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The Peopl e's Republic of China
(Jurisdiction of incorporation or organization)

A6, Hui xi ngdong Street
Chaoyang District, Beijing, 100029
The Peopl e's Republic of China
(Address of principal executive offices)

Securities registered or to be registered pursuant to Section 12 (b) of the Act.
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Aneri can Depositary Shares, each representing
100 H Shares of par value RVB 1.00 per share ... New York Stock Exchange, Inc.
H Shares of par value RVB 1.00 per share........ New Yor k Stock Exchange, Inc.*

* Not for trading, but only in connection with the registration of
Anerican Depository Shares. Securities registered or to be registered
pursuant to Section 12 (g) of the Act.
None
(Title of O ass)
Securities for which there is a reporting obligation pursuant to
Section 15 (d) of the Act.
None
(Title of O ass)
I ndi cate the nunmber of outstanding shares of each of the issuer's
classes of capital or common stock as of the close of the period covered by the
annual report.

St at e- owned donestic shares, par value RVB 1.00 per share.... 67,121, 951, 000
H Shares, par value RMB 1.00 per share....................... 16, 780, 488, 000
A Shares, par value RMB 1.00 per share....................... 2, 800, 000, 000

I ndicate by check mark if the registrant is a well-known seasoned
i ssuer, as defined in Rule 405 of the Securities Act.

Yes X No

If this report is an annual or transition report, indicate by check
mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934.
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Yes X No_
Not e - Checking the box above will not relieve any registrant required
to file reports pursuant to Section 13 or 15(d) of the Securities Exchange Act
of 1934 fromtheir obligations under those Sections.

I ndi cate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15 (d) of the Securities Exchange Act of
1934 during the preceding 12 nonths (or for such shorter period that the
Regi strant was required to file such reports), and (2) has been subject to such
filing requirenents for the past 90 days.

Yes X No

I ndi cate by check mark whether the registrant is a |l arge accel erated
filer, an accelerated filer, or a non-accelerated filer. See definition of
"accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated filer X Accelerated filer __ Non-accelerated filer __

I ndi cate by check mark which financial statement itemthe Registrant
has el ected to follow.

Item17 __ ltem 18 X

If this is an annual report, indicate by check mark whether the
registrant is a shell conpany (as defined in Rule 12b-2 of the Exchange Act).

Yes X No
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CERTAI N TERVMS AND CONVENTI ONS
Definitions

Unl ess the context otherw se requires, references in this annual report to:

o} "Sinopec Corp.", "we", "our"™ and "us" are to China Petroleum &
Chemical Corporation, a PRC joint stock limted conpany, and
its subsidiaries;

o] "Si nopec Group Conpany"” are to our controlling sharehol der
Chi na Petrochemical Corporation, a PRClimted liability
conpany;

o] "Si nopec Group” are to the Sinopec G oup Conpany and its

subsi di ari es other than Sinopec Corp. and its subsidiaries;

o} "China" or the "PRC' are to the People's Republic of China,
excluding for purposes of this annual report Hong Kong, Macau
and Tai wan;

o} "provinces" are to provinces and to provincial-Ileve
aut ononmous regions and nunicipalities in China which are
directly under the supervision of the central PRC governnent;

o} "RMB" are to Renminbi, the currency of the PRC
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o] "HK$" are to Hong Kong dollar, the currency of the Hong Kong
Speci al Adnministrative Region of the PRC, and

o "US$" are to US dollars, the currency of the United States of
Aneri ca.

Conver si on Conventi ons

Conversions of crude oil fromtonnes to barrels are nade at a rate of
one tonne to 7.35 barrels for crude oil we purchase from external sources and
one tonne to 7.1 barrels for crude oil we produce, representing the typica
specific gravity of the respective source of crude oil. Conversions of natura
gas fromcubic neters to cubic feet are nade at a rate of one cubic neter to
35.31 cubic feet.

d ossary of Technical Terns

Unl ess otherwi se indicated in the context, references to:

o} "billion" are to a thousand mllion

o} "BOE" are to barrels-of-oil equivalent; natural gas is
converted at a ratio of 6,000 cubic feet of natural gas to one
BOE.

o "primary distillation capacity" are to the crude oi

t hroughput capacity of a refinery's basic distillation units,
cal cul ated by estimating the nunber of days in a year that
such basic distillation units are expected to operate,

excl udi ng downtime for regul ar nai ntenance, and multiplying
that nunmber by the anpbunt equal to the units' optimal daily
crude oil throughput.

o} "rated capacity" are to the output capacity of a given
production unit or, where appropriate, the throughput
capacity, calculated by estimating the nunber of days in a
year that such production unit is expected to operate,
excl udi ng downtime for regular nai ntenance, and multiplying
that nunmber by an anmount equal to the unit's optimal daily
out put or throughput, as the case may be.

CURRENCI ES AND EXCHANGE RATES

We publish our financial statenments in Rennminbi. Unless otherw se

indicated, all translations fromRenm nbi to US dollars have been nade at a rate
of RMB 8.0702 to US$1.00, the noon buying rate as certified for custonms purposes

by the Federal Reserve Bank of New York on Decenber 30, 2005. W do not
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represent that Renminbi or US dollar anmounts could be converted into US dollars
or Renminbi, as the case nmay be, at any particular rate, the rates bel ow or at
all.

The followi ng table sets forth noon buying rate for US dollars in New
York City for cable transfers in Renmnbi as certified for custons purposes by
the Federal Reserve Bank of New York for the periods indicated

Noon Buyi ng Rate

<TABLE>
<CAPTI ON>
Peri od End Aver age(1)
(RVB per
<C <C <C
2000, . 8.2766 8. 2770
20002, . 8. 2800 8.2772
2003, L 8. 2767 8.2772
2004, L 8. 2765 8. 2767
200, L 8. 0702 8. 1826
Novenber 2005 8. 0804 8. 0804
Decenber 2005. . .. ... 8. 0702 8. 0702
January 2006. . . ... e 8. 0608 8. 0608
February 2006. . ... ... . 8. 0415 8. 0415
March 2006 ... ... .. 8. 0167 8. 0167
April 2006. .. .. 8. 0165 8. 0165
May 2006 (up to May 19, 2006)......... ..., 8. 0175 8. 0175
</ TABLE>

(1) Deternined by averaging the rates on the |last business day of each nonth
during the rel evant period

<PAGE>
FORWARD- LOOKI NG STATEMENTS

Thi s annual report includes "forward-|ooking statements” within the
meani ng of the Private Securities Litigation Reform Act of 1995. Al statenments,
other than statements of historical facts, included in this annual report that
address activities, events or devel opments which we expect or anticipate will or
may occur in the future are hereby identified as forward-1|ooking statenents for
the purpose of the safe harbor provided by Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. The words such as
beli eve, intend, expect, anticipate, project, estimate, predict, plan and
sim | ar expressions are also intended to identify forward-I|ooking statenents.
These forward-| ooking statenents address, anpbng others, such issues as:

(o} amount and nature of future exploration and devel opnent,
o} future prices of and demand for our products
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o} future earnings and cash fl ow,

devel opnent projects and drilling prospects,

future plans and capital expenditures,

estimtes of proved oil and gas reserves,

expl orati on prospects and reserves potenti al

expansi on and ot her devel opnent trends of the petrol eum and

petrocheni cal industry,

production forecasts of oil and gas,

o} expected production or processing capacities, including
expected rated capacities and prinmary distillation capacities,
of units or facilities not yet in operation,

o} expansi on and grow h of our business and operations, and

o] our prospective operational and financial information

O O Oo0Oo0oOo

o

These statenents are based on assunptions and anal yses nade by us in
Iight of our experience and our perception of historical trends, current
condi tions and expected future devel opnents, as well as other factors we believe
are appropriate in particular circunstances. However, whether actual results and
devel opnents will neet our expectations and predictions depends on a nunber of
ri sks and uncertainties which could cause actual results to differ materially
from our expectations, including the risks set forth in "ltem 3. Key Information
-- Risk Factors" and the foll ow ng:

o} fluctuations in crude oil prices,
o} fluctuations in prices of our products,
o failures or delays in achieving production from devel opnent

projects, o potential acquisitions and other business
opportunities,
o} general econonic, market and business conditions, and
o} other risks and factors beyond our control

Consequently, all of the forward-Iooking statenents nade in this annual
report are qualified by these cautionary statenments and readers are cautioned
not to place undue reliance on these forward-Iooking statenents. These
forward-1ooking statenments should be considered in |ight of the various
i mportant factors set forth above and el sewhere in this Form20-F. In addition
we cannot assure you that the actual results or devel opments anticipated by us
will be realized or, even if substantially realized, that they will have the
expected effect on us or our business or operations.

<PAGE>
PART |
| TEM 1. | DENTI TY OF DI RECTORS, SENI OR MANAGEMENT AND ADVI SORS
Not applicabl e.
| TEM 2. CFFER STATI STI CS AND EXPECTED TI METABLE

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (9 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

Not applicabl e.
| TEM 3 KEY | NFORMATI ON
A SELECTED FI NANCI AL DATA

The sel ected income statenent data and cash flow data for the years
ended Decenber 31, 2003, 2004 and 2005, and the sel ected bal ance sheet data as
of Decenber 31, 2004 and 2005 have been derived from and should be read in
conjunction with, the audited consolidated financial statenments included
el sewhere in this annual report. The selected inconme statement data and cash
flow data for the years ended Decenber 31, 2001 and 2002 and the sel ected
bal ance sheet data as of Decermber 31, 2001, 2002 and 2003 are derived from our
audi ted consolidated financial statenments which are not included el sewhere in
this annual report and financial statenments of the acquired businesses descri bed
bel ow.

We acquired from Sinopec G oup Conmpany the equity interests of Sinopec
National Star Petrol eum Conmpany (Sinopec National Star) in 2001, the operations
of Sinopec G oup Maoni ng Petrochemi cal Conpany (Sinopec Maomi ng), Xi'an
Petrochem cal Main Factory (Xi'an Petrochenical) and Tahe G Ifield Petrochem ca
Factory (Tahe Petrochemi cal) in 2003, and the operations of Sinopec G oup
Tianjin Petrochemni cal Conpany, Sinopec G oup Luoyang Petrochem cal Cenera
Pl ant, Zhongyuan Petrocheni cal Conpany Limted, Sinopec G oup Guangzhou
Petrochem cal General Plant and certain catal yst plants (collectively,
Petrochem cal and Catal yst Assets) in 2004. As we and these conpani es are under
the conmmon control of Sinopec Group Conpany, our acquisitions are considered as
"conbi nation of entities under common control” which are accounted for in a
manner sinmilar to a pooling-of-interests. Accordingly, the acquired assets and
related liabilities have been accounted for at historical cost and our
consolidated financial statements for periods prior to the conbinations have
been restated to include the financial position and the results of operations of
t hese compani es on a conbi ned basis.

Mor eover, the selected financial data should be read in conjunction
with our consolidated financial statenents together w th acconpanyi ng notes and
"Item 5. Operating and Financial Review and Prospects " included el sewhere in
this annual report. Unless otherw se indicated, our consolidated financia
statements are prepared and presented in accordance with International Financial
Reporting Standards, or IFRS. IFRS vary in certain significant respects from
accounting principles generally accepted in the United States of America, or US
GAAP. Information relating to the nature and effect of such differences is
presented in Note 39 to the consolidated financial statenments.

<PAGE>

<TABLE>
<CAPTI ON>
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Years Ended Decenber 31,

2001( 6) 2002( 6) 2003( 6) 2004( 6) 2005 2005
RVB RVB RMVB RVB RVB US$( 5)
(in mllions, except per share and per ADS data)
<S> <C <C <C <C <C <C
I ncone Statenent Data(l):
| FRS
Consol i dated results
Qperating revenues. . .........covvuvnenn. 326, 424 350,078 449, 001 619, 783 823, 117 101, 994
Qher income........ ... .. ... .. - - - - 9,415 1, 167
Purchased crude oil, products and
operating supplies and expenses...... (222, 700) (239, 088) (313, 238) (443, 590) (653, 056) (80, 923)
Sel ling, general and adm nistrative
EXPENSES. o ottt (18, 986) (22, 367) (27,228) (31, 843) (33,709) (4,177)
Depreci ati on, depletion and
anortization............ ... .. ... .... (24, 343) (26, 492) (27,951) (32,342) (31, 413) (3,892)
Expl orati on expenses, including dry
holes. ... ... ... . . . . (3,775) (4, 363) (6, 133) (6, 396) (6, 411) (794)
Personnel expenses..................... (14, 307) (15, 024) (16, 972) (18, 634) (18, 483) (2,290)
Enpl oyee reducti on expenses............ (2, 546) (244) (1, 040) (919) (369) (46)
Taxes other than income tax............ (12, 033) (12, 015) (13,581) (16, 324) (17, 152) (2,125)
O her operating expenses, net.......... (423) (1, 184) (3,975) (6, 666) (5, 125) (635)
Qperating income. .............. ... 27,311 29, 301 38, 883 63, 069 66, 814 8, 279
I nterest expense, net of interest
i ncome and net foreign exchange
gains (losses)....................... (3, 884) (4,948) (4, 463) (4,371) (4, 621) (573)
Gains fromissuance of shares by a
subsidiary......... ... . . .. - - 136 - - -
Qher income ......... . ... .. 503 563 485 908 1,035 129
I ncone before incone tax............... 23,930 24,916 35, 041 59, 606 63, 228 7,835
INCOME taX. ... (7,819) (7,491) (10, 645) (17, 815) (19, 388) (2, 403)
Net income.......... ... ... ... 16, 111 17, 425 24, 396 41,791 43, 840 5, 432
Attributable to
Equity sharehol ders of the Company... 15, 503 16, 296 22,424 36, 019 40, 920 5,071
Mnority interests................... 608 1,129 1,972 5,772 2,920 361
Net inNCOME........ ..., 16, 111 17, 425 24, 396 41,791 43, 840 5, 432
Basi c earnings per share(2)............ 0.18 0.19 0. 26 0.42 0. 47 0. 06
Basic earnings per ADS(2).............. 18. 20 18. 80 25. 86 41. 54 47. 20 5.85
Cash divi dends decl ared per share...... 0.08 0.10 0.09 0.10 0.12 0.01

Segment results
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us

Expl orati on and production...........
Refining.......... ... .. .. ... ... .....
Marketing and distribution...........
Chemicals........... ... .. ...
Corporate and others.................

