanga-Sanga TAC, the Company has reactivated 57 wells which had been
plugged and abandoned and drilled a further 55 production wells in the Sanga-Sanga and Samboja
blocks, and reactivated 72 wells and drilled a further nine production wells in the portion of the
Tarakan block within the Sanga-Sanga contract area. The Company has compiled 53.5 square
kilometers of 3D seismic data in relation to prospective gas zones in the Sanga-Sanga field.

As of January 1, 2003, the estimated gross proved reserves for the Sanga-Sanga TAC contract
area were 13.8 MMBbls of oil and 20.4 Bcf of gas.

Production. Crude oil operations in the Sanga-Sanga and Samboja blocks consist of
approximately 114 commercially producing wells which are currently producing crude oil at
approximately 5,100 Bbls/d. Crude oil operations in the Tarakan block within the Sanga-Sanga
contract area consist of 126 commercially producing wells in four fields which currently produce
crude oil at approximately 900 Bbls/d. Oil production from the Sanga-Sanga and Samboja fields is
transferred to Pertamina’s refinery in Balikpapan by barge. Oil production from the Tarakan fields
is stored at the site and transferred to Pertamina’s refinery in Balikpapan by shuttle tankers owned
by Pertamina.

During 1997, the Company developed gas reserves in the Sanga-Sanga field. The Company
has agreed with Pertamina to supply 9.1 MMcf/d of gas to a 60 MW electricity generating plant in
Tanjung Batu, East Kalimantan under a five year interim gas sales contract commencing January
2001, with price revision at the end of the third year. It is intended that such supply of gas will
continue until 2018. The plant is owned and operated by PLN and previously used diesel fuel. The
Company completed construction of a 30 kilometers pipeline from the Sanga-Sanga field to the
plant and began delivery of gas in February 1998.

Because of the limited depth and surface area of this block, the Company intends to focus on
enhancing and maximizing the value of existing reserves. This involves continuing drilling in the
NKL field which now accounts for more than 40% of total production at the Sanga-Sanga,
Samboja and Tarakan areas and replacing reserves. In terms of gas sales, the Company intends to
pursue the monetization of gas reserves by expanding sales to the existing consumers. The
Company plans to drill 10 development wells in these blocks through 2005.

Tarakan, East Kalimantan

In 1992, the Company acquired the production sharing contract for the exploration of the
Tarakan block (the “Tarakan PSC”) located on the island of Tarakan, off the northern part of East
Kalimantan, from Tesoro Tarakan. The Tarakan PSC was entered into in 1982 between Pertamina
and Tesoro Tarakan for a 20-year term expiring in 2002. This was extended with effect from 2002
by another 20-year term expiring in 2022. The Company is the operator of the block with a 96%
effective interest. The Tarakan PSC currently covers 180 square kilometers.

Operations and Reserves. Between 1982 and 1992, during which time the Tarakan PSC was
operated by Tesoro Tarakan, six exploratory wells were drilled in the Tarakan PSC contract area,
of which four encountered gas and two, both in the Mamburungan field, encountered oil. In
February 1989, Tesoro Tarakan received approval from Pertamina to produce oil from the
Mamburungan field under special terms as to the sharing of post-cost recovery oil until February
2002. As of December 31, 2002, 2.6 MMBbIs of crude oil had been produced from the
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Mamburungan field. When acquired by the Company in 1992, the gas reserves in the Tarakan PSC
contract area were undeveloped, although six exploratory gas wells had already been drilled. Since
acquiring the Tarakan PSC, the Company has drilled five exploratory wells. The Company has 503
kilometers of 2D seismic data covering the Tarakan PSC contract area.

As of January 1, 2003, estimated gross proved reserves for the Tarakan PSC contract area
were 1.1 MMBbls of oil and 42.6 Bef of gas. The Company plans to drill two exploration wells in
the block through 2005.

Production. Crude oil operations in the Mamburungan field in the Tarakan PSC contract area
consist of three commercially producing wells that are currently producing approximately 900
Bbls/d of crude oil. The crude oil is stored at the same storage site as for the Tarakan block
within the Sanga-Sanga TAC and Pertamina arranges for its delivery to the Balikpapan refinery by
shuttle tankers.

Four natural gas fields have been developed consisting of seven commercially producing
wells, with five fields yet to be developed. Approval to proceed with field development was given
by Pertamina in April 1996 and construction of natural gas processing facilities and a pipeline to
the methanol plant on Bunyu Island, East Kalimantan, was completed by the end of 1996. In April
1997, the Company commenced commercial production of natural gas under the Tarakan PSC.
Under a ten year contract with Pertamina which expires in 2007, the Company will supply up to
30 MMcf/d (take or pay at 21 MMcf/d) of natural gas to the Bunyu methanol plant, which is
operated by the Company (see “Gas Related Downstream Projects” below). The Company currently
supplies approximately 25 MMcf/d of natural gas to the Bunyu methanol plant through a 25
kilometers pipeline with capacity to carry 40 MMcf/d of gas. The pipeline is owned and operated
by the Company. In November 2002, the Company and PLN signed a gas sales contract to supply
5 MMcf/d of gas for 10 years to a 10 MW electricity generating plant in Tarakan city, East
Kalimantan.

Because of the limited depth and surface area of this block, the Company intends to focus on
enhancing and maximizing the value of existing reserves. The Company plans to drill one
development well in 2004.

Tuban, East Java

In April 2002, the Company acquired all of the shares of Enserch Far East Ltd., which has a
25% working interest in the Tuban block. The Tuban block is operated by PetroChina and
Pertamina under a JOB arrangement (the “Tuban JOB”). The Tuban JOB was awarded in 1988 for
a 30-year term expiring in 2018. The Tuban JOB is located in East Java and currently covers
1,478 square kilometers.

Operation and Reserves. From 1990 to 1993, six exploration wells were drilled, all of which
were dry except for Gondang-1, a small oil and gas discovery. In 1994, a sidetrack to exploration
well Mudi-1 was drilled, which led to the discovery of the Mudi field. Oil production from the
Tuban block began in December 1997 after discovery was made in the Mudi field in 1994. A total
of 20 producing wells have been drilled and the cumulative oil production is 21 MMBbls. Other
exploration successes on the Tuban block include the Sukowati-1 wild cat drilled in 2001. The
Company estimates that as of January 1, 2003, the gross proved reserves for the Tuban block area
were 4.9 MMBDbDIs of oil, based on a certification of reserves as of January 1, 2002 by an
independent petroleum engineering consultant and after deduction of production for the year ended
December 31, 2002. There are no plans for drilling any exploration wells in this area for the time
being. Two dimensional (2D) and three dimensional (3D) surveys are being considered.

Production. The oil production reached a peak at 22,000 Bbls/d in 1998. Currently the block
produces oil at 10,000 Bbls/d from the Mudi field, which was discovered in 1994. The Mudi oil is
transported by way of a 36.5 kilometers onshore pipeline and an 18.6 kilometers offshore pipeline
to a FSO unit located offshore. The Company has planned for the drilling of 20 development wells
through 2005.

Given that the Sukowati field overlaps into ExxonMobil’s adjacent Cepu block, a unitization
agreement will be necessary prior to development and production of this field. A cost sharing
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arrangement was entered into in March 2001 among Pertamina, Santa Fe Energy Resources Java
Limited and Enserch Far East Limited, and Mobil Cepu Ltd and Ampolex (Cepu) Pte Ltd, setting
out cost distribution for the Sukowati prospect. Negotiations are currently under way between both
block parties for unitization.

Lematang, South Sumatra

In October 2002, the Company acquired all of the shares of Medco Lematang, which has a
60% working interest in the Lematang block located in South Sumatra (the “Lematang PSC”) and
acquired a further 10% interest from Novus in 2003. The Lematang PSC was awarded to Enim Oil
for a 30-year period in 1987. Following Enim Oil’s liquidation in 1993, Bonham assumed Enim
Oil’s working interest and operatorship until it sold its interest in the Lematang PSC to Energy
Equity in 1994. In 1997, Amerada Hess acquired a 50% interest while Coparex and Novus each
acquired a 15% interest. Amerada Hess increased its interest to 70% in 1999. In 2002 Petroleum
Development Associates (Asia) LLC took over Amerada Hess” 70% interest and became operator
of the block. It then transferred a 60% working interest in the PSC to Medco Lematang. Novus
subsequently sold its 15% interest to the Company and Petroleum Development Associates (Asia)
LLC. Currently, the Company has a 70% working interest, Coparex has a 15% working interest
and Petroleum Development Associates (Asia) LLC holds the remaining 15% working interest. In
February 2003 the Company entered into an agreement with Novus to acquire an additional 10%
working interest in the Lematang PSC. This acquisition is in its final stages of completion
following which the Company will have a 70% effective interest in the Lematang PSC. The
Lematang PSC is located in South Sumatra and currently covers 409 square kilometers.

Operation and Reserves. From 1987 to 1999, four exploration wells were drilled, of which
two wells were plugged and abandoned due to non-commercial discovery. A total of 1546
kilometers of 2D seismic and 188 square kilometers 3D seismic were acquired and processed
during that period. Drilling of Harimau-1 well resulted in the discovery of the Harimau oil and
gas-condensate field in 1989. As of the end of 1991, a total of 12 delineation/development wells
were drilled on the Harimau field. Drilling of the Singa-1 well in 1997 resulted in an economic
gas field discovery. A further Singa-2 delineation well was drilled in 1999. Due to an uncertain
economy and lack of interest in gas sales, the well was not tested but left completed and ready for
perforation and testing/production. The Company estimates that, as of January 1, 2003, the gross
probable reserves for the Singa field are 147.8 Bcf of gas based on a certification of reserves as
of December 2000 by an independent petroleum engineering consultant. There has been no
production from this field since December 2000. The Company plans to drill one exploration well
in Banteng prospect, which it believes has significant gas potential, as well as one delineation
well through 2005.

Production. Currently the block produces 3 MMcf/d of gas and 100 Bbls/d of condensate
from the Harimau field. The gas is delivered by way of a 20 kilometers pipeline in Prabumulih to
the PUSRI fertilizer plant. Two major potential gas consumers in South Sumatra are the PUSRI
fertilizer plant in Palembang and the PLN power utility which already have an extensive
transmission grid in the area. An important future offtaker of gas is the national gas company
PGN which is expected to construct a pipeline from South Sumatra to West Java during the near
term with a capacity to carry up to 600 MMcf/d. Access to the industrial complex and the PLN
power grid in West Java will greatly improve the chances for commercial development of those
gas resources. A market for the Singa gas field is being developed. The Company plans to drill
three development wells in the Singa field through 2005.

Development Properties
Senoro-Toili, Sulawesi

In February 2000, the Company acquired all the shares of Senoro-Toili (Indonesia) Limited,
which has a 50% working interest in the Senoro-Toili block, and together with Pertamina, operates
the block under a JOB arrangement (the “Senoro-Toili JOB”). The Senoro-Toili JOB was awarded
in 1997 for a 30-year term expiring in 2027. The block consists of two areas within Benggai,
Senoro (onshore) currently covering 188 square kilometers and Toili (offshore) currently covering
263 square kilometers. The Senoro area has significant gross probable reserves of approximately
1.3 Tcf of gas. BPMigas has the right to demand that a 5% working interest in the Senoro-Toili
JOB be offered to an Indonesian participant.
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In April 2002, the Company entered into a memorandum of understanding with Marathon for
the purposes of studying the feasibility of commercializing the Company’s natural gas reserves in
the Senoro-Toili block for sale to markets in North America through a potential LNG project. It is
expected that joint marketing will take place with Pertamina’s own gas reserves in the Donggi
block within the Banggai basin for feedstock of petrochemical/fertilizer plant, DME or LNG
plants.

In the offshore Toili block, the Company is in the process of developing the Tiaka oil field
by reclaiming a reef, drilling six multilateral wells and installing production facilities on the man-
made island. Produced crude oil will be stored in a floating storage and offloading vessel (an
“FSO”) berthed at a jetty of the island. The Government has given its approval for the
development of the Toili oil field, but its development is currently subject to the results of an
environmental impact analysis which is yet to be completed. The Company plans to drill 11
development wells through 2005.

Exploration Properties
Madura, East Java

In January 2000, the Company acquired 75% of the shares of Medco Madura, which has a
65% working interest in the Madura block JOB and, together with Pertamina, operates this block
under a JOB arrangement (the “Madura JOB”). The Madura block JOB was awarded to Medco
Madura in 1997 for a 30-year term expiring in 2027. The Company subsequently sold 24% of the
shares of Medco Madura to Falcon Oil Pte. Ltd. (“Falcon Oil”) in November 2001, reducing its
interest in Medco Madura to 51%. The Company currently has a 33% effective interest in the
Madura block. BPMigas has the right to demand that a 6.25% working interest in the Madura JOB
be offered to an Indonesian participant. The Madura PSC currently covers 2,729 square kilometers.

In Madura, the Company drilled Sebaya-1 and Tambuku-1, but eventually suspended these
gas discovery wells. The Company plans to drill the Telaga-1 wild cat exploration well in 2003.
The Company has identified what it believes are recoverable gas reserves, and if the exploration
effort is successful, commercial development should be efficient, given the gas shortage of the
Madura and East Java market. However, if the exploration is unsuccessful, the Company may
relinquish the block. The Madura JOB is due to expire in May 2003 unless commercial discovery
is made. BPMigas has approved a postponement of the relinquishment of the Madura JOB until
May 2004 on the condition that the Company undertakes a specified drilling program. The
Company plans to drill one of the specified wells and will decide upon continuing with the
drilling program after having completed and tested such well.

