Report of the President Director

It is always a great pleasure to greet our shareholders in a time when optimism is high. Our time is indeed impeccable: PT Medco Energi Internasional Tbk. (MedcoEnergi/ the Company) has ended 2011 with a number of important milestones, not only in terms of financial performance but also organization development. 
The corporate and organization restructuring undertaken in 2011 opened a new chapter in MedcoEnergi’s history, as it redefined our strategy and direction going forward. No longer a holding/ investment company, MedcoEnergi today moves ahead as an operating company that directly manages and oversees its operations in oil & gas and non oil & gas sector, in Indonesia and overseas. 

The new corporate structure allows the Company to be more agile, efficient and quicker in strategy execution, as decision making and approval is now centralized at the Board of Directors. By contrast, in the past decision making was more complex as it had to go through layers of evaluation and approval at subsidiaries first. 

Not less importantly, following the resolution of shareholders’ general meeting on May 19, 2011, MedcoEnergi now operates more efficiently with newly restructured Board of Directors. The new structure categorizes key responsibilities into seven areas – finance, human capital, E&P operation, non E&P operation, planning, exploration and new ventures, and business support – each overseen by a chief executive. 
With such specific delegation of duties, the structure facilitates project implementation and resource allocation in the most efficient and effective manner. Not less importantly, it allows us to reduce operating costs significantly, particularly general and administrative costs.
In terms of financial performance, I am pleased to announce that we had ended 2011 with robust revenue growth of 23.8% – from US$ 929.85 million in 2010 to US$ 1150.71 million last year. Majority of the figure or 70% was contributed by oil & gas business.
The revenue from oil & gas business increased by …% from US$ … million in 2010 to US$ … million in 2011. The increase was in line with drastic rise in international oil price from US$ 81.41/ barrel in 2010 to US$ 113.68/ barrel in 2011, as well as oil sales volume that stayed essentially stable–14.68 MMBO in 2011 compared to 14.69 MMBO in 2010. 
The revenue from gas sales also improved, increasing by …% to US$ … million compared to US$ … million in 2010; in line with production that increased by …% to 59.562 MMBTU from 56.656 MMBTU in 2010. At the same time, realized gas price for 2011 was registered at US$ 3.80/ MMBTU or higher that US$ 3.62/ MMBTU in 2010. 

Complementing the revenue from oil & gas business, our revenue from non oil & gas sector also increased by …% to US$ … million from US$ … million in 2010. Majority of the figure (70% or US$ 244.2 million) was contributed by chemical and other petroleum products, followed by power and related services (US$ 97.38 million or 28%) and other contracts and related services (US$ 8.66 million or 2%). 
The largest increase was contributed by sales of chemical and other petroleum products, which was driven by increase in sales of high speed diesel (HSD) – from 216.82 million liter in 2010 to 266.16 million liter in 2011. Meanwhile, the price of HSD rose to Rp 7,304/ liter on average, from Rp 5,501/ liter in 2010. 
Similarly, revenue from power generation business was up by …% to US$ … million from US$ … in 2010. Beginning in 2012, as a result of the sale of 51% of PT Medco Power Indonesia to Saratoga Power in November 14, 2011, starting in 2012 the revenue from this sector will no longer be included in MedcoEnergi’s financial statement because the Company is no longer a controlling shareholder. 

All these translated into a substantial rise in operating income to US$ 370.71 million in 2011 from US $287.76 million in the previous year, or increasing by 29%. Oil & gas segment remained the major contributor, responsible for US$ 333.64 million of the total or higher than US$ 265.084 million in 2010.
As a result, net income was booked at US $89.22 million, or slightly higher than US$ 88.16 million in 2010. 
2011 in Review 
In 2011 we continued our effort to ensure long-term sustainability while maintaining consistent and meaningful growth.  Specifically, the Company continued its efforts to ramp up exploration and development activities in existing production assets in Indonesia as well as abroad, while intensifying the development of non oil & gas production. 
At the same time, we focused on revamping financial structure by divesting a number of under-performing assets and streamlining operation costs. 
In this respect, I would like to highlight a number of notable achievements in 2011:

Exploration Activities
We actively explored new hydrocarbon resources in mature as well as new exploration blocks. Based on past experience with Kaji – Semoga discoveries in 1996, we believe that there are plenty of hydrocarbons remains to be discovered even in mature basins. MedcoEnergi therefore deployed multidisciplinary teams using new technologies, computers and structured approach to search for new reserves.

In South Sumatra we started exploring heavy oil by drilling Taba, Tala and SHO wells. Four step-out drillings (Lica-1, Lica-2, North Temelat-2, Rumbi-2) had found oil and gas while drilling in Lagan Deep-1 was suspended due to technical difficulty.

At the same time, we have found significant gas reserves in South Sebuku-2 well (Bengara-I PSC) and strong gas shows in Solo-1 well (Merangin-I PSC). These discoveries accordingly had increased MedcoEnergi’s oil and gas reserve. 