Qperating income.....................

GAAP
Depreci ati on, depletion and
amortization............ ... .. ... . ....
Income tax.......... ..
Net income......... ... .. . ...
Basi c earnings per share (2)...........
Basic earnings per ADS(2)..............
Cash dividends declared per share......

<CAPTI ON>

<S>

Bal ance Sheet Data(l):
| FRS

us

Cash and cash equivalents...............
Total current assets....................
Total non-current assets(3).............
Total assets(3)...........cc ...
Short-term debts and | oans from Si nopec
Group Conpany and its affiliates
(including current portion of
long-termdebts)......................
Long-term debts and | oans from Si nopec
Group Conpany and its affiliates
(excluding current portion of
long-termdebts)......................
Equity attributable to equity
shar ehol ders of the Conpany(3)........
Capital enmployed(4).....................
GAAP
Total non-current assets................
Total assets.......... ... . ...
Long-term debts and | oans from Si nopec
Group Company and its affiliates
(excluding current portion of

(18, 815)
(8, 084)
16, 793

0.20
19. 72
0.08

(21, 046)
(8, 825)
19, 731

0. 23
22.76
0. 10

(3, 110)
(2, 598)
5,529
0. 06
6. 38
0.01

<C

22, 345
114, 885
286, 093
400, 978

52, 306

82, 298

159, 558
295, 469

260, 566
370, 895
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RVB
(in mllions,
<C

19, 324
106, 666
301, 614
408, 280

39,710

86, 884

166, 777
298, 198

279, 552
381, 049

19, 160 25,614 46, 871
6,073 5, 943 (3,505)
11, 943 14,716 10, 350
3,543 18, 721 14, 296
(1, 836) (1, 925) (1, 198)
38, 883 63, 069 66, 814
(22, 585) (26, 998) (25,098)
(12, 143) (19, 614) (20, 969)
26, 408 39, 975 44,612
0.30 0. 46 0.51
30. 46 46. 11 51. 45
0.09 0.10 0.12

As of Decenber 31,

2003( 6) 2004( 6) 2005
RVB RMVB RVB
except per share and per ADS dat a)
<C <C <C
16, 263 16, 381 13, 745
103, 039 120, 271 145, 291
317, 145 354, 323 392, 030
420, 184 474,594 537, 321
34, 046 41, 021 41, 243
87, 296 97, 587 106, 992
171, 515 193, 040 223,556
302, 645 346, 313 387, 486
297, 308 337,784 375, 895
395, 361 450, 971 512, 164

1,703
18, 003
48,578
66, 581

5,110

13, 258

27,701
48, 014

46, 578
63, 464
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| ong-term debts)..

Shar ehol ders' equity

.................... 81, 798 86, 569 85, 496 92, 884 96, 649 11, 976
.................... 142, 260 153, 121 161, 832 187, 850 222,058 27,514

<CAPTI ON>
Years Ended Decenber 31
2001 2002 2003 2004 2005 2005
RVB RVB RVB RMVB RVB US$(5)
(in mllions)
<S> <C <C <C <C <C <C
O her Financial Data(l):
| FRS
Net cash fromoperating activities...... 57, 460 56, 749 62, 097 69, 081 76, 497 9,479
Net cash (used in)/generated from
financing activities.................. (17,092) (16, 681) (14, 473) 5, 028 (8,060) (999)
Net cash used in investing activities... (39, 010) (43, 096) (50, 690) (73,992) (71, 051) (8,804)
Capi tal expenditure
Expl orati on and production............ 20, 276 20, 228 20, 628 21,234 23,095 2,862
Refining......... ... .. ... ... ... ... ... 9, 152 6, 698 9, 788 14, 272 14, 127 1,751
Marketing and distribution............ 17, 256 6, 982 6, 826 16,678 10, 954 1, 357
Chemicals........ . ... i, 12, 622 7,769 7, 680 11, 025 9, 386 1,163
Corporate and others.................. 528 816 518 1, 550 1, 164 144
Total . ... 59, 834 42,493 45, 440 64, 759 58, 726 7,277
Capital expenditure of jointly controlled
entities
Expl orati on and production............ - - 1, 200 1, 323 772 95
Chemicals........ .. ... i, - - 2,993 5,178 1, 830 227
Total ... - - 4,193 6, 501 2,602 322
</ TABLE>

The acqui sition
Si nopec Maoni ng,

of Sinopec National Star in 2001, the acquisitions of
Xi'an Petrochem cal and Tahe Petrochem cal in 2003, and

the acquisitions of Petrochem cal and Catal yst Assets in 2004 from
Si nopec Group Conpany are considered as "conbi nation of entities under

conmon control "

whi ch are accounted in a manner sinmlar to a

pooling-of-interests (as-if pooling-of-interests accounting).
Accordingly, the acquired assets and liabilities have been accounted for
at historical cost and the consolidated financial statenents for periods
prior to the conbinations have been restated to include the financia
position and results of operations of these acquired conpanies on a

conbi ned basi s.
equity transacti

The considerations for these acquisitions were treated as
ons.
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(2) Basi c earni ngs per share and per ADS have been conputed by dividing net
i ncome attributable to equity sharehol ders of the Conpany by the wei ghted
aver age nunber of shares in issue.

(3) I ncludes the effect of the revaluation of property, plant and equi prent
as of Septenber 30, 1999. In addition, property, plant and equi pnent of
Si nopec Maomi ng, Xi'an Petrochenical, Tahe Petrochem cal, and
Petrocheni cal and Catal yst Assets were reval ued as of June 30, 2003
Cct ober 31, 2003, October 31, 2003 and June 30, 2004, respectively, in
connection with the acquisitions by Sinopec Corp.

(4) Equal s the sum of short-term debts, long-termdebts, |oans from Si nopec
Group Company and its affiliates and total equity | ess cash and cash
equi val ent s.

(5) Transl ated solely for the convenience of the readers into US dollars at
the rate prevailing on Decenber 31, 2005 of US$1.00 to RMB 8.0702
(6) As described in Note 38 to the consolidated financial statenents, certain

reclassifications to periods prior to 2005 have been nade to conply with
certain new | FRS' s adopted in 2005

B. CAPI TALI ZATI ON AND | NDEBTEDNESS
Not appl i cabl e.
C. REASONS FOR THE OFFER AND USE OF PROCEEDS
Not appl i cabl e.
D. RI SK FACTORS
Ri sks Relating to Sinopec Corp
Qur devel opnment plans have significant capital expenditure and
financing requirenments, which are subject to a nunber of risks and
uncertainties.
Qur current capital expenditures plan contenpl ates approxi nately RVB 70
billion in 2006. Qur actual capital expenditures may vary significantly from

t hese pl anned anounts due to various factors.

Qur ability to obtain external financing in the future is subject to a
vari ety of uncertainties including:

o our future results of operations, financial condition and cash fl ows;

o the economc condition in China and the market environnent for our
products;

o the cost of financing and the condition of financial markets; and

o the issuance of rel evant governnent approvals and ot her project
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ri sks associated with the devel opnent of infrastructure in China.

Qur failure to obtain sufficient funding for our operations or
devel opnent plans could adversely affect our business, results of operations and
financial condition.

We face strong conpetition fromdonestic and forei gn conpetitors.

Among our conmpetitors, sone are mmjor integrated petrol eum and
petrocheni cal conpanies within and outside the PRC, which have recently becone
nmore significant participants in the petrol eum and petrochemnical industry in
China. W believe such trend will continue. Increased conpetition nay have a
mat eri al adverse effect on our financial condition and results of operations.

W may not be able to pass on all increases in our crude oil costs.

I n 2005, approximately 80% of the crude oil required for our refinery
busi ness was sourced fromoutside suppliers. In addition, our devel opnent will
| eave us no choice but to source an increasing anmount of crude oil from outside
suppliers. Wile we try to match price increases with correspondi ng crude oi
price increases, our ability to pass on cost increases to our customers is
dependent on international and domestic market conditions as well as the PRC
government price control over refined petrol eum products. In 2004 and 2005
crude oil price increased significantly, but we were not able to pass the
i ncreased material cost to our custoners due to the governnent's tight control
over prices of certain refined petrol eum products including gasoline, diesel and
jet fuel. Although it was reported that new petrol eum products price-setting
mechani sm had been fornul ated by the rel evant governnent authority, we cannot
predict when the revised price-setting nechanismw |l be fully inplenmented, and
if inplenented, to what extent the new price-setting nmechanismwill allow us to
pass our increased crude oil costs to our refined petrol eum products custoners.

Rel ated party transactions; non-conpetition; conflicts of interest.

W have engaged fromtine to tine and will continue to engage in a
variety of transactions with Sinopec G oup Conpany, which provides to us a
nunmber of services, including, but not limted to, ancillary supply,
engi neering, maintenance, transport, educational and community services. The
nature of our transactions with Sinopec Goup Conmpany is governed by a nunber of
service and other contracts between Sinopec G oup Conpany and us. In addition,
Si nopec G oup Conpany has interests in businesses which conpete or are likely to
conpete, either directly or indirectly, with our businesses. W and Si nopec
Group Conpany have entered into a non-conpetition agreenent whereby Sinopec
G oup Conpany has agreed to refrain from operating busi nesses which conpete or
could conmpete with us in any of our donmestic or international markets; grant us
an option to purchase Sinopec Goup Conpany's operations that conpete or could
conpete with our businesses; operate its sales enterprises and service stations
in a manner uniformto our sales and service operations; and appoint us as sal es
agent for certain of its products which conpete or could conpete with our
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products. Notwi t hstandi ng the foregoing contractual arrangenents, because

Si nopec Group Conpany i s our dom nant sharehol der and the interests of the

Si nopec Group Conpany nmay conflict with our own interests, Sinopec G oup Conpany
or any of its nmenmber nay take actions that favor its interests or other
subsidiaries' interests over ours.

In addition, while we and Si nopec G oup Conpany have entered into
agreements which generally provide that these services provided by Sinopec G oup
Conpany will be priced on ternms at |east as favorable to us as ordinary
comrercial terns, we have linmited or no practical alternative source of supply
for sone of these services, utilities, materials and equi prent at reasonabl e
cost. As a result, in the future we nmay have linmted ability to negotiate with
Si nopec G oup Conpany over the terms of our agreenents with respect to these
services, utilities, materials and equi pnent.

The oil and natural gas reserves data in this annual report are only
estimates, and our actual production, revenues and expenditures with
respect to our reserves may differ materially fromthese esti nates.

There are nunerous uncertainties inherent in estimating quantities of
proved oil and natural gas reserves, and in the timng of devel oprment
expenditures and the projection of future rates of production. The reserve data
set forth in this annual report represent estinates only. Adverse changes in
econoni ¢ conditions nmay render it unecononical to develop certain reserves. Qur
actual production, revenues, taxes and fees payabl e and devel opnent and
operating expenditures with respect to our reserves may likely vary fromthese
esti mat es.

The reliability of reserves estinmates depends on:

o the quality and quantity of technical and econonic data;

o the prevailing oil and gas prices applicable to our production;

o the production perfornmance of the reservoirs;

0 extensive engineering judgnments; and

o consistency in the PRC governnent's oil policies.

In addition, newdrilling, testing and production follow ng the
estimates nmay cause substantial upward or downward revisions in the estinates.
Furt hernore, the discounted future cash flow cal cul ated by applying the 10%
di scount rate, which was included in "Consolidated Financia
St at enent s- Suppl emental Information on Gl and Gas Producing Activities
(Unaudited)" following Item 19, may not represent the actual net present val ue

of the relevant cash fl ow.

Qur continued busi ness success depends in part on our ability to
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repl ace reserves and develop newl y discovered reserves.

Qur ability to achieve our growth objectives is dependent in part on
our |evel of success in discovering or acquiring additional oil and natural gas
reserves and further exploring our current reserve base. Qur exploration and
devel opnent activities for additional reserves expose us to inherent risks
associated with drilling, including the risk that no economcally productive oi
or natural gas reservoirs will be encountered. Wthout reserve additions through
further exploration and devel opnment or acquisition activities, our reserves and
production will decline over tinme as our reserves wll be depleted

We are in the process of inproving our internal controls and managenent
systens to enable us to certify the effectiveness of our interna
controls over financial reporting under the Sarbanes-Oxley Act of 2002.
Qur failure to tinmely and successfully upgrade these controls and
systens could subject us to regulatory actions and harmthe price of
our stock.