Simenggaris, East Kalimantan

In January 2000, the Company acquired 75% of the shares of Medco Simenggaris, which has
a 62.5% working interest in the Simmenggaris block JOB, onshore East Kalimantan, which is
adjacent to the Company’s existing operations on Tarakan Island. Medco Simenggaris and
Pertamina operate the Simenggaris block under a JOB arrangement (the “Simenggaris JOB”). The
Company subsequently sold 15% of the shares of Medco Simenggaris to Falcon Oil in November
2001, reducing its interest in Medco Simenggaris to 60%. The Company currently has a 38%
effective interest in the Simenggaris block. The Simenggaris JOB was awarded to Medco
Simenggaris in 1998 for a 30-year term expiring in 2028. BPMigas has the right to demand that a
6.5% working interest in the Simenggaris JOB be offered to an Indonesian participant. The
Simenggaris JOB currently covers 2,046 square kilometers.

The Company drilled the first exploration well in Pidawan-1 but eventually suspended this
gas discovery well. The Company has identified what it believes are recoverable gas reserves, and
plans to drill one exploration well in 2003.

Bengara, East Kalimantan

In December 2001, the Company acquired 95% of PT Petroner Bengara Energi which has a
100% working interest in the Bengara production sharing contract (the “Bengara PSC”). The
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Bengara block is located onshore in East Kalimantan near the Company’s existing operations on
Tarakan island. The Bengara PSC was awarded for a 30-year term expiring in September 2029.
BPMigas has a right to demand that a 10% working interest in the Bengara PSC be offered to an
Indonesian participant. The Bengara PSC currently covers 4,614 square kilometers.

Previous Pertamina studies of more than 1,300 kilometers of seismic lines suggest that the
area’s geological structure may support significant gas accumulations. The Company plans to
acquire an additional 500 kilometers of 2D seismic data in 2003 and drill three wild cat wells and
two delineation wells through 2005. If the wells are unsuccessful, the Company may relinquish the
block.

Rombebai, Papua

In October 2002, the Company entered into a farm-in agreement with Ramu Rombebai LLC
to acquire a 60% working interest in a 30-year production sharing contract executed in 1998 for
exploration of the Rombebai block (the “Rombebai PSC”) located overlapping shallow offshore
and onshore in North West Papua adjacent to the Yapen block. Pursuant to the farm-in agreement,
the Company is obliged to drill a well, with costs not to exceed US$5 million, by October 2003.
The Company has an option to acquire another 20% interest in the Rombebai PSC upon drilling a
second well, costs not to exceed US$5 million. BPMigas has a right to demand that a 10%
working interest in the Rombebai PSC be offered to an Indonesian participant. The Rombebai PSC
currently covers 11,590 square kilometers. Based on significant gas resource potential, the
Company plans on drilling three exploration wells through 2005, and if successful, plans to drill a
number of development wells.

Asahan, North Sumatra

In March 2002, the Company acquired all of the shares of EEX Asahan Ltd, which has a
15% working interest in the production sharing contract for exploration of the Asahan block
located offshore North Sumatra in the Straits of Malacca and is currently operated by Matrix Oil
NL. The Asahan block currently covers 3,019 square kilometers all of which is currently
undeveloped with 16 abandonment wells in the concession. BPMigas has the right to demand that
a 10% working interest in the Asahan PSC be offered to an Indonesian participant.

Yapen, Papua

In November 2002, the Company entered into a farm-in agreement with Continental Energy
Yapen to acquire a 90% working interest in a 30-year production sharing contract executed in
1999 for exploration of the Yapen block located offshore in 400 feet of water near North West
Papua (the “Yapen PSC”). BPMigas has the right to demand that a 10% working interest in the
Yapen PSC be offered to an Indonesian participant. The Yapen PSC currently covers 9,500 square
kilometers.

Unless commercial discovery is made, a production sharing arrangement will automatically
expire at the end of the exploration phase of the production sharing arrangement. See the table
setting forth the Company’s production sharing arrangements under “— Production” and “Industry
— Production Sharing Arrangements”.

Properties to be relinquished
Pasemah, South Sumatra

In 1993, Exspan Nusantara entered into a 30-year PSC for the exploration of the Pasemah
block (the “Pasemah PSC”) located onshore in South Sumatra. The Company was the operator of
the block with a 50% working interest, which it finally sold to Petronas in 2000. The Company is
in the final stages of relinquishing the Pasemah PSC.

Myanmar

In July 1997, the Company entered into three PSCs with Myanmar Oil and Gas Enterprise
(“MOGE”), the Myanmar government owned oil and gas company, to conduct exploration studies
of oil and gas fields in Myanmar. The Company relinquished one PSC in 1998 due to a lack of
prospects and is in the final stages of relinquishing the remaining two PSCs, pending MOGE’s
approval.
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Drilling Activity

The following table sets forth the number of wells completed by the Company on its
properties for the years ended December 31, 2000, 2001 and 2002.

Year ended December 31,

2002 2001 2000
Total Net® Total Net® Total Net®
Exploratory:
Productive . .......... .. ... ... .. ... 7 2.5 5 2.5 8 3.3
Non-Productive .................... 5 1.7 3 1.5 — —
Total . ...... .. . . . . .. 12 4.2 8 4.0 8 3.3
Development:
Productive . ........ ... . . . . . .. .. ... 25 9.0 33 16.3 38 15.8
Total . ..... ... . . . . . .. 25 9.0 33 20.3 38 15.8

(1) The Company’s proportionate share of wells based on its working interest.

In the next three years, 2003 to 2005, the Company plans to drill 50 exploration wells, 16
delineation wells and 129 development wells.

The exploration activities for the next three years are expected to concentrate on the existing
producing areas in the Extension/Kampar block (21 wells) and the Rimau block (17 wells). Based
on geological and seismic data in respect of these areas of major reserves, the Company believes
that it can increase its reserves with relatively low additional costs. The Company also plans to
conduct exploration activities in Bengara (3 wells), Rombebai (3 wells), Tarakan (2 wells) and one
well each for Tuban, Lematang, Madura and Simenggaris in anticipation of an increase in the
market demand for oil and gas.

Delineation activities for the next three years are expected to focus on moving gas reserves
currently in the “probable” to the “proved” category, and also to monetize gas from the Senoro
field.

Development activities for the next three years are expected to concentrate on developing the
existing producing areas in the Rimau block and the development of the newly discovered fields
in the Extension block to increase oil production volume.

Sales and Distribution

Currently, a majority of the Company’s net crude entitlement is exported to Itochu and PTT
and the remainder is supplied to Pertamina’s domestic refinery. Pursuant to the Shareholders’
Agreement, the initial 50% of the Company’s net crude entitlement available for sale must, subject
to the Company’s discretion and market conditions be sold through a competitive tender process.
Pursuant to the Shareholders” Agreement, PTTEPO has the right of first refusal to purchase an
equivalent amount of the Company’s net crude entitlement at an equivalent price. If PTTEPO does
not exercise its right of first refusal, the equivalent net crude entitlement is to be sold through
another competitive tender process. In 2002, the Company launched a competitive tender process
for 50% of its net crude entitlement from the Rimau PSC. Itochu won the tender and has
purchased 5.04 MMBbIs from the Company since the contract commenced on March 31, 2002. The
contract with Itochu was due to expire on March 31, 2003 but was extended for two months, until
May 31, 2003. Following the winning of the tender by Itochu, PTTEP exercised its right of first
refusal to purchase the balance of the Company’s net crude entitlement from the Rimau PSC for
nine months commencing July 2002. Pursuant to PTTEPO’s exercise of its right, the Company
entered into a new contract with PTT, which contract was due to expire in March 31, 2003 but
was extended for two months, until May 31, 2003. Half of the Company’s net crude entitlement
from the Rimau PSC has been re-tendered and won by Mitsui, which bid a premium of US$0.92
above the ICP-SLC. Mitsui’s one-year contract will commence when Itochu’s contract terminates.
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PTTEPO has exercised its right of first refusal to purchase the balance of the Company’s net
crude entitlement from the Rimau PSC during the Mitsui contract period at an equivalent price.
The Company’s net crude entitlement from its remaining production sharing arrangements is not
subject to any such sales contracts. Crude entitlement not sold pursuant to a sales contract can
readily be sold in the spot market, albeit without the modest premium afforded by a sales contract.
The Company sells its oil to Itochu, PTT, Mitsui and Pertamina at prices based on the ICP-SLC,
with adjustment depending on the quality of the crude oil. The cost recovery portion of net crude
entitlement is also calculated based upon ICP prices. The ICP-SLC is published monthly, and is
based on publications of independent oil traders and marketers in the Asia-Pacific region. The
Company’s sales of oil from the Tuban block are based on the ICP-Arjuna, a similar indicator
published monthly. The total volume of crude oil exported from the Tuban block from January
2002 to November 2002, for which the Company has 25% entitlement to, is 3.3 MMBbls.

Under gas supply agreements with Pertamina, gas production is delivered to fertilizer, power
and methanol plants. Under such agreements, gas production from the Extension/Kampar PSC is
delivered to the Palembang fertilizer plant. Natural gas production from the Sanga-Sanga TAC is
sold to PLN under an agreement with Pertamina to supply 9.1 MMcf/d of gas to PLN’s electricity
generating plant in Tanjung Batu, East Kalimantan under a five-year interim gas sales contract
commencing January 2001, with price revision at the end of the third year. It is intended that such
supply of gas will continue until 2018. Natural gas production from the Tarakan PSC is sold to
Pertamina under a 10-year fixed price contract expiring in 2007 and is supplied to the Bunyu
methanol plant which is operated by the Company. Additional gas supply is sold to PLN’s 10MW
power plant in Tarakan city, East Kalimantan under a 10-year contract.

Contract Drilling Operations

The Company provides services for oil, gas and geothermal drilling by leasing drilling rigs
(accompanied by trained personnel) to companies wishing to carry out oil, gas or geothermal
exploration and production. The Company’s clients in the drilling business include many of the
major international oil and gas exploration and production companies operating in Indonesia, such
as TotalFinaElf, PetroChina, Unocal and ConocoPhillips. The Company’s drilling activities
comprise onshore and offshore contract drilling. The Company aims to provide premium quality,
cost-effective services to its customers in order to maximize the utilization of its rig fleet at
attractive dayrates. The Company’s understanding of its customers’ future needs guides strategic
decisions regarding investment in equipment, selection of geographic markets and development of
Company skills.

The shareholders of New Links, the majority shareholder of Medco Energi, have agreed,
pursuant to the Shareholders’ Agreement, to cause Medco Energi to use its reasonable commercial
endeavours to divest the Company’s onshore and offshore drilling business relating to oil and gas
by December 12, 2006.

The Company reduced its ownership in Apexindo, its drilling subsidiary, through an initial
public offering in June 2002 and may in the future consider other means of maximizing its
investment, including further reductions of its shareholding in Apexindo, although the Company is
not planning any such sale in the near future.
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Drilling Rigs

The following table sets forth certain information for the Company’s onshore and offshore
drilling rigs:

Maximum

Year of  Acquisition Horse Drilling Water

Rig Type Acquisition Cost Power Depth Depth

(US$ in (Feet) (Feet)

millions)
Offshore
Maera‘” . ... Submersible swamp barge 1992 35.00 3,000 30,000 25
Raisis ... .. Submersible swamp barge 1995 26.00 3,000 25,000 25
Raniworo. .. Jack up 1994 38.00 2,000 25,000 350
Raissa'®. ... Submersible swamp barge 2003 52.00 7,400 30,000 35
Yani® ... .. Submersible swamp barge 2003 39.00 6,320 25,000 25
Onshore

Rig 2@ .. .. HSE 1500E 1982 5.00 1,200 12,000 —
Rig3 ..... HSE 1500E 1982 3.90 1,200 12,000 —
Rigd...... Skytop Brewster HE95A 1983 3.20 1,500 15,000 —
Rig5...... Dreco 2000E 1985 4.40 2,000 20,000 —
Rig 8...... Gradner Denver 1000E 1990 4.60 1,000 12,000 —
Rig9 ..... Gradner Denver 2000E 1990 4.90 2,000 20,000 —
Rig 10 . ... Ideco E2100 1993 7.10 2,000 20,000 —
Rig 11 .... Skytop Brewster TR800 1993 3.00 800 8,000 —
Rig 12 . ... National Model 4215-D 1997 2.50 600 6,000 —
Rig 14 . ... Skytop Brewster RR850 1998 1.20 800 8,000 —
Rig 15 .... Wilson Mogul 42 2000 0.36 600 6,000 —

(1) See “— Submersible Swamp Barges” below for a description of the incident involving Rig Maera and the suspension

of its operations from March 2002 to February 2003.
(2) Expected to commence operations by mid-2003.
(3) Rig #2 is owned by Medco Energi and is leased and operated by its subsidiary Apexindo.