The Company had also started geophysical surveys in Rimau and Bawean PSC blocks. 
With regard to overseas exploration, we managed to maintain our operation in Tripoli despite unrest that erupted in February 2011. In December 2011 we finally obtained commerciality of Area 47 in Libya for A, D, L and F clusters, allowing MedcoEnergi to start exploitation to develop hydrocarbon pools in the field. Other exploration activities are expected to commence in September 2012. 
In Yemen, we had started 2D and 3D seismic data acquisition in Blocks 82 and 83. Yet the activities had been put into suspension due to political uprising. 

Production Activities
As a result of deployment of effective, reliable techniques and technologies to arrest natural decline of mature fields, in 2011 production increased by …% to 22.1 MMBOE from 20.4 MMBOE in 2010, surpassing the target of … MMBOE set by the Government. The result was generated from fields in South Sumatra and East Kalimantan (Rimau, South and Central Sumatra, Lematang, Tarakan, Sembakung), with some contributions from assets in offshore fields in East Java (Bawean) and Central Sulawesi (Tiaka-SenoroToili). 
Similarly, production from overseas fields in Gulf of Mexico (Block Main Pass 64/ 65) rose by 43% to 0.2 MMBOE from 0.1 MMBOE in 2010, as did gas production from East Cameron 317/ 318 field.
Production from Karim Small Fields in Oman that is operated under production service contract booked an increase of 3% to 3.5 MMBOE in 2011, compared to 3.4 MMBOE in 2010. This marked MedcoEnergi’s third consecutive increase in a 3-year span. 
New Business

In 2011 the Company started venturing into unconventional hydrocarbons with commencement of Iliran Heavy Oil Project and exploration of 3 CBM blocks in South Sumatra. With 60 km2 of heavy oil reserve, the potential is enormous. 

The Company had started a 3-year exploration effort, aiming to map reserve distribution and to determine most appropriate production techniques. Included in this program were drilling of 5 exploration wells and 2 stratigraphic wells, and 2D seismic data gathering.
In 2011 the we drilled 3 wells with two undergoing dewatering. Also, in support of the Government’s “CBM to Power” program, MedcoEnergi had signed an MOU with Regional Mines and Energy Company (PDPDE) of South Sumatra, by which we would supply gas at 0.2 MMSCFD over the next 5 years. Studies to discover other CBM blocks are currently under way and therefore MedcoEnergi expects to add to our CBM blocks.
Key Development Projects 

Senoro Gas Development Project: Our constant efforts to monetize gas from this field since it was first discovered in 1999 had resulted in the first Pan-Asian upstream-to- downstream LNG project, projected to start in the fourth quarter of 2014.  We expect to convert 250 MMSCFD of gas to LNG under a long-term gas supply and while also supplying domestic market. 
Block A Gas Development Project: In 2011 MedcoEnergi was granted extension of Production Sharing Contract of Block A for another 20 years until 2031, by the Government of Indonesia. The Company had also signed 2 Gas Sales Agreements with PT Pupuk Iskandar Muda and PT Perusahaan Listrik Negara (Persero) (PLN). The Front

End Engineering and Design (FEED) was completed in 2011 and production is expected to start in 2015. 
Rimau EOR Project: In late 2011 MedcoEnergi started EOR pilot program by pre-flush injection at several wells, expected to be completed by year end 2012. Currently, the Company is now implementing EOR tertiary recovery using surfactant and polymer chemicals, which is expected to add recoverable reserve of up to 60 MMBO. Upon successful completion of pre-flush injection, the scale of the full EOR program will be determined. 
Libya Area 47 Oil Development: In December 2011 we finally obtained commerciality of Area 47 in Libya for A, D, L and F clusters in Ghadames Basin. The issuance allowed MedcoEnergi and Libyan Investment Authority (LIA) to proceed with development of the oil fields, obtain cost recovery and provide investment profits based on Exploration and Production Sharing Agreement (EPSA) IV. With 352 MMBOE contingent resources and 90 percent success ratio, production facility is projected to provide capacity of 50,000 BOPD.

Asset Optimization

Divestment of MedcoEnergi’s Anaguid Interest in Tunisia
In September 2011, MedcoEnergi through our wholly owned subsidiary, Medco Tunisia Holding Ltd, divested the entire shares of Medco Tunisia Anaguid Limited (Medco Anaguid) to OMV (Tunesien) Production GmbH (OMV), valued at US$ 58 million. The sale transferred our 40% participating interest in Anaguid Exploration Permit and 20% participating interest in Durra Concession (Anaguid Block) to OMV. 