The United States Securities and Exchange Conmi ssion, as required by
Section 404 of the Sarbanes-Oxl ey Act of 2002, adopted rules requiring every
public conpany in the United States to include a nanagenent report on such
conmpany's internal controls over financial reporting in its annual report, which
contai ns managenent's assessnment of the effectiveness of the conpany's interna
controls over financial reporting. In addition, an independent registered public
accounting firmmust attest to and report on managenent's assessnent of the
ef fectiveness of the conpany's internal controls over financial reporting. These
requirenments will first apply to our annual report on Form 20-F for the fisca
year endi ng Decenber 31, 2006. Qur managenent may conclude that our interna
controls over our financial reporting are not effective. Mreover, even if our
managenent concl udes that our internal controls over financial reporting are
ef fective, our independent registered public accounting firmmay still be unable
to attest to our nanagenent's assessnent or may issue a report that concl udes
that our internal controls over financial reporting are not effective. In
preparation for the inplenmentation of the requirenents of Section 404, we are
undert aki ng conpany-w de docurentation of internal controls, performng the
system and process eval uation and testing required. During the course of our
eval uation, docunentation and attestation, we have identified certain
deficiencies that could adversely affect our ability to record, process,
summari ze and report financial data consistent with our managenent's assertions
in our financial statenents. Although we have comenced pl anning for renedia
measures to nmake necessary inprovenents, we cannot assure you that we will be
able to renedy those identified deficiencies intinme to neet the deadline
i nposed by the Sarbanes-Oxley Act for conpliance with the requirenments of
Section 404. W are also in the process of conducting further eval uation of our
internal control over financial reporting and may identify other deficiencies
that we may not be able to renedy in tinme by the deadline for conpliance with
Section 404. If we fail to achieve and maintain the adequacy of our interna
controls, we may not be able to conclude that we have effective interna
controls, on an ongoing basis, over financial reporting in accordance with the
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Sar banes- Oxl ey Act. Moreover, effective internal controls, particularly those
related to revenue recognition, are necessary for us to produce reliable
financial reports and are inportant to help prevent fraud. As a result, our
failure to achieve and maintain effective internal controls over financia
reporting could result in the loss of investor confidence in the reliability of
our financial statements, which in turn could harm our business and negatively
i mpact the trading prices of our ADSs or H shares. Furthernore, we have already
i ncurred consi derable costs and spent significant managenent tine and ot her
resources in an effort to comply with Section 404 and ot her requirements of the
Sar banes-Oxl ey Act. W anticipate that we will continue to incur considerable
costs and use significant resources for conpliance with Section 404.

Ri sks Relating to the Petrol eum and Petrochemical Industry

Qur busi ness operations nmay be adversely affected by present or future
envi ronnent al regul ati ons.

As an integrated petrol eum and petrochem cal conpany, we are subject to
extensi ve environmental protection laws and regul ations in China. These | aws and
regul ations permt:

o the inposition of fees for the discharge of waste substances;

o the levy of fines and paynments for damages for serious environmenta
of f enses; and

o the governnent, at its discretion, to close any facility which fails
to conply with orders and require it to correct or stop operations
causi ng envi ronnental danmage.

Qur production operations produce substantial amounts of waste water,
gas and solid waste materials. In addition, our production facilities require
operating permits that are subject to renewal, nodification and revocation. W
have established a systemto treat waste materials to prevent and reduce
pollution and believe that our operations substantially conply with al
appl i cabl e PRC environnmental |aws and regul ati ons as they have been previously
interpreted and enforced.

The PRC governnment has noved, and may nove further, toward nore
ri gorous enforcenent of applicable |aws, and toward the adoption of nore
stringent environnental standards, which, in turn, would require us to incur
addi ti onal expenditures on environnental matters.

Qur operations may be adversely affected by the cyclical nature of the
mar ket .

Most of our revenues are attributable to sales of refined petrol eum
products and petrochem cal products, and certain businesses and rel ated products
have historically been cyclical and sensitive to the availability and prices of
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feedstock and general economic conditions, such as changes in industry capacity
and output levels, cyclical changes in regional and gl obal econom c conditions,
prices and availability of substitute products and changes in consuner demand
Wth the further reduction of tariffs and other inport restrictions in the PRC
many of our products have becone increasingly subject to the cyclicality of

gl obal narkets. Wiile we are a conpany integrated with upstream m dstream and
downstream operations, it can help us reduce the effects of industry cycles only
to a certain extent.

Qur business faces operation risks and natural disasters that may cause
significant property danmages, personal injuries and interruption of
operations, and we may not have sufficient insurance coverage for al
the financial |osses incurred by us.

Expl oring for, producing and transporting crude oil and natural gas and
produci ng and transporting refined and petrocheni cal products involve a nunber
of hazards. For example, we handle many hi ghly flamuabl e, explosive, poisonous
and harnful materials and operate many facilities under high pressure and high
tenperatures. As with many other conpanies in the world which conduct simlar
busi nesses, we have experienced accidents that have caused property damage and
personal injuries and we cannot assure you that these industry-rel ated accidents
will not occur in the future. In addition, significant operating hazards and
natural disasters may cause interruption to our operations and property and
envi ronnent al danmages that could have a material adverse inpact on our financial
condi tion and results of operations.

Qur insurance coverage may not be sufficient to cover all the financial
| osses caused by the operation risks and natural disasters. W maintain
i nsurance coverage w th Sinopec G oup Conpany on our property, plant, equipnent
and inventory. The ampunt of coverage is deternined on the basis of the
hi storical value of the covered fixed assets and, with respect to inventory,
twi ce each year on the basis of the average nmonth-end inventory val ue of the
nmost recent six nonths. The ampunt of our insurance coverage may be | ess than
the repl acenent cost of the covered properties and plants and nmay not be
sufficient to cover all our financial |osses. Furthernore, we do not carry any
busi ness interruption insurance or third party liability insurance to cover
clainms in respect of personal injury, property or environmental damage arising
fromaccidents on our property or relating to our operations other than third
party liability insurance with respect to certain transportation vehicl es.
Losses incurred or paynents required to be nmade by us, which are not fully
insured, may have a material adverse effect on our results of operations.

Ri sks Relating to the PRC

Government regulations may limt our activities and affect our business
oper ati ons.

The PRC government, though gradually liberalizing its regulation of oi
and petrochem cal industry, continues to exercise a certain degree of contro
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over the petrol eum and petrochemni cal industry in China by, anong others:

o licensing the right to explore and produce crude oil and natura
gas;

o publishing fromtine to tine guidance prices for gasoline, diese
and jet fuel;

o allocating and pricing of certain resources and services;

0 assessing taxes and fees payable, such as the recently inposed
special levy on revenues generated from sal es of donestically
produced crude oil when the realized price exceeds US$40 per barrel

o setting inmport and export quotas and procedures; and
o setting safety, environnental and quality standards.

As a result, we may face certain constraints on our flexibility and
ability to expand our business operations or to maxinize our profitability. Al so
see "-- Risks Relating to Sinopec Corp -- we may not be able to pass on al
i ncreases in our crude oil costs."

Sone of our devel opnent plans require conpliance with state policies
and regul atory confirmation and registration.

W are currently engaged in a nunber of construction, renovation and
expansi on projects. Some of our |arge construction, renovati on and expansion
projects are subject to governnental confirmation and registration. The timng
and cost of conpletion of these projects will depend on nunmerous factors,

i ncludi ng such confirmation and registration fromrel evant PRC gover nnent
authorities and general econonmic conditions in China. If any of our inportant
projects required for our future growth are not confirmed or registered, or not
confirmed or registered in a tinmely manner, our results of operations and
financial condition could be adversely inpacted.

Entry by China into the World Trade Organi zation significantly
i ncreases conpetition fromforeign conpanies in our |ines of business.

Chi na becane a nmenber of the Wrld Trade O ganization ("WO') in
Decenber 2001. In entering the WIQ, China has agreed to significantly reduce the
trade barriers over time for inports that have historically existed and that
currently exist in China such as:

o granting foreign-owned conpanies the right to inport into China
crude oil and refined petrol eum products through conpani es
aut hori zed by the PRC governnent;

o permtting foreign conpanies to distribute and market refined
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petrol eum products in both retail and whol esal e narkets in China;
and

o significantly reducing tariffs on refined petrol eum products and
petrocheni cal products.

As the refined petrol eum product whol esal e market is expected to open
to foreign producers in 2006, we will face nore conpetition in refined petrol eum
products market. Such increased foreign conmpetition may have an adverse effect
on our results of operations.

Government control of currency conversion and exchange rate fluctuation
may adversely affect our operations and financial results.

We receive substantially all of our revenues in Renninbi. A portion of
such revenues will need to be converted into other currencies to neet our
foreign currency needs, including but not limted to:

o inport of crude oil and other materials;
o debt service on foreign currency-denoni nated debt;
o purchases of inported equi pnent; and

o paynment of any cash dividends declared in respect of the H shares
(i ncl udi ng ADS)

The existing forei gn exchange regul ati ons have significantly reduced
government foreign exchange controls for transactions under the current account,
i ncluding trade and service related foreign exchange transacti ons and paynent of
di vi dends. Foreign exchange transactions under the capital account, including
princi pal paynents in respect of foreign currency-denoni nated obligations,
continue to be subject to significant foreign exchange controls and require the
approval of the State Adnministration of Foreign Exchange. These linitations
could affect our ability to obtain forei gn exchange t hrough debt or equity
financing, or to obtain foreign exchange for capital expenditures. The PRC
government has stated publicly that it intends to make the Renminbi freely
convertible in the future. However, we cannot predict whether the PRC governnent
will continue its existing foreign exchange policy and when the PRC governnment
will allow free conversion of Renm nbi

The val ue of the Renmi nbi against the US dollar and other currencies
may fluctuate and is affected by, anong other things, changes in China's
political and econonic conditions. The conversion of Renminbi into foreign
currencies, including US dollars, has historically been set by the People's Bank
of China. On July 21, 2005, the PRC governnent changed its policy of pegging the
val ue of the Renminbi to the US dollar. Under the new policy, the Renminbi is
permtted to fluctuate within a band agai nst a basket of certain foreign
currencies. This change in policy resulted initially in an approximately 2.0%
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appreciation in the value of the Renm nbi against the US dollar. Since the
adoption of this new policy, the value of Renm nbi against the US dollar has
fluctuated on a daily basis within narrow ranges, but overall has further
strengt hened agai nst the US dollar. There remains significant internationa
pressure on the PRC governnent to further liberalize its currency policy, which
could result in a further and nore significant appreciation in the value of the
Renni nbi agai nst the US dollar. As we outsource a significant portion of our
crude oil requirenment which are benchmarked to US dol | ar-denoni nat ed
international prices, fluctuations in the value of the Renm nbi against the US
dollars and certain other foreign currencies may affect our crude oil costs. In
addition, any significant revaluation of the Renm nbi nay have a nmaterial effect
on our revenues and financial conditions, and the value of, and any divi dends
payabl e on, our ADSs in foreign currency terns.

Enf orcement of sharehol der rights; mandatory arbitration

Currently, the primary sources of shareholder rights are our articles
of association, the PRC Conpany Law and the Listing Rules of the Hong Kong Stock
Exchange, whi ch, anong ot her things, inmpose certain standards of conduct,
fai rness and disclosure on us, our directors and our controlling shareholder. In
general, their provisions for protection of shareholder's rights and access to
information are different fromthose applicable to conpanies incorporated in the
United States, the United Kingdom and other Wstern countries. In addition, the
mechani sm for enforcenent of rights under the corporate framework to which we
are subject may al so be relatively undevel oped and untested. To our know edge,
there has not been any published report of judicial enforcenent in the PRC by H
share sharehol ders of their rights under constituent docunents of joint stock
limted conpani es or the PRC Conmpany Law or in the application or interpretation
of the PRC or Hong Kong regul atory provisions applicable to PRC joint stock
limted conpani es. W cannot assure you that our sharehol ders w Il enjoy
protections that they nay be entitled in other jurisdictions.

Chi na does not have treaties providing for the reciprocal recognition
and enforcenent of judgnents of courts with the United States, the United
Ki ngdom or npbst ot her Western countries, and therefore recognition and
enforcenent in China of judgnments of a court in any of these jurisdictions in
relation to any matter not subject to a binding arbitration provision may not be
assured. Qur articles of association as well as the Listing Rules of the Hong
Kong Stock Exchange provide that npst disputes between holders of H shares and
us, our directors, supervisors, officers or holders of donestic shares, arising
out of the articles of association or the PRC Conpany Law concerning the affairs
of our conpany or with respect to the transfer of our shares, are to be resol ved
through arbitration by arbitration organi zations in Hong Kong or China, rather
than through a court of law. On June 18, 1999, an arrangement was nmade between
Hong Kong and the PRC for the nutual enforcenent of arbitral awards. This new
arrangenent was approved by the Suprene People's Court of the PRC and the Hong
Kong Legi sl ative Council, and becanme effective on February 1, 2000. So far as we
are aware, no action has been brought in China by any sharehol der to enforce an
arbitral award, and we are uncertain as to the outcone of any action brought in
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China to enforce an arbitral award granted to sharehol ders.
| TEM 4. | NFORMATI ON ON THE COVPANY
A. HI STORY AND DEVELOPMENT OF THE COVPANY

Qur legal and conmercial nane is China Petrol eum & Cheni ca
Corporation. Qur head office is located at A6, Huixi ndong Street, Chaoyang
District, Beijing 100029, the People's Republic of China and our telephone
nunber is (8610) 6499-0060 and our fax nunber is (8610) 6499-0022. W have
appoi nted SI NOPEC USA Inc., 150 E. 52nd St., 28th Fl., New York, NY 10022, USA
(tel ephone nunber: (212) 759-5085) as our agent for service of processes for
actions brought under the U S. securities |aws.

W were established as a joint stock Iimted conpany on February 25
2000 under the Conpany Law of the PRC with Sinopec G oup Conpany as the sole
sharehol der. Qur principal businesses consist of petroleum and petrocheni ca
busi nesses transferred to us by Sinopec Group Conpany pursuant to a
reorgani zati on agreenent. Such busi nesses incl ude:

o exploration for, devel opnent, production and nmarketing of crude oi
and natural gas;

o refining of crude oil and marketing and distribution of refined
petrol eum products, including transportation, storage, trading
i mport and export of petrol eum products; and

o production and sal es of petrochemni cal products.