Jack-Up Rig

A jack-up is a mobile rig that jacks down its legs to stand on the sea floor with its hull
elevated above the water surface during drilling operations. For transportation between locations,
the legs are raised and the hull is floated. The legs are raised and lowered by multiple jacking
units attached to the legs. The water depth limit for each rig is a function of several factors,
including leg length, seafloor conditions and the anticipated wind, wave and current severity. The
Company’s jack-up rig, Raniworo, can operate in depths of up to 350 feet. Jack-up rigs can be
used to drill exploration wells or to drill multiple production wells at the same location. Several
features are important for this latter capability. A cantilever, on which is mounted the derrick,
drilldoor and substructure, enables the rig to drill alongside and over an adjacent platform or sub-
sea template and to drill multiple wells at the same location without repositioning the rig. Skid-off
capability enables the drilling system to be skidded onto a production platform for development
drilling while the rig serves in a tender-assist mode. A top-drive enables the rig to drill long,
highly deviated wells both more efficiently and more safely than conventional rotary equipment.

Submersible Swamp Barges

The Company’s submersible rigs, Maera, Raisis, Raissa and Yani, are designed to work in
depths of up to 25 to 35 feet. These submersible rigs operate on the sea floor with the machinery,
quarters and drilling equipment on a deck structure above the surface. When the Company needs
to mobilize the rigs, they are floated and towed by tugs. Once positioned, the hulls are filled with
water to sink the drill onto the sea bed. Two of the Company’s submersible rigs, Raissa and Yani,
are newly acquired and are expected to commence operations by mid-2003.
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In March 2002, a gas blowout occurred on one of the Company’s offshore rigs, the Maera, in
Mahakam Delta in East Kalimantan. The rig, contracted to TotalFinaElf, was damaged due to fire
caused by the blowout. The Company has completed repairs on the rig, at the same time
performing some upgrading, and the rig resumed operation for the same project in February 2003.
The drilling rig equipment is mostly covered by insurance but loss of revenue is not. TotalFinaEIf
has conducted an investigation as to the cause of the blowout and found that a kickback due to
excess pressure buildup was the probable cause. The Company has received approximately US$14
million in compensation from the insurer to date and expects to receive the balance of its US$20
million claim once all expense claims are processed by the insurer.

Utilization

The profitability of the Company’s contract drilling operations depends upon maximizing the
contracted out period (“utilization”) of its fleet at the highest achievable dayrate. A fixed dayrate
is charged while the rig is in operation, with a standby rate, generally between 75% and 90% of
the dayrate, depending on the contract, charged while the rig is under contract but not in use (for
example, if the Company is awaiting customer directions or customer-furnished materials or
services, or while the rig is being relocated from one well to another). In the Company’s
experience, a full day rate is chargeable for, on average, between 85% to 90% of the period during
which its onshore drilling rigs are under contract and about 95% of the period during which its
offshore rigs are under contract. Rental rates for the Company’s drilling rigs are payable in U.S.
dollars and approximately 60% of operating costs are payable in U.S. dollars. The Company’s
onshore and offshore drilling rig utilization is shown in the following table:

Year ended December 31,

2002 2001 2000
(%) (%) (%)
Onshore rigs . .. ... 61 43 37
Offshore 1igS . ... .o 70 100 76

Contract drilling industry conditions in Indonesia, and resulting drilling rig utilization and
dayrates, have been extremely volatile in recent years. From the mid-1980s through the early
1990s, worldwide demand, including in Indonesia, for drilling rigs was declining or stagnant, and
the industry fleet of offshore rigs was reduced, primarily by attrition. Offshore contract drilling
industry conditions and resulting offshore drilling rig utilization and dayrates, as well as land rig
dayrates, improved substantially in the mid-1990s. As a result of the Asian financial crisis in
1997, dayrates once again become severely depressed, but conditions have since improved.

Drilling Rig Contracts

Drilling contracts in Indonesia are awarded through competitive bidding. Contracts outside
Indonesia are generally concluded through competitive bidding or, occasionally, a result of direct
negotiations between the drilling contractor and the customer. In many cases, the specifications of
the bid contain certain requirements not met by any of the Company’s available rigs. As a result,
if the Company is awarded the contract, the Company may incur considerable expense in
upgrading and outfitting a rig in the specified manner or building a new rig, as the case may be.
Substantial outfitting, upgrading and building of rigs is generally project financed by the
Company.

The Company operates each of its rigs under a contract either to drill a specified well or
number of wells, or for a stated period of time, which is generally automatically extended beyond
the scheduled expiration date to enable completion of the drilling. Contracts may be cancelled
upon specified notice at the option of the customer, and some, but not all, contracts provide for
the customer to pay a specified early termination payment in the event of such cancellation. The
contracts customarily provide for either automatic termination or termination at the option of the
customer in the event of total loss of the drilling rig or if drilling operations are suspended for
extended periods by reason of force majeure or excessive rig downtime for repairs.

Many of the Company’s contracts provide for remuneration on a dayrate basis, payable in
U.S. dollars, under which the Company receives a fixed amount for each day that the rig operates
under contract. Under a dayrate contract, the Company provides the drilling rig and personnel to
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operate the rig and to conduct the drilling operations. Operating expenses, such as crew wages and
incidental supplies, with respect to the contracted rig, are paid by the Company. All of the
Company’s drilling rig contracts provide for penalties in the form of reduced or suspended
remuneration if the Company does not achieve specified timetables, particularly in relation to the
date the rig commences operations under the contract and for extended breakdown time.

The rate of remuneration specified in each contract depends on the type of equipment
required, its availability and location, the location and nature of the operation to be performed, the
duration of the work, market conditions and other variables. The contracts generally provide for a
reduced dayrate or lump sum payment when the rig is being transported to or from the first and
last drill site. Generally, a reduced dayrate or no payment is applicable when operations are
suspended because of force majeure or extended mechanical breakdown. Reduced dayrates may
also apply while a rig is on standby awaiting a customer’s directions or customer-furnished
materials or services, or while moving between well locations under the same contract. When
drilling rigs are being relocated a substantial distance, the Company attempts to obtain either a
lump sum or a dayrate plus transport costs, as compensation for mobilization and demobilization
expenses as well as the rig time incurred during the period of transit. The Company’s contracts
generally provide for payment in U.S. dollars.

Contracts commonly contain renewal or extension provisions exercisable at the option of the
customer which address extension for a number of wells or for a specified period of time. These
options may provide that the remuneration for the extension period must be agreed upon before
commencement of the extension or the parties may have negotiated the extension period
remuneration at the time of the initial contract. The Company prefers either to negotiate
provisions which require mutual agreement upon remuneration for the option term (to obtain
prevailing market rates) or to establish a means of increasing remuneration for the option term to
reflect cost escalation and anticipated market conditions.

Generally, offshore drilling contracts are for a three year term and onshore drilling contracts
are for a term of less than one year. However, the Company recently entered into a five year
drilling contract (with an option to renew for a further three years) with TotalFinaElf, a leading
gas producer in Indonesia.

Mesa Drilling

Mesa was established in June 2001 as a joint venture company between the Company (50%)
and Mesa Drilling AS (50%), a Norwegian company, with a view to expanding contract drilling in
the United States. As part of the agreement, the Company provided Rig #7 as an in kind
participation valued at US$3 million, and Mesa provided US$2 million in cash and US$1 million
worth of assets. Mesa has a rental agreement with the Company for Rig #6. As a result of the
recent downturn and market saturation in the oil and gas industry in the United States, the
Company has decided to terminate its participation in Mesa. Rig #6 has been sold for US$4.59
million and Rig #7 is expected to be sold. The proceeds are expected to be paid to Mesa for
distribution to creditors and, as to any balance, the joint venture participants.

Gas Related Downstream Projects

With the enactment of the New Oil and Gas Law under which domestic companies other than
Pertamina as well as international companies may enter into downstream businesses, the Company
will seek to enter into working alliances with other companies as gas suppliers. The aim is to
obtain long-term contracts with power plants and industrial users as new users of natural gas.

Bunyu Island Methanol Plant

Pursuant to a 20 year agreement entered into with Pertamina in April 1997, the Company
began operating a methanol plant owned by Pertamina on Bunyu Island, east of Kalimantan. The
Company took over the operation of the plant in October 1997 following a six month trial period
beginning in April 1997. The methanol plant, which has a capacity of 330,000 MT per year, began
operations in 1986 and until April 1997, was operated by Pertamina using gas from its own fields
on Bunyu Island.
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The operation of the plant has suffered from technical difficulties and an under-supply of gas
in the past. However, following a recommendation by chemical engineering consultants, in 1996,
Pertamina incurred additional capital expenditure in order to remedy the plant’s technical
deficiencies. The Company has entered into a 10-year contract with Pertamina which expires in
2007 to supply up to 30 MMcf/d of gas from the Tarakan PSC area to Pertamina, which has a
back-to-back contract with the Company, as operator of the Bunyu Methanol Plant, to supply this
gas to the methanol plant. Under the contract, the methanol plant must take or pay for an average
of 21 MMcf/d of gas each year supplied from the Tarakan PSC area. The plant requires 34
MMcf/d of gas to operate at maximum capacity and it purchases the balance from Pertamina. The
plant is currently operating at approximately 80% of designed capacity and using approximately
28 MMcf/d of gas.

The methanol produced by the plant is a high quality “AA” grade methanol of 99.98% purity.
40% of the production is sold domestically while 60% is for export. The methanol produced is
largely used in the manufacture of formaldehyde thermosetting resins as glue for the plywood
industry and, of the 40% domestic share, approximately 90% of the plant’s production is sold to a
number of Indonesian companies engaged in this business, with the balance sold to companies
producing solvents for paints.

Competition
0il and Gas Exploration and Production

The Company encounters competition from other oil and gas companies in all areas of its
operations, including the acquisition of production sharing arrangements. The Company’s
competitors in Indonesia and Southeast Asia include international oil and gas companies, many of
which are large, well-established companies with substantially greater capital resources and larger
operating staffs than the Company’s and which, in many instances, have been engaged in the oil
and gas business for a longer time than the Company. Such companies may be able to offer more
attractive terms when bidding for concessions for exploratory prospects and secondary operations,
to pay more for productive natural gas and oil properties and exploratory prospects, and to define,
evaluate, bid for and purchase a greater number of properties and prospects than the Company’s
financial, technical or personnel resources permit. The Company’s ability to acquire production
sharing arrangements and to discover, develop and produce reserves in the future will depend upon
its ability to evaluate and select suitable properties and to consummate transactions in an highly
competitive environment. However, given the importance of the oil and gas industry to the
Indonesian economy, local participation has been actively encouraged by the Government. Being
one of the few Indonesian companies involved in the oil and gas exploration and production
industry, the Company believes that it has certain advantages when seeking to expand its business
in this sector. As a consequence of the New Oil and Gas Law, Pertamina has become a competitor
of the Company (see “Industry — New Oil and Gas Law”).

One of the Company’s competitive strengths is its relatively low cost structure which enables
it to economically rehabilitate older oil and gas fields. Rehabilitation has not been a significant
area of focus of the major international oil companies operating in Indonesia. While the Company
intends to continue to focus on existing fields and fields which it believes have exploratory
potential, it also plans to compete for the award of new production sharing arrangements.
Although the industry operates in a competitive bidding environment for the award of new
contract areas, the Company believes that it is in a favorable position, either alone or together
with a major international oil and gas company, to win further contract areas from the Government
upon implementation of the New Oil and Gas Law, given the depth of its knowledge and
experience of the exploration and production environment in Indonesia and its long-standing
relationship with the Government.

Contract Drilling

The boom in the Indonesian oil industry in the 1980s led to an increase in the number of
drilling companies operating in Indonesia from approximately 13 to 130. However, following the
reduction in market prices for oil in 1985, their numbers reduced, with approximately 25 domestic
and joint venture companies currently active. Drilling contractors for onshore work in Indonesia
are generally domestic operators. Offshore drilling contractors are generally international
companies working through agencies on a contract basis.
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The Company believes that it has an advantage over its domestic competitors as a result of
being the only fully integrated local operator and of having both onshore and offshore capability
and experience. In addition, the Company’s fleet has the greatest drilling capacity among
Indonesian competitors, and is the only one capable of directional drilling. The larger-sized
horsepower drilling rigs are capable of drilling deeper wells, particularly gas wells, which are now
an increasingly common feature of the Indonesian oil and gas industry. Due to the size of its
operations, the Company has been able to tender for projects requiring the use of custom-built
equipment and to respond to the requirements of customers by keeping its rigs in operating
condition and in locations in close proximity to their intended projects. Due to the nature of the
oil and gas drilling rig contracting business, there are barriers to entry by new participants: a high
capital outlay is required to acquire and recondition the rigs to meet demands of customers and a
high level of technical expertise is needed to operate them. As shallow reserves in the established
oil and gas producing regions of Indonesia (such as Sumatra, Java and East Kalimantan) are
depleting, demand for deeper drilling rigs is expected to increase. Rigs capable of drilling deeper
wells command a higher contract price.

Foreign drillers also operate in Indonesia. They generally have larger fleets, more
international experience and greater resources than local operators. However, because their rigs are
generally not located in Indonesia and may have to be transported from greater distances, and also
because their rigs tend to be more customized and may therefore be more expensive to refit for a
particular project, such foreign drillers can be more expensive than local operators. In addition,
foreign operators have generally less experience in operating in the diverse regional and local
environments in Indonesia.

The Company expects that competition for onshore drilling rig contracts from foreign
operators or domestic operators rigs imported temporarily will increase significantly however, the
Company believes that it can compete with both domestic and foreign operators on the basis of its
proven track record in the reliability of its rigs and crews and its technical expertise. The
Company seeks to keep abreast of the production commitments and exploration plans of all
significant participants in the Indonesian oil and gas and geothermal industries so as to position
itself to tender successfully for contract drilling projects. The Company’s policy is to build and
maintain good long-term relations with its clients.