Strategic Partnership
Strategic Partnership with Saratoga Power 

In December 2011 MedcoEnergi announced a strategic partnership with PT Saratoga Power (Saratoga Power), a subsidiary of Saratoga Capital. The partnership aimed to leverage our diversified energy operations in power generation business and to support the Government in increasing electrification ratio in Indonesia. 
Project Financing

US$ 50 Million International Self-registration Bond Phase I
The bond will be issued within a maximum period of 2 years with principal of up to US$ 150 million. Offered in June 2011, the first phase was offered at par for a period of 5 years with coupon between 5.55% - 6.05% per annum, payable every 3 months. The proceeds from the bond emission would be used for debt refinancing and capital expenditures. 
US$ 140 Million in Stand-by Loan from BRI and BNI

In June 2011 MedcoEnergi signed a loan agreement with Bank Rakyat Indonesia (BRI) for stand-by loan facility in the amount of US$140 million. Available in 24 months after signing, the loan is directed toward refinancing of maturing loans, as well as working capital, investment and operations. Then in July 2011 the Company announced the signing of similar stand-by loan agreement with Bank Negara Indonesia (BNI) in the amount of US$ 150 million.

US$ 120 Million in Loan from Mitsubishi Corporation
In order to finance the completion of Donggi-Senoro LNG Plant, in January 2011 MedcoEnergi thorugh subsidiary PT Medco LNG Indonesia acquired US$ 120 million in loan from Mitsubishi Corporation. The loan carries annual interest rate of LIBOR + 3.75% and LIBOR + 4.75% (upon renewal), and is guaranteed by MedcoEnergi. 
2012 Outlook: Focusing on ’Quality’, not ‘Quantity’

In light of the dynamics of the global economy, our corporate strategy going forward focuses on commercial performance in every business decision to ensure sustainability – for both the Company and energy industry. As agreed by the Board of Directors of MedcoEnergi and the subsidiaries at Board Priority Setting (BPS) meeting in August 2011, we are emphasizing ‘quality’ rather than ‘quantity’ in our upcoming initiatives, as follows:

1. Dedicate efforts and attention to completion of major projects as planned.

2. Concentrate on good and sizeable assets by selective divestments; acquire producing assets and superior exploration projects. 

3. Collaborate with strategic partners with exceptional technical and financial capabilities.

4. Optimize project development based on economic and strategic values by leveraging our own financial (capital structure, funding), technical (technology, processes), and management capabilities; as well as extensive and capable external relations/ network.

5. Allocate capital to existing operations and major projects.

6. Maintain limited funding for exploration activities for the time being, until major projects become ongoing.

7. Continue exploring new projects and allocating capital to projects that generate immediate/short-term cash flow as well as substantial returns, within a reasonable time frame.
8. Maintain discipline on project execution and capital stewardship.

These initiatives have been incorporated into 2012 Work Program and manifested in targets and Key Performance Indicators (KPIs) as follows:
1. Total consolidated budget: US$1,174 million (capital expenditures US$356 million, cash costs US$818 million).

2. Total production: 57 MBOEPD, operating cost per unit US$ 15.7/ BOE.

3. Book reserves additions for commercial of 21 MMBOE and reserves additions from Libya of 75 MMBOE.

4. EBITDA US$264 million, net income US$ 53 million.
5. Selective divestment. 

6. Major projects completion: 2012 for Simenggaris gas and Rimau EOR Pre-flush; 2014 for Block A and Senoro Upstream gas; 2015 for Area 47 in Libya.  

Corporate Governance

Our activities and business conduct at present and going forward are supported by rigorous corporate governance and astute risk management in various functions and responsibilities. The Board of Commissioners is assisted by Audit Committee, Nomination Committee, Remuneration Committee, Risk Monitoring Committee, and Internal Audit Unit to ensure that Management consistently adheres to the principles of Good Corporate Governance and prudent risk management.  
Not less importantly, for a few years now we have taken advantage of a whistle blowing platform that allows people from within and outside of the Company – in a confidential and effective manner – to report any fraud, dishonesty, harassment, unethical behavior, safety hazards and any other issue that may have negative effect on the Company and the public. Exposing us to a 360-degree view of what is happening across the Medco group, the system enables Management to take appropriate actions promptly and thoroughly with minimal friction. 
Closing
As we embrace 2012, I would like to emphasize that MedcoEnergi has never been better positioned to capitalize on the looming opportunities, especially with the global economy finally starting to recover and businesses shifting to high gear. With our strong financial foundation, continuous and dedicated efforts to maintain and optimize production, advanced technology, and substantial assets of considerable book value, and fully capable network of subsidiaries and partners, the future is definitely within our reach. 
In closing, on behalf of the Board of Directors I would like to extend my gratitude to the shareholders, business partners and the Board of Commissioners; as well as to all staff and management of MedcoEnergi’s subsidiaries at home and abroad for the dedication and trust in our cause during the past year. Of course, my gratitude also goes to BP Migas, the Department of Energy and Mineral Resources, and the Government of Republic of Indonesia for the loyal support and guidance. 
Warm regards,

Lukman Mahfoedz
President Director