Si nopec Group Conpany's continuing activities consist, anong ot her
t hi ngs, of:

0 operating certain petrochemcal facilities, small capacity
refineries and retail service stations retai ned by Sinopec G oup
Conpany;

o providing physical geography exploration, and well drilling, survey,
| oggi ng and downhol e operational services;

o nmanufacturing production equi prent and providi ng equi pnent
mai nt enance servi ces;

o providing construction services;
o providing utilities, such as electricity and water; and

o providing other operational services including transportation
servi ces.
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Si nopec G oup Conpany transferred the businesses to us either by
transferring its equity holdings in subsidiaries or by transferring their assets
and liabilities. Sinopec Group Conpany al so agreed in the reorganization
agreement to transfer to us its exploration and production |icenses and al
rights and obligations under the agreenents in connection with its core
busi nesses transferred to us. The enployees relating to these assets were al so
transferred to us.

In order to expand our core businesses, prevent conpetition anong
menbers of the same group and reduce related party transactions, since 2001 we
have acquired consecutively from Si nopec G oup Conpany Sinopec National Star,
Si nopec Maomi ng, Tahe Petrochenical and Xi'an Petrochemnical, Petrochem cal and
Cat al yst Assets, certain refining facilities and petrol stations. W have al so
sol d and di sposed of certain auxiliary assets.

We privatized Sinopec Beijing Yanhua Petrocheni cal Conpany Linited
(Beijing Yanhua) by way of merger by absorption through Beijing Feitian
Petrochem cal Co., Ltd. (Beijing Feitian), a wholly owned subsidiary of ours
established for the purpose of such nerger. |In accordance with the Agreenent of
Merger by Absorption between Beijing Feitian and Beijing Yanhua dated Decenber
29, 2004, during the year ended December 31, 2005, Beijing Feitian conpleted the
purchase of the publicly-held shares of Beijing Yanhua fromthe public
sharehol ders at HK$3.80 per share in cash, and the aggregate consideration for
such nmerger is approxi mately HK$3.846 million (RVB 4.076 billion). The merger
becane effective in June 2005

We privatized Sinopec Zhenhai Refinery and Chemicals Co., Ltd. (ZRCC
by way of nerger by absorption through Ni ngbo Yonglian Co., Ltd. (N ngbo
Yonglian), a wholly owned subsidiary of ours established for the purpose of such
merger. In accordance with the Agreenent of Merger by Absorption between ZRCC
and Ningbao Yonglian signed on Novenber 12, 2005, N ngbo Yonglian purchased the
listed H shares of ZRCC fromits shareholders at HK$ 10. 60 per share in cash
the total consideration being HK$ 7.672 billion. The proposed nerger was
approved on January 12, 2006 at the general neeting of shareholders and the
general neeting of independent sharehol ders of ZRCC and has been approved by the
shar ehol ders of N ngbo Yonglian. ZRCC was delisted fromthe Hong Kong Stock
Exchange on March 24, 2006

On February 25, 2006, our board of directors approved voluntary
all -cash tender offers to acquire all the publicly-held shares of Sinopec Qlu
Petrochem cal Co., Ltd. at a price of RVMB 10.18 per share, all the publicly-held
shares of Sinopec Yangzi Petrochemical Co., at a price of RVMB 13.95 per share,
all the publicly-held shares of Sinopec Zhongyuan oil & Gas Hi-tech Co., Ltd. at
a price of RVB 12.12 per share, all the publicly-held shares of Sinopec Shengl
Ol Field Dynamic (G oup) Co., Ltd. at a price of RVB 10.30 per share and al
the non-tradabl e shares of Sinopec Shengli Gl Field Dynamc (G oup) Co., Ltd.
hel d by other investors at a price of RVMB 5.60 per share. Qur tender offers
becane effective on April 6, 2006. Consequently, shares of each of Sinopec
Yangzi Petrochemnmical Co., Sinopec Zhongyuan G| & Gas Hi-tech Co., Ltd. and

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (24 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

Si nopec Shengli G| Field Dynamic (G oup) Co., Ltd. have been delisted from
Shenzhen stock exchange as of April 21, 2006, and shares of Sinopec Qlu
Petrochem cal Co., Ltd. has been delisted from Shanghai Stock Exchange as of
April 24, 2006. W expect to pay an aggregate of RVB 14.3 billion to the holders
of the above shares if all of their shares are tendered to us.

B. BUSI NESS OVERVI EW
Expl orati on and Production
Overvi ew

We currently explore for, devel op and produce crude oil and natural gas
in a number of areas across China. As of Decenber 31, 2005, we held 204
production licenses with terns ranging from7 to 55 years. Qur production
i censes are renewabl e upon our application 30 days prior to expiration. During
the term of our production |license, we pay an annual production |icense fee of
RMVMB 1, 000 per square kil oneters.

As of Decenber 31, 2005, we held 356 exploration licenses for various
bl ocks in which we engaged in exploration activities. The maxi numterm of our
exploration licenses is 7 years. Qur exploration |icenses may be renewed upon
our application 30 days prior to expiration of the original termw th each
renewal for a two-year term W are obligated to nake an annual mi ni num
exploration investnment relating to the exploration blocks in respect of which
the exploration licenses are issued. In addition, we are also obligated to pay
an annual exploration license fee starting from RVB 100 per square kil oneter up
to RVMB 500 per square kiloneter. W are entitled under state |aws and
regulations to apply for reduction and exenption of exploration |license fee for
exploration in the western regi on, ocean and northeast region of the PRC

Properties

We currently operate 16 oil and gas producing fields, each of which
consi sts of many oil and gas producing blocks and all of which are located in
Chi na.

Shengli oilfield is our nbst inportant producing oil field and the
second | argest producing oil field in China. It consists of 68 producing bl ocks
of various sizes extending over an area of 61,000 square kiloneters in northern
Shandong province. Mst of blocks are located in the Jiyang trough with various
oi |l producing levels.In 2005, Shengli field produced 191 nillion barrels of
crude oil and 31.08 billion cubic feet of natural gas, with an average daily
producti on of 538 thousand barrel s-of-o0il equival ent, accounting for
approxi mately 62.2% of our total crude oil and natural gas production for the
year.

We di scovered Puguang gas field in northeast Sichuan Province, which is
estimated to be the | argest and nost abundant marine facies natural gas field in
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China. W have prepared a phase | devel opnent plan, which plans to achi eve

comrercial production of nore than 4 billion cubic neters per annum of natura
gas by 2008 and 8 billion cubic neters per annum by 2010. In connection with the
contenpl ated project, we plan to build a natural gas pipeline fromnortheast

Si chuan Province to Jinan, Shandong Province. The government has approved us to

proceed with preparatory work for the project.

Ol and Natural Gas Reserves

Qur estimated proved reserves of crude oil and natural gas as of

Decenber 31, 2005 were 3,786 million barrels-of-oil equivalent, (including 3,294

mllion barrels of crude oil and 2,952 billion cubic feet of natura
esti mated proved reserves do not include additional quantities recoverable

Cur

beyond the termof the rel evant production licenses, or that nay result from
extensions of currently proved areas, or from application of inproved recovery

processes not yet tested and determined to be economi cal

The following tables set forth our proved oil and gas reserves as of

and for the years ended Decenber 31, 2003, 2004 and 2005.
<TABLE>
<CAPTI ON>

Proved devel oped and undevel oped reserves (crude oil)

<S>

Begi nni ng Of year. . ... ... ..
Revisions of previous estimates. ............. . i,
I MPrOVEd FECOVEI Y. ottt e e e et e e e e e
Extensions and di SCOVEeri €S. . ... ..t e

ProduCti ON. . .
End Of year. ... ...
Proved devel oped reserves (crude oil)

Begi Nning Of year........ ...
End Of year. ... ...
Proved devel oped and undevel oped reserves

Begi nni ng of year. . ... ... ..
Revisions of previous estimates.............. .. ...
Ext ensi ons and di SCOVEri ©S. . ...ttt

Product i ON. . ... e

ENd Of year. ... ...
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As of and For the Years
Ended Decenber 31

2003 2004 2005
(inmllion barrels)
<C <C <C
3,320 3, 257 3,267
(81) 23 26
143 127 142
146 134 138
(271) (274) (279)
3, 257 3, 267 3,294
(in mllion barrels)

2,732 2,786 2,808
2,786 2,808 2,870
(in billion cubic feet)

3, 329 2,888 3,033
(649) (95) (42)

396 447 183
(188) (207) (222)
2,888 3,033 2,952
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Proved devel oped reserves (natural gas) (in billion cubic feet)

Begi Nning Of year. .. ... ... 1, 056 1, 249 1, 398
End Of year. ... ... 1, 249 1, 398 1, 557
</ TABLE>

The following tables set forth proved devel oped and undevel oped crude
oil and natural gas reserves of our primary oil and gas producing fields as of
Decenber 31, 2003, 2004 and 2005.
<TABLE>
<CAPTI ON>

As of Decenber 31,

(in mllion barrels)
Proved devel oped and undevel oped crude oil reserves

<S> <C <C <C

Shengl i ..o 2,271 2, 307 2, 362
ZNONGYURAN. .« . ottt et e e e e e e e 427 346 314
XDl . 167 218 238
Henan. . .. 184 173 154
Tl ANGSU. . ot e e e 108 112 112
L 1= 100 112 114
Tot Al . 3, 257 3, 267 3,294

2003 2004 2005
(in billion cubic feet)

Proved devel oped and undevel oped natural gas reserves

Shengl i ..o 309 357 322
ZNONGYURAN. .« . oot e et e e e e e 567 512 383
X DI . 77 67 95
Tl ANGSU. .« ot e 7 9 9
O her S L) . ot 1,928 2,088 2,143
Total . 2, 888 3,033 2,952

</ TABLE>

Note: (1) indicates proved devel oped and undevel oped natural gas
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reserves primarily from Xi nan and Huabei gas fi el ds.
G| and Natural Gas Production

In 2005, we produced an average of 865,000 barrels-of-oil equival ent
per day, of which approxi mately 88.29% was crude oil and 11.71% was natural gas.
The followi ng tables set forth the average daily production of crude oil and
natural gas for the years ended Decenber 31, 2003, 2004 and 2005.

<TABLE>
<CAPTI ON>

For the Years Ended Decenber 31,

(in thousand barrels)
Average daily crude oil production

<S> <C <G <C
Shengl i .. 518 519 524
ZNONGYUAN. . . ottt et e e e e e e 70 65 62
Xi DI . e 59 69 82
Henan. . . 36 37 36
JiANGSU. « . 31 31 32
[ A =T 28 28 28
Total Producti On....... ... ... e e e e 742 749 764

(in mllion cubic feet)
Average daily natural gas production

Shengl i . .o 78 87 85
ZNONgyUaN. . .. 165 169 161
Xi DI o e 44 47 50
HENaAN. . . o 10 11 10
T ANGSU. o .t 9 5 6
X NaN. . 165 185 203
L B = 43 63 94
Total ProduCtion. . ... ... .. ... e 514 567 608
</ TABLE>

Lifting Cost & Realized Prices

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (28 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

The following table sets forth our average lifting costs per
barrel -of-0il equival ent of crude oil and natural gas produced, average sal es
prices per barrel of crude oil and average sales prices per thousand cubic
meters of natural gas for the years ended Decenber 31, 2003, 2004 and 2005

<TABLE>
<CAPTI ON>
Tot al Shengl i O hers
(RVB) (RVB) (RVB)
For the year ended Decenber 31, 2005
<S> <G <C <C
Average petroleumlifting cost per BOE. ............. ... ... 66. 44 66. 35 66. 58
Average realized sales price...... ...
Per barrel of crude oil...... ... .. . . . . . . . . 375. 30 379.01 366. 98
Per thousand cubic neters of natural gas..................... 673.01 880. 91 656. 56
For the year ended Decenber 31, 2004
Average petroleumlifting cost per BCE. ......... ... ... ... .. 55. 64 55. 14 56. 55
Average realized sales price....... ...
Per barrel of crude oil..... ... . . . . . . 275. 56 279. 37 266. 78
Per thousand cubic neters of natural gas...................... 615. 53 718. 21 606. 01
For the year ended Decenber 31, 2003
Average petroleumlifting cost per BCE. ........ ... .. ... ... ... 53. 57 53. 49 53. 65
Average realized sales price.......... .. i
Per barrel of crude oil..... ... .. . . . . . . . 228. 20 230. 76 222.15
Per thousand cubic neters of natural gas...................... 595. 75 584. 90 596. 66
</ TABLE>

Expl orati on and Devel opnent Activities

The following table sets forth the nunbers of our exploration and
devel opnent wells, including a breakdown of successful or productive wells and
dry holes we drilled during the years ended Decenmber 31, 2003, 2004 and 2005.

<TABLE>
<CAPTI ON>
Tot al Shengl i Xi bei O hers
For the year ended Decenber 31, 2005
Expl orati on
<S> <C <C <G <C
-- Successful ... 256 109 14 133
-- Dry holes. ... ... e 289 91 16 182
Devel opment
-- Productive. ... ... ... ... 2,327 970 82 1, 275
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-- Dry holes. ... 21 1
For the year ended Decenber 31, 2004
Expl orati on
-- Successful ... .. 300 149
-- Dry holes. ... .. 290 51
Devel oprent
-- Productive. ... ... ... .. 2, 365 999
-- Dry holes. ... 17 -
For the year ended Decenber 31, 2003
Expl orati on
-- Successful ... 295 151
-- Dry holes. ... 265 88
Devel opnent
-- Productive. ... ... ... 1, 880 909
-- Dry holes. ... e 10 4
</ TABLE>

The following table sets forth the nunbers of our devel opnent crude oil

and natural gas wells as of Decenber 31, 2005.
<TABLE>
<CAPTI ON>
As of Decenber
Tot al Shengl i
Crude oil devel opment wells
<S> <C <C
- Total . 29, 072 17, 558
-- Productive. ... ... ... . 23,614 13, 751
Nat ural gas devel opnent wells
- oTotal .. 2,094 341
-- Productive. ... ... . 1, 667 124
</ TABLE>
Ref i ni ng
Overvi ew
We processed approximately 139.9 mllion tonnes of crude oil in 2005,

representing approximately 47.5% of China's total crude oil throughput. W
produce a full range of refined petrol eum products. The following table sets
forth our production of our principal refined petroleum products for the years
ended Decenber 31, 2003, 2004 and 2005.