Operating Hazards and Uninsured Risks

The Company’s operations are subject to hazards and risks inherent in drilling for and
production and transportation of natural gas and oil, such as fires, natural disasters, explosions,
encountering formations with abnormal pressures, blowouts, cratering, pipeline ruptures and spills,
and of which can result in the loss of hydrocarbons, environmental pollution, personal injury
claims and other damage to properties of the Company. Additionally, certain of the Company’s
natural gas and oil operations are located in areas that are subject to tropical weather disturbances,
some of which can be severe enough to cause substantial damage to facilities and possibly
interrupt production. As protection against operating hazards, the Company maintains insurance
coverage against some, but not all, potential losses. The Company’s coverage for its oil and gas
exploration and production activities includes, but is not limited to, loss of wells, blowouts and
certain costs of pollution control, physical damage on certain assets, employer’s liability,
comprehensive general liability, automobile and worker’s compensation.

The Company maintains coverage for its drilling rigs, equipment and machinery for their
replacement value and insures against third party liability and workers’ compensation. It does not,
however, insure against business interruption or loss of revenues following damage to or loss of a
drilling rig, except in respect of an offshore drilling rig where it is a term of the financing for
such rigs that such coverage be in place for the benefit of the lenders. The Company believes that
its insurance coverage is adequate and is comparable to insurance taken out by companies of a
similar size engaged in operations similar to those of the Company. However, losses could occur
for uninsurable or uninsured risks, or in amounts in excess of existing insurance coverage. The
occurrence of an event that is not fully covered by insurance could have an adverse impact on the
Company’s financial condition and results of operations.
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Safety

The Company has extensive safety procedures designed to ensure the safety of its workers,
the assets of the Company, the public and the environment. A central safety manual of detailed
operating procedures is available at the operations level, with another, more specific, manual
maintained by each operating subsidiary, which together govern the Company’s procedures.
Certain procedures must be approved by a safety officer in advance before they can be undertaken.

It is the policy of the Company that in the event of any conflict between the progress of
work and safety or environmental concerns, the safety of employees, equipment and third parties
and preservation of the environment are paramount. The Company provides its employees with
comprehensive training in safety and environmental related matters. In particular, because the
Company’s drilling services are contracted out to international companies, it must be able to
demonstrate that its procedures meet international standards before the contract will be awarded.
In addition, the Company must comply with the contractor’s safety standards during the contract
period. The Company believes that its safety record has exceeded international standards over the
past decade, as compiled by the International Association of Drilling Contractors. Government
officials make both scheduled and random checks at the Company’s operating facilities to ensure
that safety procedures are being followed.

Employees

As of December 31, 2002, the Company had 1,640 permanent employees, 537 of whom were
located at the Company’s offices in Jakarta, Indonesia, and the remainder of whom were located at
field offices. All full time employees of companies involved in oil and gas exploration and
production are employees of such companies. However, prior to the enactment of New Oil and Gas
Law, the practice arose whereby such employees were also subject to the employment policies of
Pertamina. For example, Pertamina approved the hiring, termination and other material decisions
with respect to employees under production sharing arrangements. At this time, it appears that for
the existing production sharing arrangements, BPMigas will continue this practice. The Company
also employed 559 contract laborers and 75 expatriate employees as of December 31, 2002.

Environmental Matters

The Company’s operations are subject to Indonesian laws and regulations governing the
discharge of materials into the environment or otherwise relating to environmental protection.
These laws and regulations may require the acquisition of a permit before drilling commences,
which may restrict the types, quantities and concentration of various substances that can be
released into the environment in connection with drilling and production activities, limit or
prohibit drilling activities on certain lands lying within wilderness, wetlands and other protected
areas, require remedial measures to prevent pollution from former operations, such as plugging
abandoned wells, and impose substantial liabilities for pollution resulting from the Company’s
operations. In addition, these laws, rules and regulations may limit the rate of oil and natural gas
production to levels below the rate that would otherwise exist. The regulatory burden on the oil
and gas industry increases the cost of doing business and consequently affects its profitability.
Changes in environmental laws and regulations occur frequently, and any changes that result in
more stringent and costly waste handling, disposal and clean-up requirements could have a
significant impact on the operating costs of the Company, as well as the oil and gas industry in
general. Management believes that the Company is in compliance with current applicable
environmental laws and regulations and that continued compliance with existing requirements will
not have a material adverse impact on the Company.

The Government has imposed environmental regulations on oil and gas companies operating
in Indonesia and in Indonesian waters. Operators are prohibited from allowing oil into the
environment and must ensure that the area surrounding any onshore well is restored to its original
state insofar as this is possible after the operator has ceased to operate on the site. An
environmental impact study and a Government permit is required before any exploration work can
commence. Under the New Oil and Gas Law, BPMigas has direct control over operators to ensure
that they meet Government regulations. The Company is required to provide a report containing an
environmental impact analysis to the Indonesian environmental agency on a bi-annual basis.
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Legal Proceedings

From time to time, the Company may be a party to various legal proceedings. The Company
is not currently party to any material pending legal proceedings.

Tax Matters

The Secretary of State of the State of Delaware, United States, had designated three of the
Company’s subsidiaries to be “void” as a result of such companies not having paid their franchise
taxes under Chapter 5 (Corporation Franchise Tax) of the Delaware Code from 1995 to 2000.
These subsidiaries hold the Company’s interests in the Rimau PSC and the Pasemah PSC. The
Company filed certificates of revival in respect of these companies in 2001. One of these
companies again lapsed into “void” status as a result of failure to pay its franchise tax for 2001
and 2002 and the Company filed a further certificate of revival in 2003. The Company believes
that following the filing of the certificates, these companies were revived with the same force and
effect as if their certificate of incorporation had not been “void” and any actions taken while the
companies were void have been validated. The Company is in the process of preparing their U.S.
corporate income tax returns for the years 1995 through 2002. Although the Company is not
currently able to assess how much tax is payable in relation to these companies, it has determined,
based on advice received from its tax advisers, that its total liability would not be material. No
assurance can be given that any liability will not ultimately be higher than expected or will not
have a material adverse impact on the Company’s future results of operation or financial
condition.

Dividends payable to the Guarantor by its subsidiaries in the United States, which hold the
Company’s interests in the Rimau PSC, are currently subject to U.S. withholding taxes. Pending
the preparation of U.S. tax returns by such subsidiaries, the Guarantor receives funds from such
subsidiaries through intercompany loans rather than dividends.

In 2002, two of the Company’s oil and gas subsidiaries received tax assessments from the
Indonesian Directorate General of Taxation for the payment of approximately US$2.2 million of
value added tax, plus related penalties and interest. The Company has disputed the assessments
and accordingly has not accrued a liability for their payment.

One of the Company’s subsidiaries had not paid its annual fees required by the Cayman
authorities and was therefore deemed “defunct”. The Company paid these outstanding annual fees
in 2003 and believes that following the payment of the annual fees, this company will be revived
with the same force and effect as if it were being registered for the first time. This subsidiary
holds the Company’s interests in the Asahan PSC.
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MANAGEMENT

Commissioners, Directors, Advisors and Executive Officers of Medco Energi

The management and day-to-day operations of Medco Energi are carried out by the Board of
Directors under the supervision of the Board of Commissioners, the members of which are
appointed through a general meeting of shareholders. The rights and obligations of each member
of the Board of Commissioners and Board of Directors are regulated in the Articles and by the
decisions of the shareholders of Medco Energi in general meeting. Under the Articles, the Board
of Directors must consist of at least three members including a President Director and two or
more Directors. The President Director acting together with one other Director can legally bind
Medco Energi. The Board of Commissioners must have at least three members: a President
Commissioner and two or more Commissioners. The President Commissioner and one
Commissioner acting together are entitled to act for and on behalf of the Board of Commissioners.

The Board of Commissioners is currently composed of eight members. The Board of
Directors is currently composed of four members. Commissioners and Directors are elected for a
term of office of five years and four years, respectively, without prejudice to the rights of the
general meeting of shareholders to dismiss a Commissioner or Director during their term of office
or to reappoint a Commissioner or Director whose term of office has expired. The officers of
Medco Energi serve at the discretion of the Board of Directors. There is also a Board of Advisors,
currently composed of three members.

Information regarding the Commissioners, Directors and Advisors of Medco Energi is set
forth below:

Board of Commissioners

Name Position

Mr. John Sadrak Karamoy ................. President, Independent Commissioner
Ms. Yani Yuhani Rodyat .................. Commissioner

Mr. Gustiaman Deru ..................... Independent Commissioner

Mr. Chitrapongse Kwangsukstith .. .......... Commissioner

Mr. Maroot Mrigadat . .................... Commissioner

Mr. Andrew Gerard Purcell . . ............... Commissioner

Mr. Sudono N.S.. .. ... .. Independent Commissioner

Ms. Retno Dewi Z. Arifin. . ................ Commissioner

Mr. John Sadrak Karamoy. Joined the Company in 1992. Graduated with a degree in
Chemical Engineering, Bandung Institute of Technology in 1963. Has more than 40 years of
experience in the oil and gas sector. Held various key positions at Exspan Nusantara Indonesia for
32 years until becoming Senior Vice President of Exspan Nusantara Indonesia (1981-1987), Senior
Vice-President Director of Huffco Indonesia (now Vico) (1987-1992), President Director of Exspan
Kalimantan (1992-1995), President Commissioner of the Exspan companies (1994-1998) and
President Director/Chief Executive Officer of Medco Energi (1998-2001). Currently President,
Independent Commissioner of Medco Energi and Exspan Nusantara.

Ms. Yani Yuhani Rodyat. Joined the Company in 1994. Graduated in Electrical Engineering,
Bandung Institute of Technology in 1975 and received a Masters Degree in Management from the
Bandung Graduate School of Management in 1997. Previously the President Director at PT Ega
Kineta (1989-1994) and President Director at PT Sarana Jabar Ventura (1994-2001). Currently
Director and Commissioner at various of the Company’s subsidiaries, and Lecturer at Indonesia
University since 2000.

Mr. Gustiaman Deru. Joined the Company as a Commissioner in 2000. Graduated in Civil
Engineering, Universitas Katolik Parahyangan in 1985 and received a MBA degree in Banking and
Finance from the Rotterdam School of Management/Erasmus Universiteit-Rotterdam in the
Netherlands in 1990. Previously a Director of Peregrine, Hong Kong (1994-1996), a Director of
ING Barings, Hong Kong (1996-1998) and a Director of Credit Suisse First Boston, Hong Kong
(1998-2002). Currently Director of Matlin Patterson Advisors (Asia) Limited, Hong Kong and
Independent Commissioner of Medco Energi.
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Mr. Chitrapongse Kwangsukstith. Joined the Company in February 2002 as a
Commissioner. Graduated in Mechanical Engineering, Chulalongkorn University, Bangkok in 1970,
received a MSc degree in Industrial Engineering, Lamar University, U.S. in 1975 and received a
PhD degree in Industrial Engineering, Lamar University, U.S. in 1977. Previously held positions at
Department of Mineral Resources, Ministry of Industry of Thailand (1970), ESSO Standard
Thailand, Ltd. (1971-1973), Sabine Steel Construction (1975-1979), Fluor Engineering and
Construction (1980-1981). Also held various key positions at Petroleum Authority of Thailand
(1982-1999). Currently President of PTTEP since 2000.

Mr. Maroot Mrigadat. Joined the Company in 2002 as a Commissioner. Graduated in
Petroleum Engineering, University of Texas, Austin U.S. in 1976 and received a MSc degree in
Petroleum Engineering, University of Texas, Austin U.S. in 1979. Previously held various
positions at the Petroleum Authority of Thailand (1980-1989) and PTTEP (1989-2002). Currently
Senior Vice President of the New Projects Division at PTTEP since 2002.

Mr. Andrew Gerard Purcell. Joined the Company in 2002 as a Commissioner. Graduated in
Electronics and Communications Engineering, Queensland University of Technology in 1986 and
received a MBA degree, University of Queensland/University of Sydney in 1993. Previously held
various positions at Reuters Plc (1986 - 1991), held an Executive position at Macquarie Bank
Limited (1993-1994) and held various positions at Credit Suisse First Boston (Australia) Limited
(1994-2001). He is an employee of Credit Suisse First Boston (Hong Kong) Limited since 2001.

Mr. Sudono N.S. Joined the Company in 1992. Graduated in Mining Engineering, Bandung
Institute of Technology in 1960. Has 40 years’ experience in the oil and gas industry and
previously held several managerial positions in petroleum engineering, projects and logistics in PT
Stanvac Indonesia and Huffco Indonesia (now VICO), President Director of Exspan Nusantara
(2001-2002). Currently Independent Commissioner of Medco Energi.

Ms. Retno Dewi Z. Arifin. Joined the Company in 1990. Graduated in Architectural
Engineering, Bandung Institute of Technology in 1972. Previously held several managerial
positions in architectural and civil consulting, Commissioner of Medco Energi (1990-1995),
Director of PT Trikonsdaya Cipta Tanna (1994-1996), Commissioner of PT Kreasi Megah Cipta
Sarana (2000-Present).

Board of Directors

Name Position

Mr. Hilmi Panigoro ...................... President Director/Chief Executive Officer
Mr. Sugiharto ........ ... Director, Chief Financial Officer

Mr. Rashid I. Mangunkusumo . .. ............ Director, Chief Operating Officer

Mr. Peerachat Pinprayong ................. Director, Chief Planning Officer

Mr. Hilmi Panigoro. Joined the Company in 1997. Graduated in Geological Engineering,
Bandung Institute of Technology in 1981, attended the MBA Core Program at Thunderbird
University, U.S. in 1984 and received a MSc degree from Colorado School of Mines, U.S. in
1988. Held various key positions at Huffco (now Vico) for 14 years since 1982 until becoming
Vice President of Vico Indonesia (1996-1997). Currently President Director and Chief Executive
Officer of Medco Energi since 2001, Chief Executive Officer of Medco Holding since 1998,
Commissioner of several of Medco Energi’s subsidiaries since 1998 and President of Central Asia
Petroleum since 1997.

Mr. Sugiharto. Joined the Company in 1991. Graduated in Financial Management, Faculty of
Economics, University of Indonesia in 1987, received a MBA degree from the Indonesia School of
Management, Jakarta in 1994 and the Amsterdam School of Management/Universitet van
Amsterdam in the Netherlands in 1997. Previously held position as Commissioner at several of
Medco Energi’s subsidiaries. Before joining the Company, he held several key positions at SGV-
Utomo, Bankers Trust Company and Chemical Bank Jakarta. Currently Director of Finance and
Administration and Chief Financial Officer of Medco Energi since 1994, and Commissioner of
several of its subsidiaries since 1991.
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Mr. Rashid I. Mangunkusumo. Joined the Company in 1995. Graduated in Engineering,
Delft Institute of Technology in 1960 and received a B.Sc degree in Petroleum Engineering from
Oklahoma University, U.S. in 1963 and a Masters degree in Engineering from Oklahoma
University in 1965. Previously held the position of President Director of Exspan Nusantara (1996-
2001). Currently Director and Chief Operating Officer of Medco Energi since 2001.

Mr. Peerachat Pinprayong. Joined the Company in February 2002 as Director of Corporate
Planning and Business Development. Graduated in Geology at Chulalongkorn University, Bangkok
in 1979, obtained a MA degree in Industrial Psychology at Thammasat University, Bangkok in
1990, and received a MBA degree in Business Management at Sasin Graduate Institute of Business
Administration, Chulalongkorn University, Bangkok in 2000. Previously held various positions at
the Department of Mineral Resources, Ministry of Industry of Thailand (1980-1986) and Unocal
Thailand, Ltd. (1986-1990). Also held various key positions at PTTEP (1990-2000). Currently
Chief Planning Officer of Medco Energi and Senior Manager of the Arthit Asset Operations
Division at PTTEP since 2000.

Board of Advisors

Name Position

Mr. Ismail Saleh . .. ... . . e Board of Advisors
Mr. Arifin Panigoro ... .. ... Board of Advisors
Mr. Subroto . ... e e Board of Advisors

Mr. Ismail Saleh S.H. Joined the Company in 1994. Graduated with a law degree from the
Military Justice Academy in Jakarta in 1962 before joining the Indonesian army. Retired from the
Indonesia army in 1981 having attained the rank of Lieutenant General. Chairman of the Board of
Advisors of Medco Energi since 1993. Previously Cabinet Secretary of the Republic of Indonesia
(1978-1979), Head of the Investment Co-ordinating Board (1979-1981), Attorney General of the
Republic of Indonesia (1981-1984) and Minister of Justice of the Republic of Indonesia (1984-
1993). Member of the advisory team to the President of the Republic of Indonesia since 1993,
with responsibility for advising on the application of Pancasila (P4), the state ideology.

Mr. Arifin Panigoro. Founder of the Company and involved in the drilling and oil and gas
industry since 1980. Withdrew from the Company’s management in 1998 in order to be more
focused as a member of the Parliament. Advisor to the Company since withdrawal from
management.

Mr. Subroto. Joined the Company in 1997. Graduated with a degree in Economics from the
University of Indonesia. Obtained a MA degree from McGill University, Montreal, Canada in
1956, and a Ph.D. in Economics from the University of Indonesia in 1958. Appointed Director
General for Research and Development in the Government’s Commerce Department in 1966, and
then as the Head of the National Committee for Export Development in 1977. Minister for
Manpower, Transmigration and Co-operatives (1973-1978), Minister of Mines and Energy for two
administrations (1978-1993 and 1983-1988) and Secretary General of OPEC (July 1988-June
1994). Dean of the Economics Faculty of Pancasila University and the Dean of the Economics
Faculty of the University of Indonesia since 1995.
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PRINCIPAL SHAREHOLDERS

The following table sets forth certain information, as of December 31, 2002, with respect to
the ownership of the common shares by each person who, according to the records of Medco
Energi, owned more than 1% of Medco Energi’s common shares, and ownership by the public and
treasury stock held by Medco Energi.

Number of Percentage
common of total outstanding
Name of Shareholder shares held common shares
New Links Energy Resources Ltd. " . ... ... ... ... ... .. 2,849.414,565 85.51
PT Medco Duta ........ ... . . ... 78,360,000 2.35
PT Multifabrindo . . . ... .. .. ... .. . . . . 2,000,000 0.06
PT Nuansa Graha Cipta . . . ...... ... ... .. ... 2,885,000 0.09
Public .. ... . . 171,593,385 5.15
Treasury Stock ... ... .. . .. e 228,198,500 6.85

(1) The shareholders of New Links are Encore Int’l Limited with a 40.1% ownership interest, Cumin Limited with a
19.9% ownership interest and PTTEPO with a 40% ownership interest as of December 31, 2002. Encore Int’l Limited
is wholly owned by certain members of the Panigoro family. Cumin Limited is wholly owned by CSFB, and PTTEPO
is a subsidiary of PTTEP and PTT.

The authorized share capital of Medco Energi is Rp.400 billion comprising 4,000,000,000
shares of Rp.100.00 each, of which 3,332,451,450 shares were issued and outstanding and were
fully paid up, as of December 31, 2002.

The Acquisition of New Links Shares by PTTEPO

On October 7, 2001, PTTEPO entered into a share purchase agreement with Cumin Limited
(“Cumin”), a special purpose vehicle incorporated in the Cayman Islands and wholly owned by
CSFB, pursuant to which Cumin agreed to sell to PTTEPO 40% of the shares of New Links (the
“PTTEPO Acquisition”), a company incorporated in Mauritius by way of continuation. Following
closing of the PTTEPO Acquisition on December 12, 2001, New Links was required by Indonesian
regulations to make a tender offer for those Medco Energi shares owned by public shareholders.
Completion of the tender offer took place in May 2002.

Shareholders’ Agreement

In connection with the PTTEPO Acquisition, PTTEPO, Encore Int’l Limited (“Encore”) (a
corporation incorporated in the British Virgin Islands wholly owned by certain members of the
Panigoro family), Cumin and New Links entered into a shareholders’ agreement (the
“Shareholders’ Agreement”) to define their mutual rights and obligations as the sole shareholders
of New Links and to establish the general policy and governance principles with respect to their
interests, through New Links, in Medco Energi.

Pursuant to the Shareholders’ Agreement, Encore is entitled to nominate three individuals and
PTTEPO is entitled to nominate one individual to the Board of Directors of Medco Energi. The
Shareholders’ Agreement provides that resolutions by the Board require the approval of a simple
majority, with a quorum of two Directors. Encore has the additional right to cause the Company to
appoint its management personnel. Furthermore, in addition to the number of Commissioners
required to be independent, Encore is entitled to nominate two individuals, PTTEPO is entitled to
nominate two individuals and Cumin is entitled to nominate one individual to the Board of
Commissioners of Medco Energi. Each of Encore, Cumin and PTTEPO shall be entitled to
nominate unanimously two individuals to become the independent Commissioners of Medco
Energi. Decisions on certain matters require the approval of at least one Encore nominee, one
PTTEPO nominee and the Cumin nominee, or the affirmative vote of the representative of the
New Links board of directors specially appointed for purposes of voting on New Links’ behalf at
Medco Energi’s shareholders meetings. These matters include dispositions of any of Medco
Energi’s interests in any material subsidiary, mergers involving Medco Energi or any material
subsidiary with third parties, acquisitions by the Company of any additional business or assets not
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directly related to Medco Energi’s business or the energy industry, nor identified by the
Company’s business plan, with an aggregate value exceeding US$250,000, and changes in the
business of the Company. Each of Encore, PTTEPO and Cumin have agreed to vote their New
Links shares to procure the appointment of each New Links shareholder’s nominees.

Encore has agreed not to sell its New Links shares prior to December 12, 2004, PTTEPO has
agreed not to sell its New Links shares prior to June 12, 2003 and Cumin has agreed not to sell
its New Links shares prior to December 12, 2002 (provided that Cumin shall retain at least 2% of
the issued share capital of New Links until December 12, 2004) (the “Lock-Up Periods”). The
relevant Lock-Up Period having expired, the appropriate New Links shareholder may, subject to
the rights of first refusal of the other New Links shareholders, sell its New Links shares and, in
certain circumstances, in the case of Cumin only, may procure the sale by New Links of its
indirect pro rata share of Medco shareholding in Medco Energi. In addition, Cumin has tag-along
rights over the transfer of New Links shares by the other New Links shareholders.

Should Medco Energi be delisted from the Jakarta Stock Exchange while Cumin remains the
shareholder of New Links, Encore, PTTEPO and Cumin have agreed to use all reasonable
commercial endeavors to relist Medco Energi’s shares within 12 months on an internationally-
recognized stock exchange.

The shareholders of New Links, being the majority shareholder of Medco Energi, have
agreed, pursuant to the Shareholders’ Agreement, to cause Medco Energi to use its reasonable
commercial endeavours to divest the Company’s onshore and offshore drilling business relating to
oil and gas, by December 12, 2006.

Shareholders’ Meeting

On April 29, 2003, Medco Energi held an Extraordinary General Meeting of Shareholders, for
the shareholders to approve certain transactions between certain subsidiaries and affiliates of
Medco Energi, and certain transactions between subsidiaries and affiliates of Medco Energi and
other related parties. These transactions include financing provided to Apexindo, rental of an
onshore rig to Apexindo and the joint financing of rigs between Medco Energi Finance Overseas
B.V. and Apexindo. Under the rules of BAPEPAM relating to conflict of interest transactions,
which apply to all Indonesian public companies, conflict of interest transactions must be approved
by the majority of the independent shareholders of the relevant public company. The quorum
required at the meeting to consider such approval of such transactions is met if attended by the
independent shareholders representing more than half of the total shares owned by independent
shareholders (within the meaning of the BAPEPAM rules). The vote required at the meeting to
approve such transactions is more than half of the total shares owned by the independent
shareholders. The quorum for the meeting held on April 29, 2003 was not met. Medco Energi will
hold a second meeting with the same quorum requirement, but the vote required at this second
meeting is only more than half of the attending independent shareholders. If such quorum and/or
vote is not obtained in the second meeting, BAPEPAM approval will be required and delays apply,
in order for Medco Energi to be able to call a third meeting of shareholders with reduced quorum
and/or voting requirements. In the event that such approval is not obtained, the validity and
effectiveness of prior transactions remains unaffected. In the event that such approval is not
obtained, Medco Energi will be prohibited from entering into any proposed transaction unless and
until such approval is subsequently obtained.
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DESCRIPTION OF THE ISSUER

The Issuer, a wholly owned subsidiary of Medco Energi, was incorporated under Mauritian
law as a Mauritian Global Business Company Category One (previously known as an “Offshore
Company”) with limited liability on January 25, 2002. The purpose and main business activity of
the Issuer is to issue debt securities and to finance the business operations of the Company. The
Issuer intends to advance the proceeds of the issue of the Notes to Medco Energi to be used
primarily to finance the Company’s exploration, development and production activities in
Indonesia as well as for acquisitions of oil and gas reserves, as additional working capital and for
other general corporate purposes. See “Use of Proceeds”. The Board of Directors of the Issuer is
responsible for the day-to-day management of the Issuer, including representing the Issuer in its
relations with third parties. The correspondent address of the Issuer is c/o Citco Mauritius
Limited, Cathedral Square, Port Louis, Mauritius and its telephone number is (230) 210-2035. The
authorized share capital of the Issuer consists of 100,000 ordinary shares, par value US$1 per
share, of which one share is issued and outstanding and held by Medco Energi. As of the date of
this Offering Circular, the Issuer does not have any debt outstanding other than the Existing Notes
issued on March 19, 2002.

No financial statements for the Issuer are included in this Offering Circular, and the Issuer
will not publish financial statements on an interim basis or otherwise (except for such statements,
if any, which the Issuer is required by Mauritian law to publish), because the Issuer will not have
any operations independent from the Company and the Issuer’s obligations under the Notes will be
guaranteed by the Guarantor to the extent set forth in this Offering Circular. In addition, the
Issuer does not intend to furnish to the Trustee or the Noteholders financial statements of, or other
reports relating to, the Issuer. Any such information or reports, if published, will be delivered to
and made available at the Specified Office of each Paying Agent (other than a Paying Agent in
Singapore).

Since 31 December 2002, there has been no material adverse change in the financial
condition or results of operations of the Issuer.

The auditors of the Issuer are Deloitte & Touche of Port Louis, Mauritius.

Information about the Directors of the Issuer is set forth below:

Name Position
Mr. Rashid Mangunkusumo . . .. ... ... Director
Mr. Sugiharto . ... ... Director
Mr. Raymond Marie Marc Hein . . ... ... .. . Director
Mr. Gerard Bruno Hardy ... ... ... .. . . . . . Director

The issuance of the Notes was approved by the Board of Directors on behalf of the Issuer as
of March 11, 2003.