<TABLE>
<CAPTI ON>
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For

2003
<S> <C
Gasoline. . ... 21. 7
Diesel ... 41.7
Kerosene including jet fuel.................... 5.3
Li ght chem cal feedstock....................... 16.5
Lubricant. .. ... .. .. . 1.0
Liquefied petroleumgas.......... .. ... ........ 6.2
Fuel oil ... .. 7.3
</ TABLE>

Gasol i ne and di esel are our |argest
sold nostly through our marketing and distribution segnent through
whol esal e and retail channels. W use nopbst of our
feedstock as feedstock for our own chem ca
of ot her
i ndustria

operations. Mst of our

and agricultural custoners, and a snall anmount are expor

Refining Facilities

We operate 26 refineries in China, all

princi pal market. As of Decenber 31, 2005,

revenue produci ng products,

production of chemnica

the Years Ended Decenber 31,
2004 2005
(in mllion tonnes)
<C <C
23.6 23.0
50.9 54.9
6.4 6.6
17.7 21.1
1.3 1.3
7.1 7.4
7.8 6.9
and are
bot h
production

refined petrol eum products are sold donestically to a wide variety of

t ed.

of which are located in our
our consolidated primary distillation

capacity was 160 million tonnes per annum The followi ng table sets forth our

total primary distillation capacity per annum and crude oi
and for the years ended Decenber 31, 2003, 2004 and 2005.

<TABLE>
<CAPTI ON>

<S>

Primary distillation capacity (nmillion tonnes per annum
Crude oil throughputs (mllion tonnes)
</ TABLE>

In 2005, neasured by the tota
gasoline yield was 16.4% overall diesel yield was 39.2% overal
was 4.71% and overall |ight chem cal feedstock yield was 15. 1%
i nclude lubricant, liquefied petroleum gas, solvent, asphalt,
paraffin and fuel oil. "Yields" represents the nunber of tonnes of
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out put fromour refineries,

t hr oughput s as of

As of and for the Years Ended Decenber 31
2003 2004 2005
<C <C <C
142. 3 155. 2 160. 1
116. 3 132.9 139.9
our overal

kerosene yield
O her products
pet r ol eum coke,

a refined
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petrol eum product expressed as a percentage of the nunber of tonnes of our crude
oi |l throughput. For the years ended Decenber 31, 2003, 2004 and 2005, our

overall yield for all refined petroleum products at our refineries was 92.63%
93. 09% and 93. 24% respectively.

The following table sets forth the primary distillation capacity per
annum and crude oil throughput as of and for the years ended Decenber 31, 2003,
2004 and 2005 of each of our 13 large refineries.

<TABLE>
<CAPTI ON>
As of and for the Years Ended Decenber 31,
2003 2004 2005
Primary Primary Primary
Distillation Crude Q| Distillation Crude Q| Distillation Crude Q|
Refi nery Capacity Thr oughput Capacity Thr oughput Capacity Thr oughput
(in mllion tonnes)
<S> <C <C <C <C <C <C
Maomi ng. ...... 13.5 11. 09 13.5 13. 22 13.5 12.7
Zhenhai ....... 17.0 13. 63 20.0 15. 95 20.0 17.1
Qlu.......... 10.5 7.95 10.5 8.76 10.5 10.0
Yanshan....... 8.0 7.01 8.0 7.83 8.0 8.0
Guangzhou. . . .. 7.7 6. 85 7.7 7.38 7.7 6.7
Gaogi ao. . ..... 10.0 8.42 11.0 9. 05 11.0 10.1
Jinling....... 10.5 7.15 13.0 8.22 13.0 10.7
Tianjin....... 5.0 4.68 5.0 4.94 5.0 4.7
Yangzi........ 8.0 6. 26 8.0 6. 38 8.0 7.8
Shanghai . .. ... 8.8 8.61 8.8 9.11 14.0 9.5
Changling..... 5.0 3.52 5.0 4. 30 5.0 4.1
Luoyang....... 5.0 4. 57 5.0 5.21 6.5 4.6
Jinmen........ 5.0 3.18 5.0 3. 67 5.0 3.9
</ TABLE>

In 2005, we revanped and put on stream 18 sets of refining units to
i ncrease our refining capacity and to inprove our refined petrol eum product
quality. Qur hydro-refining capacity and coking capacity increased by 3.73
mllion tonnes per annumand by 2.8 million tonnes per annum respectively, as
of the end of 2005 over that at the end of 2004. In addition, we have conpl eted
the construction of the N ngbo-Shanghai-Nanjing pipeline for inported crude oi
and have put it into comercial operation in 2005.

Sources of Crude O |
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Qur nost inportant raw material is crude oil. The follow ng table sets
forth the sources of our crude oil supply for the years ended Decenber 31, 2003,
2004 and 2005.

<TABLE>
<CAPTI ON>
For the Years Ended Decenber 31
2003 2004 2005

Sour ce of Supply (in mllion tonnes)
<S> <C <C <C
Self-supply..................... 28.2 28.1 28. 6
PetroChi na Company Ltd.......... 13.1 10. 3 8.8
CNOOC Ltd.........coiviii . 5.6 6.7 5.1
Import. ... ... . .. 71.1 89.0 99.1

Total ........ ... ... ... ... ... 118.0 134.2 141. 6
</ TABLE>

Mar keting and Sal es of Refined Petrol eum Products
Overvi ew

We operate the | argest sales and distribution systemfor refined
petrol eum products in China. In 2005 we distributed and sold in China
approximately 104.6 million tonnes of gasoline, diesel and kerosene incl uding
jet fuel, representing a market share of approxinmately 63.6%in China. O our
total sales volune of gasoline, diesel and kerosene including jet fuel, 63.5
mllion tonnes were sold through service stations that we wholly or jointly
owned, |eased and operated, 20.4 nillion tonnes were sold through our direct
sal es network, and the renmaining 20.7 nmllion tonnes were sold through our
whol esal e net wor k.

In 2005, we conpleted and put into operation a refined petrol eum
products pipeline in Southwest China, which we expect to reduce our
transportation cost of refined petroleum products sold in that market. To
further strengthen our refined petrol eum products retail network and inprove our
brand awareness and customer loyalty, in 2005, we added a net of 786 service
stations through construction or acquisition and renovated a nunber of our
exi sting service stations.

Most of the refined petrol eum products sold by us are produced
internally. In 2005, approximately 76.6% of our gasoline sales volunme and
approxi mately 83.8% of our diesel sales volunmes were produced internally.

Ret ai

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f .txt (33 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

Al of our retail sales are made through a network of service stations
and petrol eum shops whi ch operate under the Sinopec brand. Through this unified
network we are nore able to inplenent consistent pricing policies, maintain both
product and service quality standards and nore efficiently deploy our retai
net wor k.

In 2005, we sold approximately 63.5 nmillion tonnes of gasoline and
di esel through our retail network, representing approximately 64.4% of our total
gasoline and di esel sales volune. Qur retail market share in 2005 was
approximately 76.7%in our principal market. As of Decenmber 31, 2005, our retai
network consists of 27,367 service stations, which are wholly-owned and operat ed
by us or non-whol|ly-owned and operated or |eased by us, and 2,280 franchised
service stations that are owned and operated by third parties.

Most of our wholly-owned service stations are located in central
commercial districts or relatively heavy traffic areas. They typically have
| onger operating histories compared with other service stations and, therefore,
often enjoy better brand nanme recognition and hi gher sal es volune. The average
gasoline and di esel sales volunme of our operated service stations per annum was
1,686 tonnes, 2,003 tonnes and 2, 321 tonnes, respectively, for the years ended
Decenber 31, 2003, 2004 and 2005.

Di rect Sal es

In 2005, we expanded the direct sales market for nedi um and snal |
comrerci al custoners and sold approximately 20.4 nillion tonnes of refined
petrol eum products, including 3.1 million tonnes of gasoline and 17.1 nmillion
tonnes of diesel, through direct sales to those commercial custoners such as
i ndustrial enterprises, hotels, restaurants and agricul tural producers.

Whol esal e

In 2005, we sold approximately 20.7 million tonnes of gasoline, diesel
kerosene including jet fuel through whol esal e channels, representing
approxi mately 19.8% of our total sales volune of gasoline, diesel, and kerosene
including jet fuel. Qur whol esal e sales include sales to | arge commercial or
i ndustrial custoners and i ndependent distributors as well as sales to certain
speci al custoners designated by the governnent.

We sold approximately 11.7 million tonnes of gasoline, diesel and
kerosene including jet fuel to certain special custoners designated by the
government, representing approxi mately 56.7% of our aggregate whol esal e vol une
of these products in 2005. These special custoners include the nmlitary,
railway, airlines, marine and utility industries and these sales are nade at
prices and in volumes directly or indirectly deternmi ned by the PRC governnent.
Anong our sales to these special custoners, we sold approxi nately 836,000 tonnes
of gasoline, 5.3 mllion tonnes of diesel, 5.6 mllion tonnes of kerosene
including jet fuel, representing, respectively, 2.8% 7.7% and 93.8% of our
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total sales volunme of the respective products.

O our whol esal e sales in 2005, we sold approximately 8.9 nillion
tonnes of gasoline, diesel and kerosene including jet fuel through whol esale
centers located in the 19 provinces in our principal market and our three branch
sal es conpani es outside our principal narket, representing 43.3% of our tota
whol esal e vol une of these products. Mst sales by the whol esale centers are nade
to large comercial or industrial custoners and independent distributors from
various industries such as public transportation, tourismand agricultura
i ndustri es.

Thr ough our whol esal e centers, we operate 495 storage facilities with a
total capacity of approximately 12.8 million cubic neters, substantially all of
whi ch are whol | y-owned by us. Qur whol esal e centers are connected to our
refineries by railway, waterway and, in sonme cases, by pipelines. W also own
some dedicated railways, oil wharfs, oil barges, rail tankers and oil trucks.

Chem cal s
Overvi ew

We are the |argest petrochemical producer in China. W produce a ful
range of petrochenical products including internediate petrochenicals, synthetic
resins, synthetic fiber nonomers and polyners, synthetic fibers, synthetic
rubber and chemical fertilizers. Synthetic resins, synthetic fibers, synthetic
rubber, chem cal fertilizers and sone internediate petrochemicals conprise a
significant majority of our external sales. Synthetic fiber nononers and
pol yners and intermedi ate petrochenicals, on the other hand, are nostly
internally consuned as feedstock for the production of other chem cal products.
Qur chemical operations are integrated with our refining businesses, which
supply nost of our chenical feedstock such as naphtha. Because of strong
domesti c dermand, nost of our petrochem cal products are sold in the donestic
mar ket .

The following table sets forth our production of najor chemca
products for the years ended Decenber 31, 2003, 2004 and 2005.

<TABLE>
<CAPTI ON>
For the Years Ended Decenber 31
2003 2004 2005
(in thousand tonnes)
<S> <C <C <C
Bt hyl ene. . ... 3,982 4,074 5,319
Synthetic resSiNs. . ... . 5, 805 6, 221 7, 605
of which: performance conpound resins..................... 2,707 3,034 3,498
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Synthetic rubbers. . ... ... . . . 553 561
Mononers and polyners for synthetic fibers..................... 5,633 6, 021
Synthetic fibers, 1, 659 1, 654

of which: differential fibers........ ... ... ... ... .......... 623 753
- 2,028 2,630
</ TABLE>

Note: (1) The operational data for 2003 and 2004 include the production of
Maomi ng Et hyl ene, and that of various chenical assets acquired from
Si nopec Group i n 2004.

(2) The operational data for 2005 include the production of the two joint
venture ethylene facilities, Shanghai Secco and BASF- YPC

Pr oduct s
| nt ernedi at e Petrochem cal s

W are the | argest ethylene producer in China. In 2005, Shanghai SECCO
Petrochem cal Co., Ltd., our ethylene joint venture with BP, and BASF- YPC Co.
Ltd., our ethylene joint venture with BASF, both comrenced production and
significantly increased our ethylene capacity. Qur rated ethyl ene capacity,

i ncluding those of our two joint ventures, was 5.395 nmillion tonnes per annum
whi ch represented 69.4% of the total donestic ethylene capacity, as of Decenber
31, 2005. In 2005, we produced 5.32 nillion tonnes of ethylene, representing
approximately 70.4% of the total donestic output. Nearly all of our ol efins
production is used as feedstock for our petrochemnical operations.

We produce aromatics mainly in the forms of benzene and xyl ene, which
are used primarily as feedstock for purified terephthalic acid, or PTA, the
preferred raw material for polyester. W are the |argest aromatics producer in
Chi na.

Organic chemcals extracted mainly fromolefins and aromatics are al so
i nternedi ate petrochem cals and are essential raw materials for synthetic
resins, synthetic rubber and synthetic fibers. W are the | argest producer of
but anol, styrene, paraxyl ene, vinyl acetate, phenol and acetone in China.

The following table sets forth our rated capacity per annum production
vol ume and maj or plants of production as of or for the year ended Decenmber 31,
2005 for our principal internedi ate petrochem cal products.