The Issuer’s registered office is United Docks Building, Cathedral Square, Port Louis,
Mauritius.
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TERMS AND CONDITIONS OF THE NOTES

The following is the text of the Terms and Conditions of the Notes which (subject to
completion and amendment) will be endorsed on each Note in definitive form:

The US$250,000,000 8.75% Guaranteed Notes due 2010 and the U.S. dollar 8.75%
guaranteed notes due 2010 to be issued pursuant to the exchange offer referred to in the offering
circular of MEI Euro Finance Limited dated May 15, 2003 (together, the “Notes”), which
expression includes any further notes issued pursuant to Condition 15 (Further issues) and
forming a single series therewith) of MEI Euro Finance Limited (the “Issuer”) are subject to, and
have the benefit of, a trust deed dated May 22, 2003 (as amended or supplemented from time to
time, the “Trust Deed”) between the Issuer, PT Medco Energi Internasional Tbk (the “Guarantor™)
and J.P. Morgan Corporate Trustee Services Limited as trustee (the “Trustee”, which expression
includes all persons for the time being trustee or trustees appointed under the Trust Deed) and are
the subject of an agency agreement dated May 22, 2003 (as amended or supplemented from time
to time, the “Agency Agreement”) between the Issuer, the Guarantor, JPMorgan Chase Bank,
London Branch as registrar (the “Registrar”, which expression includes any successor registrar
appointed from time to time in connection with the Notes), as principal paying agent (the
“Principal Paying Agent”, which expression includes any successor principal paying agent
appointed from time to time in connection with the Notes), as principal transfer agent (the
“Principal Transfer Agent”, which expression includes any successor principal transfer agent
appointed from time to time in connection with the Notes), the paying agents named therein
(together with the Principal Paying Agent, the “Paying Agents”, which expression includes any
successor or additional paying agents appointed from time to time in connection with the Notes),
the transfer agent named therein (together with the Principal Transfer Agent, the “Transfer
Agents”, which expression includes any successor or additional transfer agents appointed from
time to time in connection with the Notes and, together with Paying Agents and the Registrar, the
“Agents”) and the Trustee. Certain provisions of these Conditions are summaries of the Trust Deed
and the Agency Agreement and subject to their detailed provisions. The holders of the Notes (the
“Noteholders”) are bound by, and are deemed to have notice of, all the provisions of the Trust
Deed and the Agency Agreement applicable to them. Copies of the Trust Deed and the Agency
Agreement are available for inspection by Noteholders during normal business hours at the
Specified Office for the time being of the Trustee, being at the date hereof Trinity Tower, 9
Thomas More Street, London E1IW 1YT and at the Specified Offices (as defined in the Agency
Agreement) of each of the Paying Agents, the initial Specified Offices of which are set out below.

1. Form and Denomination

The Notes are issued in registered form in the denomination of US$1,000 or integral
multiples thereof.

2. Status and Guarantee
(a) Status of the Notes

The Notes constitute (subject to Condition 3 (Restrictive Covenants)) direct, general and
unconditional obligations of the Issuer which will at all times rank pari passu and without any
preference among themselves and at least pari passu with all other present and future unsecured
obligations of the Issuer, save for such obligations as may be preferred by provisions of law that
are both mandatory and of general application.

(b) Guarantee of the Notes

The Guarantor has in the Trust Deed unconditionally and irrevocably guaranteed the due and
punctual payment of all sums from time to time payable by the Issuer in respect of the Notes.
This guarantee (the “Guarantee of the Notes”) constitutes direct, general and unconditional
obligations of the Guarantor which will at all times rank at least pari passu and without any
preference with all other present and future unsecured obligations of the Guarantor, save for such
obligations as may be preferred by provisions of law that are both mandatory and of general
application.
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3. Restrictive Covenants
(a) Defined Terms
In these Conditions:
“Affiliate” means, with respect to any Person (the “Specified Person”):

(i) any other person directly or indirectly controlling, controlled by or under direct or
indirect common control with the Specified Person; or

(i1) any other Person who is a Commissioner or Director of:
(A) the Specified Person;
(B) any Subsidiary of such Specified Person; or
(C) any Person described in paragraph (i) of this definition,

provided that for the purpose of this definition, “Affiliate” shall not include a Subsidiary of the
Guarantor. For the purposes of this definition, the term “control” when used with respect to any
person means the possession, directly or indirectly, of the power to direct or cause the direction of
the management and policies of such Person, whether through the ownership of voting securities
or by contract or otherwise;

“Consolidated Borrowings” means at any time the aggregate amount of all obligations of the
Group for or in respect of Indebtedness but excluding any such obligations to the Guarantor
and/or any Group Subsidiary (and so that no amount shall be included or excluded more than
once);

“Consolidated Finance Charges” means, in respect of any Relevant Period, the aggregate
amount of the interest (including the interest element of leasing and hire purchase payments and
capitalized interest), commissions, fees, discounts and other finance payments payable by the
Guarantor and/or any Group Subsidiary;

“Consolidated Net Tangible Assets” means the total amount of assets of the Guarantor and its
Group Subsidiaries as determined by reference to the most recent available audited annual or (as
the case may be) unaudited quarterly consolidated financial statements of the Guarantor and
computed in accordance with generally accepted accounting principles in Indonesia, including
investments in associated companies but after deducting therefrom:

(i) all current liabilities;

(ii) expenditures carried forward, including all goodwill, trade names, trademarks, patents,
unamortized debt, discount and expense and other like intangible assets, if any; and

(iii) all write-ups of fixed assets, net of accumulated depreciation thereon, occurring after
December 31, 2002;

“Consolidated Tangible Net Worth” means at any time the aggregate of the amounts paid up
or credited as paid up on the issued Share Capital of the Guarantor (other than any redeemable
shares) and the aggregate amount of the reserves of the Group including:

(i) any amount credited to the share premium account;
(i1) any capital redemption reserve fund; and

(iii) any balance standing to the credit of the consolidated profit and loss account of the
Group,

but deducting:
(iv) any debit balance on the consolidated profit and loss account of the Group;

(v) (to the extent included) any amount shown in respect of goodwill (including goodwill
arising only on consolidation) or other intangible assets of the Group and interests of
any Person (other than the Guarantor and/or any Group Subsidiary) in any Group
Subsidiary;

(vi) (to the extent included) any amount set aside for taxation, deferred taxation or bad
debts; and
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(vii) (to the extent included) any amounts arising from an upward revaluation of assets made
at any time after May 22, 2003,

and so that no amount shall be included or excluded more than once;

“Current Assets” means the aggregate of all inventory, trade and other receivables of the
Group including sundry debtors maturing within twelve months from the date of computation, as
determined by reference to the audited annual or (as the case may be) unaudited quarterly
consolidated financial statements of the Guarantor for the Relevant Period;

“Current Liabilities” means the aggregate of all liabilities (including trade creditors, accruals
and provisions and prepayments) of the Group falling due within twelve months from the date of
computation, as determined by reference to the audited annual or (as the case may be) unaudited
quarterly consolidated financial statements of the Guarantor for the Relevant Period;

“Debt Service” means, in respect of any Relevant Period, the aggregate of:
(i) Consolidated Finance Charges; and

(i) the aggregate of all scheduled and mandatory payments of any Indebtedness of the
Group falling due;

“EBIT” means, in respect of any Relevant Period, the consolidated net income of the Group
before:

(i) any provision on account of taxation;

(ii) any interest, commission, discounts or other fees incurred or payable, received or
receivable by the Group in respect of Indebtedness;

(iii) any gain or loss on foreign exchange; and
(iv) any items treated as exceptional or extraordinary items,

but including any non-cash items increasing consolidated net income for such Relevant Period, to
the extent deducted for the purpose of determining consolidated net income for such Relevant
Period;

“EBITDA” means, for any Relevant Period, EBIT before any amount attributable to the
amortization of intangible assets and depreciation of tangible assets;

“Fair Market Value” means, with respect to any asset, the price that could be negotiated in
an arm’s length free market transaction, for cash, between a willing buyer and a willing seller,
neither of which is under pressure or compulsion to complete the transaction, as determined:

(i) if such asset has a Fair Market Value equal to or less than US$1,000,000, by any officer
of the Guarantor;

(ii) if such asset has a Fair Market Value of more than US$1,000,000 but less than
US$5,000,000, by a majority of the Board of Directors of the Guarantor and evidenced
by a Board Resolution dated within 30 days of the relevant transaction, delivered to the
Trustee; and

(iii) if such asset has a Fair Market Value equal to or more than US$5,000,000, by an
independent expert valuer and evidenced by a certificate dated within 30 days of the
relevant transaction, delivered to the Trustee;

“Finance Subsidiary” means a Group Subsidiary which is wholly-owned by the Guarantor
which does not conduct any business, own any asset or incur any liabilities, except in connection

with financing the operations of the Guarantor;

“Fixed Assets” means tangible property used in the operation of a business (and for further
clarity excludes inventory and accounts receivable);

“Group” means the Guarantor and its Subsidiaries;

“Group Subsidiary” means any Subsidiary of the Guarantor including, without limitation, the
Issuer, and “Group Subsidiaries” means all of such Subsidiaries;
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“Guarantee” means, in relation to any Indebtedness of any Person, any obligation of another
Person to pay such Indebtedness including (without limitation):

(1)
(ii)

(iii)

@iv)

any obligation to purchase such Indebtedness;

any obligation to lend money, to purchase or subscribe shares or other securities or to
purchase assets or services in order to provide funds for the payment of such
Indebtedness;

any indemnity against the consequences of a default in the payment of such
Indebtedness; and

any other agreement to be responsible for such Indebtedness;

“Indebtedness” means any indebtedness of any Person for money borrowed or raised
including (without limitation) any indebtedness for or in respect of:

(1)

(i1)

(iii)

(iv)

(v)

amounts raised by acceptance under any acceptance credit facility;
amounts raised under any note purchase facility;

the amount of any liability in respect of leases or hire purchase contracts which would,
in accordance with applicable law and generally accepted accounting principles, be
treated as finance or capital leases;

the amount of any liability in respect of any purchase price for assets or services the
payment of which is deferred for a period in excess of 60 days; and

amounts raised under any other transaction (including, without limitation, any forward
sale or purchase agreement) having the commercial effect of a borrowing;

“Independent Appraiser” means an investment banking firm of national standing or any third
party appraiser of national standing, provided that such firm or appraiser is not an Affiliate or a
member of the Group;

“Non-Recourse” in respect of Indebtedness of a Person, means that the creditor of the
relevant Indebtedness has no recourse to the assets of such Person;

“Permitted Loan/Guarantee” means:

(i)

(i)

(iii)

(iv)

(v)

any loan made, credit granted or Guarantee of the Indebtedness of any Person given by
the Guarantor or any Group Subsidiary in the ordinary course of business;

any loan, credit or Guarantee of the Indebtedness of any Person by the Guarantor or any
Group Subsidiary in existence as of May 22, 2003;

provided that the same is permitted under Condition 3(j) (Additional Group Subsidiary
Indebtedness), any loan or credit (A) by the Guarantor to or for the benefit of any
Group Subsidiary or (B) by any Group Subsidiary to or for the benefit of the Guarantor
and/or any other Group Subsidiary;

provided that the same is permitted under Condition 3(j) (Additional Group Subsidiary
Indebtedness), any Guarantee of the Indebtedness of any Person (A) by the Guarantor to
or for the benefit of any Group Subsidiary or (B) by any Group Subsidiary to or for the
benefit of the Guarantor and/or any other Group Subsidiary; and

any loan, credit or Guarantee of the Indebtedness of any Person by the Guarantor and/or
any Group Subsidiary that does not fall within paragraphs (i) to (iv) above which, when
aggregated with all other loans, credit or Guarantees permitted under this paragraph,
does not exceed US$15,000,000 (or its equivalent in another currency);

“Permitted Security Interest” means:

(1)

(ii)

any Security Interest in existence on May 22, 2003 to the extent that it secures
Indebtedness outstanding on such date;

any Security Interest arising by operation of law and in the ordinary course of business
of the Guarantor or any Group Subsidiary which does not (either alone or together with
any one or more other such Security Interests) materially impair the operation of such
business and which has not been enforced against the assets to which it attaches;
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(iii) any Security Interest over any asset acquired after May 22, 2003 and securing the
payment of all or part of the purchase price of such asset (and/or Indebtedness incurred
in respect of such purchase price), provided that:

(A) the aggregate principal amount of the Indebtedness secured by Security Interests
incurred pursuant to this paragraph (iii) shall not exceed, in the case of assets so
acquired, 85% of the purchase price of such assets;

(B) the Indebtedness secured by such Security Interest, in addition to being permitted
to be maintained, issued or incurred under this paragraph (iii), shall have also been
permitted to be maintained, issued or incurred under the remainder of these
Conditions;

(C) such Security Interest shall not encumber any other assets of the Guarantor or any
other Group Subsidiary; and

(D) such Indebtedness is Non-Recourse to the Guarantor and the other Group
Subsidiaries;

(iv) any Security Interest over any inventory or accounts receivable of the Group to the
extent it secures Indebtedness permitted to be incurred pursuant to these Conditions;

(v) any Security Interest on assets securing Indebtedness which is issued to refinance
Indebtedness which has been secured by any Security Interest and is permitted by these
Conditions to be refinanced by these Conditions, provided that such Security Interest
does not extend to or cover any assets of the Group not securing the Indebtedness so
refinanced;

(vi) any Security Interest over the undertaking, assets or revenues of a Group Subsidiary
existing at the time of the acquisition of such Group Subsidiary by the Guarantor or by
any Group Subsidiary of the Guarantor, provided that the Security Interest is not created
in connection with or in anticipation of such acquisition and provided further that such
Security Interest does not extend to or cover any undertaking, assets or revenues of the
Guarantor or any of its other Group Subsidiaries;

(vii) any Security Interest over deposits of the Guarantor or a Group Subsidiary provided in
the ordinary course of business to secure the performance of obligations of the
Guarantor or any Group Subsidiary with respect to statutory or regulatory requirements,
performance or surety bonds or other obligations of a like nature incurred in a manner
consistent with industry practice, provided that such obligations have not been incurred
in connection with the borrowing of money, the obtaining of advances or credit or the
payment of the deferred purchase price of any asset; and

(viii)any Security Interest that does not fall within paragraphs (i) to (vii) above, which when
aggregated with all other Security Interests permitted under this paragraph encumbers
assets having an aggregate Fair Market Value not in excess of 10% of the Consolidated
Net Tangible Assets of the Guarantor;

“Permitted Subsidiary Indebtedness” means:

(i) any Indebtedness of any Group Subsidiary which Indebtedness is in existence as of May
22, 2003;

(ii) any Indebtedness of any Group Subsidiary due to the Guarantor and/or any other Group
Subsidiary;

(iii) any Indebtedness of any Group Subsidiary secured by any Security Interest otherwise
permitted under paragraph (iii) of the definition of “Permitted Security Interest” in
Condition 3(a) (Defined Terms);

(iv) any Indebtedness of any Group Subsidiary outstanding on the date on which such Group
Subsidiary was acquired by the Guarantor or otherwise became a Group Subsidiary
(other than Indebtedness incurred as consideration in, or to provide all or any portion of
the funds or credit support utilized to consummate, the transaction or series of
transactions pursuant to which such Group Subsidiary became a Group Subsidiary or
was otherwise acquired by the Guarantor); and
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(v) any Indebtedness of any Group Subsidiary that does not fall within paragraphs (i) to
(iv) above which, when aggregated with all other Indebtedness permitted under this
paragraph, does not exceed 20% of Consolidated Borrowings;

“Person” means any individual, company, corporation, firm, partnership, joint venture,
association, organization, state or agency of a state or other entity, whether or not having separate
legal personality;

“Relevant Period” means each period of twelve months ending on the last day of the
Guarantor’s financial year or each period of twelve months ending on the last day of each quarter
of the Guarantor’s financial year;

“Security Interest” means any mortgage, charge, pledge, lien, hypotec or other security
interest including, without limitation, anything analogous to any of the foregoing under the laws
of any jurisdiction;

“Share Capital” means, with respect to any Person, any and all shares, interests,
participations or other equivalents (however designated) of such Person’s share capital; whether
now outstanding or issued after May 22, 2003, including, without limitation, all common shares
and all preferred shares of such Person; and

“Subsidiary” of a Person means any company or other business entity of which such Person
owns or controls (either directly or indirectly through one or more Subsidiaries) more than 50% of
the issued Share Capital or other ownership interest having ordinary voting power to elect
directors, managers or trustees of such company or other business entity.

All accounting expressions which are not otherwise defined herein shall be construed in
accordance with generally accepted accounting principles in Indonesia.

(b) Negative Pledge
So long as any Note remains outstanding (as defined in the Trust Deed):

(i) the Guarantor shall not and shall procure that no Group Subsidiary shall create or
permit to subsist any Security Interest (other than a Permitted Security Interest) upon
the whole or any part of its present or future undertaking, assets or revenues (including
uncalled capital) to secure any Indebtedness or any Guarantee of any Indebtedness;

(i1) the Guarantor shall not and shall procure that no Group Subsidiary shall give any
Guarantee of any Indebtedness of any Person (other than a Permitted Loan/Guarantee);
and

(iii) the Guarantor shall not permit any Person which is not the Guarantor or a Group
Subsidiary to give any Guarantee of any Indebtedness of any Group Subsidiary and/or
the Guarantor (as the case may be),

without (in the case of paragraph (i) above) at the same time or prior thereto (A) securing the
Notes equally and rateably therewith to the satisfaction of the Trustee or as may be approved by
an Extraordinary Resolution (as defined in the Trust Deed) of the Noteholders or (B) providing
such other security for the Notes as the Trustee may in its absolute discretion consider to be not
materially less beneficial to the interests of the Noteholders or as may be approved by an
Extraordinary Resolution of Noteholders.

(¢) Financial Condition

So long as any Note remains outstanding, the Guarantor shall ensure that the financial
condition of the Group shall be such that:

(i) the ratio of Consolidated Borrowings to Consolidated Tangible Net Worth shall not at
any time exceed 1.75:1;

(i) the ratio of EBITDA to Debt Service in respect of any Relevant Period shall be or shall
exceed 1:1; and

(iii) the ratio of Current Assets to Current Liabilities shall not be less than 1.5:1.
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The financial covenants set out in these Conditions shall be tested by reference to each of
the audited annual or (as the case may be) unaudited quarterly consolidated financial statements of
the Guarantor for the Relevant Period.

(d) Fixed Assets Disposals

So long as any Note remains outstanding, the Guarantor shall not and shall ensure that no
Group Subsidiary shall sell, lease, transfer or otherwise dispose of, by one or more transactions or
series of transactions (whether related or not), the whole or any part (the Fair Market Value of
which is 5% or more of the Consolidated Tangible Net Worth of the Group) of its Fixed Assets
other than:

(1)

(i)

(iii)

(iv)

a sale, lease, transfer or other disposition of obsolete or non-productive Fixed Assets
which does not (either alone or together with any one or more such sales, leases,
transfers or dispositions) materially impair the operation of its business;

a sale, lease, transfer or other disposition to the Guarantor and/or any Group Subsidiary
which is engaged in a business that is the same as or is related to the Guarantor’s oil
and gas business and which does not (either alone or together with any one or more
such sales, leases, transfers or dispositions) materially impair the operation of the seller,
lessor or transferor’s business;

a sale, lease, transfer or other disposition made in connection with the sale of any
Group Subsidiary and which does not (either alone or together with any one or more
such sales, leases, transfers or dispositions) materially impair the operation of the
Group’s oil and gas business; and

a sale, lease, transfer or other disposition where the sale price, lease payments, transfer
price or other consideration is reinvested in the oil and gas business of the Guarantor or
is applied to the repayment of outstanding unsubordinated Indebtedness of the Guarantor
and/or any Group Subsidiary, in each case, within 365 days from the sale, lease,
transfer or other disposition.

(e) Consolidation, Mergers and Sale of Assets

So long as any Note remains outstanding, the Guarantor shall not and shall ensure that no
Group Subsidiary shall consolidate with, merge or amalgamate into or transfer all or substantially
all of its assets to any Person unless:

(i)

(i1)

in the case of the Issuer, such Person is a corporation organized and existing under the
laws of Mauritius or any political subdivision thereof and resident for tax purposes
therein; or

in the case of the Guarantor, such Person is a corporation organized and existing under
the laws of Indonesia or any political subdivision thereof and resident for tax purposes
therein,

provided that in the case of (i) above, such successor corporation assumes the Issuer’s obligations
under the Notes and under the Trust Deed and, in the case of (ii) above, such successor
corporation assumes the Guarantor’s obligations under the Trust Deed, in each case, under
applicable law, and provided further that:

(iii)

(iv)

immediately after giving effect to such consolidation, merger, amalgamation or transfers
of assets, no event of default described in Condition 9 (Events of Default) (or event
that, with the passage of time or giving of notice or both, would be such an event of
default) shall have occurred or be continuing or would result therefrom;

in the case of the Guarantor or any Group Subsidiary other than the Issuer, such
consolidation, merger, amalgamation or transfer of assets is with, into or to a Person
whose business is the same as or similar to that of the Group’s oil and gas business;
and

87



(v) in the case of (i) to (iv) above, such consolidation, merger, amalgamation or transfer is
made in compliance with rules and regulations of Badan Pengawas Pasar Modal, the
Indonesian Capital Markets Supervisory Agency (“BAPEPAM”).

(f) Acquisition

So long as any Note remains outstanding, the Guarantor shall not and shall ensure that no
Group Subsidiary shall acquire any shares or assets of another Person, other than a Person whose
business is the same as or similar to or related to that of the Group’s oil and gas business or in
respect of assets which are to be used in or related to the Group’s oil and gas business, and
provided that such acquisition is made in compliance with the rules and regulations of BAPEPAM.

(g) Dividends by Guarantor

So long as any Note remains outstanding, the Guarantor shall not pay, make or declare any
dividend or other distribution in respect of any financial year of the Guarantor until the aggregate
amount available for distribution to its shareholders in respect of such financial year has been
determined and then only in an amount not exceeding 50% of the consolidated net income for the
immediately preceding financial year of the Guarantor (the “Distributable Amount”), provided that
if in any financial year less than the Distributable Amount for such financial year is so
distributed, the Guarantor shall be entitled to so distribute the undistributed portion of such
Distributable Amount in subsequent financial years.

(h) Limitation on Restrictions on Dividends by Group Subsidiaries

So long as any Note remains outstanding, the Guarantor shall not, and shall ensure that no
Group Subsidiary shall create or otherwise cause or permit to exist or become effective any
consensual encumbrance or restriction on the ability of any Group Subsidiary to (i) pay dividends
to or make any other distributions on its Share Capital, or pay any Indebtedness or other
obligations owed to the Guarantor or any Group Subsidiary; (ii) make any loans or advances to
the Guarantor or any Group Subsidiary; or (iii) transfer any of its property or assets to the
Guarantor or to any Group Subsidiary; provided that the foregoing shall not apply to:

(A) any encumbrance or restriction existing pursuant to these Conditions or any other
agreement or instrument as in effect or entered into on May 22, 2003;

(B) any encumbrance or restriction pursuant to an agreement effecting a refinancing of
Indebtedness referred to in paragraph (A) above or contained in any amendment or
modification with respect to such Indebtedness; provided, however, that the
encumbrances and restrictions contained in any agreement, amendment or modification
are no less favourable in any material respect with respect to the matters referred to in
paragraphs (i), (ii) and (iii) above than the encumbrances and restrictions with respect
to the Indebtedness being refinanced, amended or modified;

(C) in the case of paragraph (iii) above, customary non-assignment provisions of (1) any
leases governing a leasehold interest or (2) any supply, license or other agreement
entered into in the ordinary course of business of the Guarantor or any Group
Subsidiary;

(D) any encumbrances or restrictions imposed pursuant to the terms of a Permitted Security
Interest incurred pursuant to Condition 3(j) (Additional Group Subsidiary Indebtedness)
and paragraph (iii) of the definition of “Permitted Security Interest” in Condition 3(a)
(Defined Terms); provided that such encumbrances or restrictions in the written opinion
of the President Director and/or Director of the Guarantor addressed to the Trustee, (1)
are required in order to obtain such financing, (2) are not materially more restrictive,
taken as a whole, than encumbrances and restrictions customarily accepted (or, in the
absence of any industry custom, reasonably acceptable), in substantially non-recourse
project financings and (3) apply only to the assets of the Group Subsidiary that are
pledged to secure such non-recourse Indebtedness, the Share Capital of such Person (or
any other Person that, directly or indirectly owns such Share Capital as its sole assets)
and the income and proceeds therefrom; and

(E) any encumbrance or restriction existing by reason of applicable law.
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(i) Issue of New Securities

So long as any Note remains outstanding, the Guarantor shall not and shall ensure that no
Group Subsidiary shall issue any notes, debentures, bonds or other similar instruments which are
senior to the Notes.

(j) Additional Group Subsidiary Indebtedness

So long as any Note remains outstanding, the Guarantor shall ensure that no Group
Subsidiary shall incur any Indebtedness other than Permitted Subsidiary Indebtedness provided
that the foregoing shall not apply to any Indebtedness incurred by a Finance Subsidiary.

(k) Limitation on Issuer’s Conduct of Business

So long as any Note remains outstanding, the Guarantor shall cause the Issuer not to conduct
any business, own any asset or incur any liabilities, except in connection with financing the
operations of the Guarantor.

(I) Limitation on Affiliate Transactions

The Guarantor will not, and will not permit any Group Subsidiary to, enter into or permit to
exist any transaction (including the purchase, sale, lease or exchange of any property, employee
compensation arrangements or the rendering of any service) with, or for the benefit of, any
Affiliate of the Guarantor (an “Affiliate Transaction”) unless:

(i)

(it)

(ii1)

the terms of the Affiliate Transaction are no less favourable to the Guarantor or such
Group Subsidiary than those that could be obtained at the time of the Affiliate
Transaction in arm’s length dealings with a Person who is not an Affiliate; and

if such Affiliate Transaction involves an amount in excess of US$3,000,000, the terms
of the Affiliate Transaction are set forth in writing and a majority of the Directors and
Commissioners of the Guarantor disinterested with respect to such Affiliate Transaction
have determined in good faith that the criteria set forth in paragraph (i) are satisfied
and have approved the relevant Affiliate Transaction as evidenced by resolutions of the
Board of Directors and the Board of Commissioners; or

if such Affiliate Transaction involves an amount in excess of US$25,000,000, the
Guarantor obtains a written opinion from an Independent Appraiser to the effect that the
consideration to be paid or received in connection with such Affiliate Transaction is
fair, from a financial point of view, to the Group, taken as a whole.