<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Producti on Maj or Pl ants of Production
(thousand tonnes (t housand
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per annun tonnes)

<S> <C <C <C

Ethylene..................... 5,395 5,319 Yanshan, Shanghai, Yangzi, Qlu,
Maoni ng, Guangzhou, Tianjin and
Zhongyuan

Propylene.................... 4, 065 4,688 Yanshan, Shanghai, Yangzi, Qlu,
Maoni ng, Guangzhou, Tianjin,
Zhongyuan, Gaogi ao, Angi ng,
Jinan, Jingnen and Whan

Benzene......... ... .. ... ... 1, 950 1, 907 Yanshan, Shanghai, Yangzi, Qlu,
@uangzhou, Zhenhai, Tianjin and
Luoyang

Acetic acid.................. 130 103 Shanghai and Yangzi

Styrene.......... ... . 964 891 Yanshan, Q| u and Guangzhou

Xylene........... ... ... ....... 1, 868 1, 892 Shanghai, Yangzi, Qlu, Tianjin
and Luoyang

Phenol ....................... 350 347 Yanshan and Gaogi ao

</ TABLE>
Synt heti c Resins

Synthetic resins are a core downstream product group. Qur principa
synthetic resin products are polyethyl ene, polypropylene, polyvinyl chloride, or
PVC, and pol ystyrene. W are the |argest producer of polyethyl ene, polypropyl ene
and pol ystyrene in China. Synthetic resins are widely used in various sectors
i ncludi ng agriculture, construction, autonobile and consuner products
i ndustri es.

The following table sets forth our rated capacity per annum production
vol unmes and maj or plants of production for each of our principal synthetic
resins as of or for the year ended Decenmber 31, 2005.

<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Producti on Maj or Pl ants of Production
(thousand tonnes (t housand
per annumn t onnes)
<S> <C <C <C
Pol yethylene..................... 3, 493 3,523 Yanshan, Shanghai, Yangzi, Qlu,

Maom ng, Guangzhou, Tianjin and
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Zhongyuan

Pol ypropylene.................... 2,915 3,123 Yanshan, Shanghai, Yangzi
Guangzhou, Wihan, Jingmen, Qlu,
Maomi ng, Tianjin, Zhongyuan and

Fuj i an
Pol yvinyl chloride............... 600 586 Qlu
Pol ystyrene...................... 516 293 Yanshan, Q lu and Guangzhou
</ TABLE>
Synthetic Fi ber Mononers and Pol yners
Qur principal synthetic fiber nonomers and pol yners are purified
teraphthalic acid, ethylene glycol, acrylonitrile, caprolactam and pol yester
Based on our 2005 production, we are the |argest producer of all of these
synthetic fiber nonomers and pol yners except for acrylonitrile in China. Mst of
our production of synthetic fiber nononmers and polyners are used as feedstock
for synthetic fibers.
The following table sets forth our rated capacity per annum our
production volurme and naj or plants of production as of or for the year ended
Decenber 31, 2005 for each type of our principal synthetic fiber nmononmers and
pol yners.
<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Production Maj or Pl ants of Production
(thousand tonnes (thousand
per annum t onnes)
<S> <C <C <G
Purified teraphthalic acid....... 2,584 2, 655 Shanghai, Yangzi, Yizheng
Tianjin and Luoyang
Ethylene glycol .................. 1, 033 785 Yanshan, Shanghai, Yangzi and
Tianjin
Acrylonitrile.................... 510 418 Shanghai, Gaoqi ao, Angi ng and
Qlu
Caprolactam..................... 135 160 Shi j i azhuang and Bal i ng
Polyester ..................... 2,856 2,602 Yanshan, Shanghai, Yi zheng
Tianjin and Luoyang
</ TABLE>
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Synt hetic Fibers

We are the | argest producer of polyester and acrylic fibers in China.
Qur principal synthetic fiber products are pol yester fiber, acrylic fiber,
nyl on, vinylon fiber and pol ypropyl ene fiber.

The following table sets forth our rated capacity per annum production
vol ume and maj or plants of production for each type of our principal synthetic
fibers as of and for the year ended Decenber 31, 2005.

<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Producti on Maj or Pl ants of Production
(t housand tonnes (t housand
per annum t onnes)
<S> <C <C <G
Pol yester fiber................ 1, 462 1,192 Yi zheng, Shanghai, Tianjin and
Luoyang
Acrylic fiber.................. 315 369 Shanghai, Anging and Qlu
Nylon.......................... 18 3 Bal i ng
Pol ypropyl ene fiber............ 17 6 Shangha
</ TABLE>
Synt heti ¢ Rubbers
Qur principal synthetic rubbers are cis-pol ybutadi ene rubber, styrene
but adi ene rubber, or SBR, styrene butadi ene-styrene thernoplastic el astoner and
i sobut adi ene i soprene rubber, or Il R Based on our 2005 production, we are the
| argest producer of SBR and ci s-pol ybut adi ene rubber and the only producer of
IR in China.
The following table sets forth our rated capacity per annum production
vol ume and maj or plants of production as of or for the year ended December 31,
2005 for each of our principal synthetic rubbers.
<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Producti on Maj or Pl ants of Production
(thousand tonnes (t housand
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per annun tonnes)
<S> <C <C <C
Ci s- pol ybut adi ene rubber......... 202 281 Yanshan, Q lu, Maonm ng and Gaoqi ao
Styrene butadiene rubber......... 195 161 Yanshan, Q lu, Maom ng and Gaogi ao
St yrene- but adi ene- styrene 70 145 Yanshan
t hernopl astic elastoners ........
| sobul yl ene i soprene rubber...... 30 39 Yanshan

</ TABLE>
Cheni cal Fertilizers

We produce synthetic amonia and urea. Qur synthetic ammnia is used to
manuf acture urea, caprolactamand acrylic nitrile.

The following table sets forth our rated capacity per annum our
producti on volunme and nmaj or plants of production for amonia and urea as of or
for the year ended Decenber 31, 2005.

<TABLE>
<CAPTI ON>
Qur Rated Qur
Capacity Pr oducti on Maj or Pl ants of Production
(thousand tonnes (t housand
per annun tonnes)
<S> <C <C <C
Amonia. . ... . 2,135 1, 091 Zhenhai, Jinling, Anging,
Jiujiang, Qlu, Hubei and Baling
Uea........ooiiiiiiniin.. 3,610 1, 780 Zhenhai, Jinling, Anging
Jiujiang, Qlu, Hubei and Baling
</ TABLE>

Mar keting and Sal es of Petrochenicals

Price and volune of petrochenical sales are prinmarily market driven
The sout hern and eastern regions in China, where nost of our petrochem ca
plants are | ocated, constitute the major petrochem cal nmarket in China. Qur
proximty to the major petrochenical market gives us a conpetitive geographic
advant age over our conpetitors.

Qur principal sales and distribution channels consist of direct sales
to end-users, nobst of which are | arge and nedi um si ze manufacturing enterprises,
and sales to distributors in our national sales network. In 2005, we sold
approxi mately 53.8% of our petrochenical products directly to end-users and
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46. 2% to our distributors

In 2005, we established a specialized sales conpany for chenica
products. Through the chemicals sal es conpany, we intend to integrate our
conpany-w de chem cal s marketing and branding strategies and optim ze our
| ogi stical support to and resource allocation in chenmicals sales, so as to
better | everage on our |eading nmarket position to enhance our overal
profitability in our chem cals segment.

Conpetition
Expl oration and Production

Because our production of crude oil has only constituted approxi nately
19. 8% of our crude oil requirenents, we generally do not conpete for crude oi
customers. However, we conpete with other market participants such as PetroChi na
and CNOOC for the acquisition of desirable crude oil and natural gas prospects

Refining and Marketing of Refined Petrol eum Products

Mar ket participants conpete primarily on the basis of quality of
products and service, efficiency of operations including proxinmty to custoners
and awar eness of brand nane. Wiile we constantly face conpetition from
PetroChi na and ot her market players, we believe that we have a conpetitive
advantage in our principal nmarket over our conpetitors in nost of these aspects.

We expect conpetition in the refined petrol eum products narket to
i ncrease substantially when China fully opens its refined petrol eum product
market to foreign conpanies at the end of 2006. These conpetitors are likely to
be |l arge, reputable foreign conpani es producing quality products at conpetitive
prices. There can be no assurance that such foreign conpetition will not
adversely affect our existing market position and our results of operations in
our refined petrol eum products busi ness.

Chemi cal s

We conpete with domestic and foreign chemicals producers in the
chemi cals market. W believe our proximty to custoners has given us significant
conpetitive geographi cal advantages. Mst of our petrochenical production
facilities are located in the eastern and southern regions in China, an area
whi ch has experienced higher econonmic growh rates in China in the past two
decades. Proximty of our production facilities to our markets has given us an
advant age over our conpetitors in terms of easy access to our custoners,
resulting in [ower transportation costs, nore reliable delivery of products and
better service to custoners.

Pat ents and Tradenar ks

In 2005, we applied for 835 patents in China, of which 662 have been

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (41 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

granted patent rights. As of Decenber 31, 2005, we owned a total of 2,582
patents in China. In addition, Sinopec Goup Conpany owned a total of 3,148
patents in China as of Decenber 31, 2005. W may use certain patents of Sinopec
G oup Company under royalty-free |licenses. These patents expire fromtine to
time and cover many products, processes and product uses. W al so have
royalty-free licenses from Sinopec Group Conpany to use certain Sinopec G oup
Company' s trademarks and brands, including the "Sinopec" brand, for our products
and services. Qur trademark |icenses from Sinopec Goup Conpany are for a term
of ten years commencing on February 25, 2000, and the |icenses are renewabl e at
our option.

Regul atory Matters
Overvi ew

China's petrol eum and petrochenical industry has seen significant
liberalization in the past ten years. However, the exploration, production,
mar keting and distribution of crude oil and natural gas, as well as the
production, marketing and distribution of certain refined petrol eum products are
still subject to regulation of many government agencies including:

Nat i onal Devel opnent and Ref orm Conmi ssion (" NDRC")

The NDRC i s responsible for formulating and i npl enmenting key policies
in respect of petroleum and petrochenical industry, including:

o Formul ati ng gui dance plan for annual production, inport and export
amount of crude oil, natural gas and gasoline nationw de based on
its forecast on macro econom ¢ conditions in China;

o Publishing guidance prices for certain refined petrol eum products,
i ncl udi ng gasoline and di esel;

o Approving donestic and overseas resource investnent projects whose
capital expenditure is in excess of certain anount; and

0 Approving Sino-foreign cooperation projects that are in excess of
certain investnent linits.

The M nistry of Conmerce ("MOFCOM')

MOFCOM i s responsi bl e for exam ning and approvi ng production sharing
contracts, Sino-foreign equity joint venture contracts and Sino-foreign
cooperation joint venture contracts for oil and gas developrment within PRC. It
is also responsible to issue quotas and licenses for inport and export of crude
oil and refined oil

M nistry of Land and Resources ("MR")
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The MR is responsible for issuing the licenses that are required to
expl ore and produce crude oil and natural gas in China.

Regul ati on of Exploration and Production
Expl oration and Production Rights

The PRC Constitution provides that all mineral and oil resources bel ong
to the state. In 1986, the standing commttee of the National People's Congress
passed the M neral Resources Law which authorizes the Mnistry of Land and
Resources, or the MLR to exercise admnistrative authority over the exploration
and production of the mineral and oil resources within the PRC, including its
territorial waters. The Mneral Resources Law and its supplementary regul ations
provi de the basic |egal franmework under which exploration |icenses and
production licenses are granted. The MR has the authority to grant exploration
Iicenses and production |icenses on a conpetitive bidding or other basis it
consi ders appropriate. Applicants for these |icenses nust be conpani es approved
by the State Council to engage in oil and gas exploration and production
activities. Currently, only we, PetroChina, CNOOC and Yanchang
Petrol eum Group Ltd. have received such approval.

Applicants for exploration licenses nmust first register with the MR
bl ocks in which they intend to engage in exploration activities. The hol der of
an exploration license is obligated to make an annual m ni mum expl orati on
investnment relating to the exploration blocks in respect of which the license is
i ssued. Investnment ranges from RVB 2,000 per square kiloneter for the initia
year to RVMB 5,000 for the second year and to RVMB 10,000 for the third and
subsequent years. Additionally, the holder has to pay an annual exploration
Iicense fee of RVMB 100 per square Kkilonmeter for each of the first three years
and increases by an additional RVB 100 per square kil oneter per year for
subsequent years up to a maxi mum of RMB 500 per square kiloneter. The maxi num
termof an exploration license is 7 years. The exploration |icense may be
renewed upon application by the holder 30 days prior to expiration of the
original termwith each renewal for a two-year term

At the exploration stage, an applicant can also apply for a progressive
exploration and production license that allows the holder to test and devel op
reserves not yet fully proved. The progressive exploration and production
license has a maxi mumterm of 15 years. Upon the reserves becoming proved for a
bl ock, the holder nmust apply for a full production license in order to undertake
producti on.

The MR issues full production |licenses to applicants on the basis of
the reserve reports approved by relevant authorities. The maxi rumterm of a ful
production license is 30 years unless a special dispensation is given by the
State Council. Due to a special dispensation granted to us by the State Council
the maxi mumterm of our full production licenses is 55 years. The ful
production license is renewabl e upon application by the holder 30 days prior to
expiration. A holder of the full production |icense has to pay an annual ful
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production right usage fee of RVMB 1,000 per square kil oneter

Al'l conpani es approved by the State Council to engage in oil and gas
expl oration and production activities nmay apply for exploration and production
|l icenses for onshore and off-shore oil and natural gas resources w thout
geographi cal restrictions. Anong the major PRC oil and gas conpani es, we have
expl orati on and production |licenses for the exploration and production of both
onshore and offshore crude oil and natural gas resources in China, PetroChina
has the exploration and production |licenses for onshore crude oil and natura
gas in China and CNOOC has the exploration and production |licenses for offshore
crude oil and natural gas in China.

Expl oration and production |icenses do not grant the holders the right
to enter upon any land for the purpose of exploration and production. Hol ders of
expl oration and production |icenses nust separately obtain the right to use the
| and covered by the licenses, and current owners of the rights to use such |and
may transfer or |ease the land to the |icense hol der.

Price of Crude Q|

The PRC government no | onger regulates crude oil prices and generally
all ows crude oil producers and buyers to negotiate the prices. Any prem uns or
discounts in relation to the crude oil prices are subject to the agreenents
bet ween the parti es.

Vol umre and Price of Natural Gas

The NDRC fornul ates the annual natural gas supply guidelines which
require natural gas producers to distribute specified amount of natural gas to
specified fertilizer producers. The actual production |evel of natural gas
(excluding the anpbunt supplied to the fertilizer producers) is determ ned by the
natural gas producers thensel ves.

The price of natural gas has two conponents:
o ex-factory price; and
o pipeline transportation fee

Prior to Decenber 2005, ex-factory prices vary dependi ng on whet her or
not the natural gas sold is within the government-fornul ated natural gas supply
gui delines. For natural gas sold within the governnent-fornul ated supply
gui delines, the NDRC fixes the ex-factory prices according to the nature of the
customers. Most of these customers are fertilizer producers. For sal es of
natural gas which is produced in excess of the governnent-fornulated natural gas
supply plan, the NDRC publishes the nedi an gui dance ex-factory price and all ows
the producers to set the price within +/-10% of this gui dance price

Si nce Decenber 2005, the NDRC sinplified the ex-factory price-setting
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nmechani sm by dividing gas prices into two tiers and publishing a medi an gui dance
ex-factory price for each tier. Producers may negotiate with their custoners to
set the price within +/-10% of the guidance price. In addition, the NDRC woul d
adj ust the guidance price by up to 8% annually to reflect the price trends of
crude oil and other alternative energies.

Nat ural gas producers also subnmit to the NDRC for exami nation and
approval any proposed transportation fee for the natural gas transported by
pi pel i nes based on the capital investnment nmade in the pipeline, the depreciation
period for the pipeline and the ability of end users to pay.

Regul ati on of Refining and Marketing of Refined Petrol eum Products
Vol umre and Price Controls on Gasoline and Di ese

Controls on retail and whol esale sales. Qther than as described bel ow
for sales to special custoners, there are no state controls on vol une
al | ocations of gasoline and diesel. The PRC governnent continues to exercise
control over gasoline and diesel prices.

Begi nni ng on Cctober 17, 2001, the NDRC has started determining the
retail guidance prices of gasoline and diesel based on the FOB prices on the
Si ngapore, Rotterdam and New York markets. Wthin the limt of the tota
adj ust abl e anpbunt, the NDRC rmay adj ust the prices of gasoline and diese
according to the market conditions in China. In addition, the NDRC would publish
the retail guidance prices whenever it determnes that the average price of
these international nmarkets have fluctuated over a certain limt. In the past
few years when international crude oil prices and refined petrol eum products
prices both increased significantly, the PRC government inplenented tighter
price control over refined petrol eum products by adjusting their prices in a
| esser degree than their prevailing international prices, partially resulting in
our inability to fully pass our increased crude oil costs to our refined
petrol eum products custoners. See "Item 3. Key Information --D. Ri sk Factors
--Risks Relating to Sinopec Corp. --We may not be able to pass on all increases
in our crude oil costs."

W are permitted to set our own retail prices within +/-8% of the
publ i shed gui dance prices. There are no governnent restrictions on how we set
prices for sales anpbng our segnents and subsidiaries.

Controls on sales to special custonmers. The NDRC al |l ocates to us a
quota of m ni num supply of gasoline and diesel that nust be nade available to
nmeet the requirenents of the mlitary, national reserves, railways, airlines and
other simlar special custonmers. Prices to these special custoner are
benchmar ked against the inport parity prices for the relevant products. Except
for sales to the mlitary and national reserve, we are permitted to charge up to
a 8% prem umon the special custonmer prices to these special custoners.

I nports and Exports
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O her than filing with the governnment, state-controlled enterprises,
such as our conpany, are no longer subject to the inport quota requirenents
I mport and export by non-state-controlled enterprises continue to be subject to
qgquota and |icensing requirenments. The MOFCOM is responsi bl e for issuing inport
and export licenses. See "Item 3-Key Information-D. Ri sk Factors-Ri sks Rel ating
to the PRC-Entry by China into the Wrld Trade Organi zation significantly
i ncreases conpetition fromforeign conpanies in our |ines of business.”

| nvest nent

Under the State Council's Decision on |Investnent System Reform
i nvestments w thout the use of governnment funds are only subject to a |licensing
systemor a registration system as the case may be. It is the result of
reforming the old system which any investnent, regardl ess of investors, source
of funding and nature, is subject to approval of different |evels of governnents
and rel evant authorities based on investnent scale. Under the current system
only significant projects and the projects of restrictive nature are subject to
approval so as to nmaintain social and public interests, and all other projects
of any investnent scale are only subject to a registration system

Overseas investnent by any Chinese party that is US$ 30 million or
above and falls within the category of resources devel opnent shall be verified
and approved by the NDRC. Ot her projects that involve the use of foreign
exchange by the Chinese party of US$ 10 million or above shall be verified and
approved by the NDRC. Any overseas investnent projects other than the foregoing
shall be filed with the NDRC and/or the MOFCOM if the investor is an enterprise
managed by the central government, or approved by its local governnent according
to law. Donestic enterprise' s establishnment of overseas enterprise (with the
exception of financial enterprises) shall be approved by the MOFCOM

Taxation, Fees and Royalty

Conpani es whi ch operate petrol eum and petrochem cal busi nesses in China
are subject to a variety of taxes, fees and royalties.

I n 2005, the PRC governnent increased resources tax of crude oil and
natural gas, respectively, fromthe range of RMB 8-30 to the range of RVMB 14-30
per tonne for crude oil, and fromthe range of RVMB 2-15 to the range of RVMB 7-15
per thousand cubic nmeter for natural gas. The actual applicable rate for each
oil field may differ depending on the volune of the exploration and production
activities and the particular production costs at the oil field.

On March 26, 2006, the PRC governnent inposed a special crude oi
revenues | evy on revenues generated fromthe sale of donestically produced crude
oil when its realized price exceeds US$ 40 per barrel. The special crude oi
revenues levy has five levels and is cal cul ated and charged according to the
progressive ad valoremrates on the excess anounts. The levy is calculated on a
mont hly basis and collected on a quarterly basis. The applicable rate of the
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l evy is determ ned based on the wei ghted average crude oi
expl orati on and producti on conpany of a particul ar nonth.

The tabl e below sets forth the various taxes,
general | y payabl e by us or by such conpanies in China.

<TABLE>

<CAPTI ON>

Tax Item Tax Base
<S> <C

Cor porate income tax Taxabl e i nconme

Val ue- added t ax Revenue

Sal es vol une

Revenue from pi peline
transportation services

Busi ness t ax

Aggregate volune sold or
sel f - consuned

Consunpti on tax

I mport tariff CIF China price

Resource tax Aggregate volune sold or

sel f - consuned
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sale price of the

fees and royalties

Tax Rate

<G
33%

13% for |iquefied petroleumgas, natural gas, and | ow
density polyethylene for use as agricultural filmand
fertilizers and 17% for other itens. W generally charge
val ue- added tax to our custoners at the tine of
settlenment on top of the selling prices of our products
on behalf of the taxation authority. W nay directly
claimrefund fromthe val ue-added tax collected from our
custoners of any val ue-added tax that we paid for (i)
purchasi ng materials consumed during the production
process; (ii) charges paid for drilling and ot her

engi neering services; and (iii) l|abor consuned during
the production process.

5% for the Sino-foreign oil and gas exploration and
devel opnent cooperative projects. However, input
val ue- added tax cannot be deduct ed.

3%

RVMB 277.6 per tonne for gasoline and RVB 117.6 per tonne
for diesel, payable by producer.

5% for gasoline and 6% for diesel

RVB 14 to RVB 30 per tonne for crude oil. RVMB 7 to RVB
15 per thousand cubic neters for natural gas. The actua
applicable rate for

each oil field may

di ffer depending on

the volunme of the

expl oration and

production activities

and costs required

for the production at
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Conpensatory fee for mneral Revenue
resources

Exploration |license fee Area
Production |icense fee Area

Royal ty fee(1)

City construction tax Total anmpunt of

Pr oducti on vol une

val ue- added t ax,
consunption tax and

busi ness tax

Educati on Surcharge Total ampunt of

val ue- added t ax,
consunption tax and

busi ness t ax
Special Crude Q| Any revenue der
Revenue Levy
produced crude

the realized cr

i ved

fromsal e of donestically

oi | when
ude oi

price exceeds US$ 40 per

barrel. barre

</ TABLE>

(inclusive);

the particul ar oi
field.
1% f or and natura

crude oil gas.

RVMB 100 to 500 per square kiloneter per annum

RMVB 1, 000 per square Kkilonmeter per annum

Progressive rate of 0-12.5% for crude oil and 0-3% for

natural gas.

1%to 7%

3%

Progressive rate of 20%to 40% for revenue derived from

crude oil with realized price in excess of US$ 40 per
barrel, i.e. 20%for the portion in excess of US$ 40 per
barrel up to US$ 45 per barrel (inclusive); 25%for the

portion in excess of US$ 45 per barrel up to US$ 50 per

30% for the portion in excess of US$ 50 per barrel to

US$ 55 per barrel (inclusive); 35%for the portion in excess

of US$ 55 per barrel to US$ 60 per barrel (inclusive); and 40%
for the portion in excess of US$ 60 per barrel.

(1) Paya
coop
proj

"Item 4.
Conpany"
descripti
fi nanci al

ble only by Sino-foreign oil and gas explorati on and devel opnent
erative projects, and the project conpani es of those cooperative
ects are not subject to any other resource taxes or fees.

C. ORGANI ZATI ONAL STRUCTURE
For a description of our
Information on the Conpany -- A History and Devel opnent of the
and "ltem 7. Major Sharehol ders and Rel ated Party Transactions."
on of our significant subsidiaries,
st atenent s.

D. PROPERTY, PLANT AND EQUI PMENT

We own substantially all of our properties, plants and equi pment
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relating to our business activities. We hold production |icenses covering all of
our interests in our devel oped and undevel oped crude oil and natural gas fields
and productive wells. See "ltem 4. Information on the Conpany -- B. Business
Overview' for description of our property, plant and equi pnent.

Envi ronnmental Matters

We are subject to various national environnmental |aws and regul ations
and al so environmental regulations pronul gated by the | ocal governnents in whose
jurisdictions we have operations. For exanple, national regulations promul gated
by the central governnent set discharge standards for emissions into air and
wat er. They al so set forth schedul es of discharge fees for various waste
subst ances. These schedul es usually provide for discharge fee increases for each
i ncrenental increase of the ampunt of discharge up to a certain |evel. Above a
certain level, the central regulations permt the |local governnent to order any
of our facilities to cure certain behavior causing environmental danmage and
subject to the central governnent's approval, the |ocal governnent may al so
i ssue orders to close any of our facilities that fail to conply with the
exi sting regul ati ons.

Each of our production subsidiaries has inplemented a systemto control
its pollutant em ssions and to oversee conpliance with the PRC environnental
regul ati ons. W have a central safety and environnental conpliance departnent to
set our internal environnental requirenments and procedures, and to manage and
supervi se the environnental protection prograns at the various production
facilities. Each production subsidiary has an environmental conpliance
departnment which is responsible for supervising environmental matters at the
subsidiary and inplenmenting our environmental requirements and procedures. These
departnments report both to the managenent of the subsidiary and to the central
envi ronnental conpliance departnent.

Qur production facilities have their own facilities to treat waste
water, solid waste and waste gases on site. Waste water first goes through
prelimnary treatnment at our own waste water treatnent facilities. Thereafter,
the water is sent to nearby waste water treatnent centers operated either by us
or by Sinopec Group for further treatment. Al solid waste materials generated
by our production facilities are buried at disposal sites or burned in furnaces
either operated by us or by Sinopec Group. Waste gases are generally treated and
burned in furnaces before dissipation and the ash is disposed in accordance with
our solid waste di sposal procedures.

Envi ronmental regulations al so require conpanies to file an
environnental inpact report to the environmental bureau for approval before
undertaki ng any construction of a new production facility or any major expansion
or renovation of an existing production facility. Such an undertaking will not
be permitted to operate until the environnental bureau has perforned an
i nspection and is satisfied that environmental |y sound equi pnent has been
installed for the facility.
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We bel i eve our environmental protection systens and facilities are
adequate for us to conply with current applicable national and | oca
environnental protection regul ations. The PRC governnent, however, nay inpose
stricter regulations which require additional expenditure on conpliance with
envi ronnental regul ations

We paid pollutant discharge fees of approximately RVMB 245 million in
2003, RMB 248 million in 2004 and RVB 493 million in 2005.

To date, we have not incurred any significant expenditure for
environnental renediation, are currently not involved in any environnenta
renedi ati on, and have not accrued any anmounts for environnmental renediation
relating to our operations. Under existing |egislation, we believe that there
are no probable liabilities that will have a material adverse effect on our
financial position or operating results nor are we subject to any legally or
contractual | y nmandated asset retirement obligations

| nsurance

In respect of our refining, petrochem cal production, and marketing and
sal es operations, we currently maintain with Sinopec G oup Conpany, under the
terns of its Safety Production Insurance Fund ("SPlI Fund"), approximtely RVB
253.5 billion of coverage on our property and plants and approxi mately RVB 23.5
billion of coverage on our inventory. In 2005, we paid an insurance prenium of
approximately RVB 1,097 million to Sinopec G oup Conpany for such coverage.
Transportation vehicles and products in transit are not covered by Sinopec G oup
Conmpany and we nmaintain insurance policies for those assets with insurance
conmpani es in the PRC.