Notwithstanding the foregoing limitation, the Guarantor or any Group Subsidiary may enter
into or permit to exist the following:

(A)

(B)

the payment of compensation (including amounts paid pursuant to employee benefit
plans) for the personal services of officers, directors, commissioners and employees of
the Guarantor or any of the Group Subsidiaries; and

any agreement as in effect as of May 22, 2003 or any amendment thereto or any
transaction contemplated thereby (including pursuant to any amendment thereto) or in
any replacement agreement thereto, so long as any such amendment or replacement
agreement is no less favourable to the Noteholders in any material respect than the
original agreement as in effect on May 22, 2003.

The Trustee shall not be responsible for monitoring the covenants in this Condition 3
(Restrictive Covenants). The Issuer and the Guarantor have, in the Trust Deed, covenanted with
and undertaken to deliver to the Trustee certificates stating whether or not such covenants have
been complied with (and whether an Event of Default or Potential Event of Default (as defined
in the Trust Deed) has occurred) and giving details of any non-compliance. The Trustee shall be
entitled to rely on such certificates absolutely and shall not be obliged to enquire further as
regards the circumstances then existing.
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4. Register, Title and Transfers
(a) Register

The Registrar will maintain a register (the “Register”) in respect of the Notes in accordance
with the provisions of the Agency Agreement. In these Conditions, the holder of a Note means the
person in whose name such Note is for the time being registered in the Register (or, in the case of
a joint holding, the first named thereof) and “Noteholder” shall be construed accordingly. A
certificate (each, a “Note Certificate”) will be issued to each Noteholder in respect of its
registered holding. Each Note Certificate will be numbered serially with an identifying number
which will be recorded in the Register.

(b) Title

The holder of each Note shall (except as otherwise required by law) be treated as the
absolute owner of such Note for all purposes (whether or not it is overdue and regardless of any
notice of ownership, trust or any other interest therein, any writing on the Note Certificate relating
thereto (other than the endorsed form of transfer) or any notice of any previous loss or theft of
such Note Certificate) and no person shall be liable for so treating such holder.

(¢) Transfers

Subject to paragraphs (f) (Closed periods) and (g) (Regulations concerning transfers and
registration) below, a Note may be transferred upon surrender of the relevant Note Certificate,
with the endorsed form of transfer duly completed, at the Specified Office of the Registrar or any
Transfer Agent, together with such evidence as the Registrar or (as the case may be) such Transfer
Agent may reasonably require to prove the title of the transferor and the authority of the
individuals who have executed the form of transfer. Where not all the Notes represented by the
surrendered Note Certificate are the subject of the transfer, a new Note Certificate in respect of
the balance of the Notes will be issued to the transferor.

(d) Registration and delivery of Note Certificates

Within five business days of the surrender of a Note Certificate in accordance with paragraph
(¢) (Transfers) above, the Registrar will register the transfer in question and deliver a new Note
Certificate of a like principal amount to the Notes transferred to each relevant holder at the
Specified Office of the Registrar or (as the case may be) the Specified Office of any Transfer
Agent or (at the request and risk of any such relevant holder) by uninsured first class mail
(airmail if overseas) to the address specified for the purpose by such relevant holder. In this
paragraph, “business day” means a day on which commercial banks are open for general business
(including dealings in foreign exchange and foreign currency deposits) in the city where the
Registrar or (as the case may be) the relevant Transfer Agent has its Specified Office.

(e) No charge

The transfer of a Note will be effected without charge by or on behalf of the Issuer, the
Registrar or any Transfer Agent but against such indemnity as the Issuer, the Registrar or (as the
case may be) such Transfer Agent may require in respect of any tax or other duty of whatsoever
nature which may be levied or imposed in connection with such transfer.

(f) Closed periods

Noteholders may not require transfers to be registered during the period of 15 days ending on
the due date for any payment of principal or interest in respect of the Notes.

(g) Regulations concerning transfers and registration

All transfers of Notes and entries on the Register are subject to the detailed regulations
concerning the transfer of Notes scheduled to the Agency Agreement. The regulations may be
changed by the Issuer with the prior written approval of the Trustee, Principal Paying Agent,
Transfer Agents and the Registrar. A copy of the current regulations will be mailed (free of
charge) by the Registrar to any Noteholder who requests in writing a copy of such regulations.
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5. Interest

The Notes bear interest from May 22, 2003 (the “Issue Date”) at the rate of 8.75% per
annum, (the “Rate of Interest”) payable semi-annually in arrear on May 22 and November 22 in
each year (each, an “Interest Payment Date”), subject as provided in Condition 7 (Payments). Each
period beginning on (and including) May 22, 2003 or any Interest Payment Date and ending on
(but excluding) the next Interest Payment Date is called an “Interest Period”.

Each Note will cease to bear interest from the due date for redemption unless, upon due
presentation, payment of principal is improperly withheld or refused, in which case it will
continue to bear interest at such rate (both before and after judgement) until whichever is the
earlier of (a) the day on which all sums due in respect of such Note up to that day are received by
or on behalf of the relevant Noteholder and (b) the day which is seven days after the Principal
Paying Agent or the Trustee has notified the Noteholders that it has received all sums due in
respect of the Notes up to such seventh day (except to the extent that there is any subsequent
default in payment).

The amount of interest payable in respect of each Note for any Interest Period shall be
calculated by applying the Rate of Interest to the principal amount of such Note, dividing the
product by two and rounding the resulting figure to the nearest cent (half a cent being rounded
upwards). If interest is required to be calculated for any period of less than a full year, it will be
calculated on the basis of a year of 360 days consisting of 12 months of 30 days each.

6. Redemption and Purchase
(a) Scheduled redemption

Unless previously redeemed, or purchased and cancelled, the Notes will be redeemed at their
principal amount on May 22, 2010, subject as provided in Condition 7 (Payments).

(b) Redemption at the option of Noteholders

The Issuer will, at the option of the holder of any Note, redeem such Note on the Interest
Payment Date falling on or about the fifth anniversary of the Issue Date at its principal amount,
together with interest accrued to the date fixed for redemption and additional amounts (pursuant to
Condition 8 (Taxation) hereof) due thereon, if any. To exercise such option the holder must
deposit the Note Certificate issued in respect of any such Note with any Paying Agent together
with a duly completed redemption notice in the form obtainable from any of the Paying Agents,
not more than 60 days and not less than 30 days prior to such date. No Note Certificate so
deposited may be withdrawn (except as provided in the Agency Agreement) without the prior
consent of the Issuer.

(¢) Redemption for tax reasons

The Notes may be redeemed at the option of the Issuer in whole, but not in part, at any time,
on giving not less than 30 nor more than 60 days’ notice to the Noteholders (which notice shall be
irrevocable) at their principal amount, together with interest accrued to the date fixed for
redemption.

The right of the Issuer to redeem the Notes is only exercisable if the Issuer determines and
satisfies the Trustee in the manner prescribed below immediately prior to the giving of such notice
that as a result of any change in, or amendment to, the laws or treaties (or any regulations or
rulings promulgated thereunder) of Mauritius or the Republic of Indonesia (or any political
subdivision or taxing authority thereof or therein) affecting taxation, or any change in official
position regarding the application or interpretation of such laws, treaties, regulations or rulings
(including a holding judgement or order by a court of competent jurisdiction), which change,
amendment, application or interpretation becomes effective on or after May 22, 2003:

(i) with respect to any payment due or to become due under the Notes, the Issuer is, or on
the next Interest Payment Date would be, required to pay additional amounts as
provided or referred to in Condition 8 (7axation) on or in respect thereof; or
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(ii) the Guarantor is, or on the next Interest Payment Date would be, unable for reasons
outside of its control to procure payment by the Issuer and, with respect to any payment
due or to become due under the Guarantee of the Notes, the Guarantor is, or on the next
Interest Payment Date would be, required to deduct or withhold any tax of the Republic
of Indonesia (or any political subdivision or taxing authority thereof or therein) at a
rate in excess of 20% (calculated without giving effect to any reduction of the rate of
withholding tax available under any tax treaty to which the Republic of Indonesia is a
party); or

(iii) with respect to any payment by the Guarantor to the Issuer to enable the Issuer to make
any payment of principal of, or interest on, the Notes or the additional amounts (if any),
the Guarantor is, or on the next Interest Payment Date would be, required to deduct or
withhold any tax of the Republic of Indonesia (or any political subdivision or taxing
authority thereof or therein) at a rate in excess of 10% (calculated after giving effect to
any reduction of the rate of withholding tax available under any tax treaty between
Mauritius and the Republic of Indonesia),

and such obligation cannot be avoided by the Issuer (or the Guarantor as the case may be) taking
reasonable measures available to it; provided, however, that no such notice of redemption shall be
given earlier than 90 days prior to the earliest date on which the Issuer or the Guarantor would be
obliged to pay such additional amounts or the Guarantor would be obliged to make such
withholding or deduction if a payment in respect of the Notes were then due or (as the case may
be) a demand under the Guarantee of the Notes were then made.

Prior to the publication of any notice of redemption pursuant to this paragraph, the Issuer
shall deliver or procure that there is delivered to the Trustee:

(1) a certificate signed by two directors of the Issuer stating that the Issuer is entitled to
effect such redemption and setting forth a statement of facts showing that the conditions
precedent to the right of the Issuer so to redeem have occurred; and

(2) an opinion in form and substance satisfactory to the Trustee of independent legal
advisers of recognized standing to the effect that the Issuer or (as the case may be) the
Guarantor has or will become obliged to pay such additional amounts or (as the case
may be) the Guarantor has or will become obliged to make such withholding or
deduction as a result of such change or amendment.

The Trustee shall be entitled to accept such certificate and opinion as sufficient evidence of
the satisfaction of the circumstances set out in (i) to (iii) above, in which event they shall be
conclusive and binding on the Noteholders.

Upon the expiry of any such notice as is referred to in this Condition 6(c) (Redemption for
tax reasons), the Issuer shall be bound to redeem the Notes in accordance with this Condition 6(c)
(Redemption for tax reasons).

(d) No other redemption

The Issuer shall not be entitled to redeem the Notes otherwise than as provided in paragraphs
(a) (Scheduled Redemption), (b) (Redemption at the option of Noteholders) and (c) (Redemption
for tax reasons) above.

(e) Purchase

The Issuer, the Guarantor or any Group Subsidiary may at any time purchase Notes in the
open market or otherwise and at any price and such Notes may be held, resold or, at the option of
the holder, surrendered to any Paying Agent for cancellation.

(f) Cancellation

All Notes redeemed shall be cancelled and all Notes so cancelled and any Notes cancelled
pursuant to Condition 6(e) (Purchase) above may not be reissued or resold.
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7. Payments
(a) Principal

Payment of principal shall be made by U.S. dollar cheque drawn on, or, upon application by
a holder of a Note to the Specified Office of the Principal Paying Agent not later than the
fifteenth day before the due date for any such payment, by transfer to a U.S. dollar account
maintained by the payee with, a bank in New York City and (in the case of redemption) upon
surrender (or, in the case of part payment only, endorsement) of the relevant Note Certificate at
the Specified Office of any Paying Agent.

(b) Interest

Payments of interest shall be made by U.S. dollar cheque drawn on, or upon application by a
holder of a Note to the Specified Office of the Principal Paying Agent not later than the fifteenth
day before the due date for any such payment, by transfer to a U.S. dollar account maintained by
the payee with, a bank in New York City and (in the case of interest payable on redemption) upon
surrender (or, in the case of part payment only, endorsement) of the relevant Note Certificate at
the Specified Office of any Paying Agent.

(c) Payments subject to fiscal laws

All payments in respect of the Notes are subject in all cases to any applicable fiscal or other
laws and regulations in the place of payment, but without prejudice to the provisions of Condition
8 (Taxation). No commissions or expenses shall be charged to the Noteholders in respect of such
payments.

(d) Payments on business days

Where payment is to be made by transfer to a U.S. dollar account, payment instructions (for
value the due date, or, if the due date is not a business day, for value the next succeeding business
day) will be initiated and, where payment is to be made by U.S. dollar cheque, the cheque will be
mailed (i) (in the case of payments of principal and interest payable on redemption) on the later of
the due date for payment and the day on which the relevant Note Certificate is surrendered (or, in
the case of part payment only, endorsed) at the Specified Office of a Paying Agent and (ii) (in the
case of payments of interest payable other than on redemption) on the due date for payment. A
holder of a Note shall not be entitled to any interest or other payment in respect of any delay in
payment resulting from (A) the due date for a payment not being a business day or (B) a cheque
mailed in accordance with this Condition 7 (Payments) arriving after the due date for payment or
being lost in the mail. In this paragraph, “business day” means any day on which banks are open
for general business (including dealings in foreign exchange and foreign currency deposits) in
New York City and in the city of the Specified Office of the relevant Paying Agent and, in the
case of surrender (or, in the case of part payment only, endorsement) of a Note Certificate, in the
place in which the Note Certificate is surrendered (or, as the case may be, endorsed) and in the
city of the Specified Office of the relevant Paying Agent.

(e) Partial payments

If a Paying Agent makes a partial payment in respect of any Note, the Issuer shall procure
that the amount and date of such payment are noted on the Register and, in the case of partial
payment upon presentation of a Note Certificate, that a statement indicating the amount and t