The insurance coverage under SPI Fund applies to all enterprises
control |l ed by Sinopec Group Conpany under regul ations published by the Mnistry
of Finance. W believe that, in the event of a mgjor accident, we will be able
to recover nost of our |osses frominsurance proceeds paid under the SPI Fund or
by i nsurance conpani es.

Pursuant to an approval of the Mnistry of Finance, on January 29, 2002
Si nopec G- oup Conpany entered into an agreenent with China People's Insurance
Conmpany to purchase a property and casualty policy which would al so cover our
assets. The policy provides for an annual maxi rum cumnul ative cl ai m anount of RVB
4.0 billion and a maxi mum of RVB 2.36 billion per occurrence.

Consi stent with what we believe to be customary practice anobng PRC
enterprises, we do not currently carry any third party liability insurance to
cover claims in respect of personal injury, environnmental damage arising from
accidents on our property or relating to our operations other than on our
transportation vehicles. W have not had a third party liability claimfiled
agai nst us during the past three years. W al so do not carry busi ness
interruption insurance, as such coverage is not customary in the PRC
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| TEM 4A. UNRESOLVED STAFF COMMENTS
None.

| TEM 5. OPERATI NG AND FI NANCI AL REVI EW AND PROSPECTS
A GENERAL

The foll owi ng discussion and anal ysis should be read in conjunction
with our audited financial statenments and the accompanyi ng notes. Certain
financial information presented in this section is derived fromour audited
financial statements that have been prepared in accordance with IFRS. | FRS vary
in certain significant respects fromUS GAAP. Information relating to the nature
and effect of such differences is presented in Note 39 to the consolidated
financial statenents. Unless otherw se indicated, all financial data presented
on a consolidated basis or by segnent, are presented net of inter-segment
transactions (i.e., inter-segment and other interconpany transacti ons have been
el i m nat ed).

We acquired Sinopec National Star Petrol eum Conmpany from Si nopec G oup
Conpany in 2001, Sinopec Maom ng, Xi'an Petrochemi cal and Tahe Petrochem ca
Factory from Si nopec Group Conpany in 2003 and certain Petrochenical and
Cat al yst Assets from Si nopec G oup Conpany in 2004. As we and these conpanies
are under the comon control of Sinopec G oup Conpany, our acquisitions are
consi dered as "conbi nation of entities under common control” which are accounted
for in a nmanner simlar to a pooling-of-interests. Accordingly, the acquired
assets and related liabilities have been accounted for at historical cost and
our consolidated financial statenents for periods prior to the conbinations have
been restated to include the financial position and the results of operations of
t hese acquired conpani es on a conbi ned basi s.

Critical Accounting Policies

Qur discussion and analysis of our financial condition and results of
operations contained el sewhere in this annual report are based on our
consol i dated financial statements which have been prepared in accordance with
| FRS. Qur reported financial condition and results of operations are sensitive
to accounting nethods, assunptions and estimates that underlie the preparation
of our financial statenments. W base our assunptions and estinmates on historical
experience and on various other assunptions that we believe to be reasonable and
whi ch formthe basis for nmaking judgnents about matters that are not readily
apparent from other sources. On an on-going basis, our managenent evaluates its
estimates. Actual results may differ fromthose estimates as facts,
ci rcunst ances and condi ti ons change.

The selection of critical accounting policies, the judgnents and other
uncertainties affecting application of those policies and the sensitivity of
reported results to changes in conditions and assunptions are factors to be
consi dered when reviewi ng our financial statements. Qur principal accounting
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policies are set forth in Note 2 to the consolidated financial statenents. W
believe the following critical accounting policies involve the nost significant
judgnents and estimates used in the preparation of our financial statenents.

G| and gas properties and reserves

The accounting for our upstreamoil and gas activities is subject to
speci al accounting rules that are unique to the oil and gas business. There are
two methods to account for oil and gas business activities, the successfu
efforts method and the full cost nethod. W have elected to use the successful
efforts nmethod. A description of our policies for oil and gas properties,

i mpai rent, nai ntenance and repair activities is set forth in Note 2 to our
consol i dated financial statenents

The successful efforts nethod reflects the volatility that is inherent
in exploring for mneral resources in that costs of unsuccessful exploratory
efforts are charged to expense as they are incurred. These costs primarily
i nclude dry hole costs, seismc costs and other exploratory costs. Under the
full cost nmethod, these costs are capitalized and witten-off (depreciation)
over tine.

Engi neering estimtes of our oil and gas reserves are inherently
i mpreci se and represent only approxi mate anmounts because of the subjective
judgnents involved in devel opi ng such information. There are authoritative
gui del i nes regarding the engineering criteria that have to be net before
estimated oil and gas reserves can be designated as "proved". Proved and proved
devel oped reserves estimtes are updated at | east annually and take into account
recent production and technical information about each field. In addition, as
prices and cost |evels change fromyear to year, the estimte of proved and
proved devel oped reserves al so changes. This change is considered a change in
estimate for accounting purposes and is reflected on a prospective basis in
rel ated depreciation rates.

Despite the inherent inprecision in these engineering estinates, these
estimates are used in determ ning depreciation expense and inpairnent expense,
and in disclosing the suppl emental standardized neasure of discounted future net
cash flows relating to proved oil and gas properties. Depreciation rates are
determ ned based on estinated proved devel oped reserve quantities (the
denom nator) and capitalized costs of producing properties (the numerator).
Produci ng properties' capitalized costs are anortized based on the units of oi
or gas produced. Therefore, assuming all other variables are held constant, an
increase in estinmated proved devel oped reserves decreases our depreciation,
depl etion and anortizati on expense. Al so, estinated reserves are often used to
calculate future cash flows fromour oil and gas operations, which serve as an
i ndicator of fair value in determ ning whether a property is inmpaired or not.
The larger the estimated reserves, the less likely the property is inpaired.
There have been no significant changes to the original reserve estinmates during
any of the three years ended Decenber 31, 2003, 2004 and 2005.
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I npai rment for long-lived assets

If circunstances indicate that the net book value of a long-lived
asset, including oil and gas properties, may not be recoverable, this asset may
be considered "inpaired", and an inpairment |oss nmay be recognized in accordance
with AS 36 "I npairment of Assets". The carrying anounts of |long-lived assets
are reviewed periodically in order to assess whether the recoverabl e amounts
have declined below the carrying anmounts. These assets are tested for inpairnment
whenever events or changes in circunstances indicate that their recorded
carrying anounts may not be recoverable. Wen such a decline has occurred, the
carrying anount is reduced to recoverable anpbunt. The recoverabl e amount is the
greater of the net selling price and the value in use. It is difficult to
precisely estimate selling price because quoted market prices for our assets are
not readily available. In deternmning the value in use, expected cash flows
generated by the asset are discounted to their present value, which requires
significant judgnent relating to | evel of sale volune, selling price and anount
of operating costs. W use all readily available information in determ ning an
anount that is a reasonabl e approxi nati on of recoverabl e amount, including
estimates based on reasonabl e and supportabl e assunptions and projections of
reserve quantities, sales volune, selling price and anmount of operating costs.

| mpai rnent | osses recogni zed for each of the three years ended Decenber
31, 2003, 2004 and 2005 in our statenment of income and equity are summari zed as
foll ows:

<TABLE>
<CAPTI ON>

Years ended Decenber 31,

2003 2004 2005
RMVB RVB RMVB
mllions mllions mllions
| mpai rment | osses on long-lived assets recognized in statenent of
i ncone
<S> <G <C <C
Exploration and production. . ......... ... ... e 310 98 60
Ref i NI NG . o 114 14 --
Marketing and distribution....... ... ... .. -- 1, 769 366
Chem cal S. .. 453 2,038 1, 425
877 3,919 1,851

| mpai rnment | osses on revaluated | ong-lived assets recognized in equity
attributable to equity sharehol ders of the Conpany
Chemical S. ... .. -- 709 --
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</ TABLE>
Depr eci ati on

Property, plant and equi pnent (other than oil and gas properties) are

depreciated on a straight-line basis over the estinmated useful lives of the
assets, after taking into account their estimated residual value. W review the
estimated useful lives of the assets regularly in order to determ ne the anopunt

of depreciation expense to be recorded during any reporting period. The useful
lives are based on our historical experience with sinmlar assets and taking into
account antici pated technol ogi cal changes. The depreciation expense for future
periods is adjusted if there are significant changes from previ ous esti mates.

There have been no significant changes to the estimted useful |ives and
resi dual val ues during each of the three years ended Decenber 31, 2003, 2004 and
2005.

Reval uati on

As required by the relevant PRC rules and regul ati ons, our property,
pl ant and equi prrent were revalued in connection with our reorgani zation, and the
property, plant and equi pnment of the conpanies that we acquired in 2001, 2003
and 2004 were also revalued in connection with these acquisitions. These
reval uations were carried out for each asset class by independent valuers on a
depreci ated repl acement cost basis. Subsequent to these reval uations, property,
pl ant and equi prent are carried at the reval ued anount, being the fair value as
at the date of the revaluation, |ess subsequent accunul ated depreci ati on and
i mpai rment | osses. Revaluations are performed with sufficient regularity to
ensure that the carrying anount does not differ materially fromthat which would
be determi ned using fair value at the bal ance sheet date. W reval ued our
property, plant and equi prent based on a depreciated replacenent cost basis in
accordance with our | FRS accounting policies as of Decenber 31, 2004. The
results of subsequent reval uations may have an inmpact on our future results to
the extent the fair values of our property, plant and equi pnent change
significantly.

| npai rment of accounts receivable for bad and doubtful debts

We estinmate inpairnment of accounts receivable for bad and doubt ful
debts resulting fromthe inability of our customers to make the required
payments. W base our estimates on the aging of our accounts receivabl e bal ance,
custoner credit-worthiness, and historical wite-off experience. If the
financial condition of our custonmers were to deteriorate, actual wite-offs
woul d be hi gher than estimted. The changes in the inpairnent | osses for bad and
doubtful accounts are as foll ows:

<TABLE>
<CAPTI ON>
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Years ended Decenber 31

2003 2004 2005

RVB RVB RMVB
mllions mllions mllions

<S> <C <C <G
At beginning of year. ... ... ... ... 3,017 3, 350 3,671
| npai rment | osses recognized for the year............ ... ... .. ...... 939 935 328
Witten-off/reversal of inpairnment losses........................... (429) (454) (859)
Less: Anpunt distributed to Sinopec Goup Conpany................. (177) (160) --
At end Of year. . ... 3,350 3,671 3, 140

</ TABLE>
Recently pronounced | nternational Financial Reporting Standards

Information relating to the recently pronounced IFRS is presented in
Note 37 to the consolidated financial statenents.

Overvi ew of Qur Qperations

We are the largest integrated petrol eum and petrochem cal conmpany in
China and one of the largest in Asia in ternms of operating revenues. W engage
in exploring for, devel oping and producing crude oil and natural gas, operating
refineries and petrochemical facilities and marketing crude oil, natural gas,
refined petrol eum products and petrochenicals. W have reported our consolidated
financial results according to the follow ng four principal business segnents
and the corporate and ot hers segnent.

o Exploration and Production Segment, which consists of our activities
related to exploring for and devel opi ng, producing and selling crude
oi | and natural gas;

o Refining Segnment, which consists of purchasing crude oil from our
expl oration and producti on segnent and fromthird parties,
processing of crude oil into refined petrol eum products, selling
refined petrol eum products principally to our marketing and
di stribution segnent;

o Marketing and Distribution Segnment, which consists of purchasing
refined petrol eum products fromour refining segnment and third
parties, and marketing, selling and distributing refined petrol eum
products by whol esale to | arge custoners and i ndependent
distributors and retail through our retail network;

o Chenical s Segnent, which consists of purchasing chem cal feedstock
principally fromthe refining segnment and produci ng, narketing,

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (55 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

selling and distributing chemca

o Corporate and O hers Segnent,

products;

and

whi ch consists principally of trading

activities of the inport and export subsidiaries and our research

and devel opment activities.

B. CONSOLI DATED RESULTS OF OPERATI ONS

The followi ng table sets forth certain income and expense itens from

our consolidated statenents of

<TABLE>
<CAPTI ON>

Qper ati ng revenues
<S>

Sales of goods....................
O her operating revenues

Total operating revenues

Qher income........... .,

Qperating expenses

Pur chased crude oil
operating supplies and expenses
and admi ni strative expenses
depl etion and anortization
i ncluding dry hol es

Sel l'ing, genera

Depr eci ati on,

Expl orati on expenses,
Per sonnel expenses
Enpl oyee reduction expenses
Taxes ot her than income tax
O her operating expenses,

Total operating expenses
Qperating income.....................
Net finance costs....................
Gin fromissuance of shares by a subsidiary

Q her incone and gains

I ncone before incone tax
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i ncome for the periods i

products and

ndi cat ed.

Year

Ended Decenber 31,

(313. 2)
(27.2)
(28.0)

(6.1)
(17.0)
(1.0)
(13. 6)
(4.0)

2004 2005
RVB RVB
(in billions)
<C <G
597. 2 799.1
22.6 24.0
619.8 823.1
-- 9.4
(443.7) (653. 2)
(31.8) (33.7)
(32.3) (31.4)
(6.4) (6.4)
(18.6) (18. 4)
(0.9) (0.4)
(16.3) (17.2)
(6.7) (5.1)
(556.7) (765.7)
63.1 66.8
(4.4) (4.6)
0.9 1.0
59.6 63. 2
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INCOMB taX. ... ... e (10.6) (17.8) (19.4)

Net 1 NCOME. . .. o e e e e 24. 4 41. 8 43.

Attributable to:

Equity sharehol ders of the Conpany.................. 22. 4 36.0 40
Mnority interests......... .. ... .. 2.0 5.8 2.
24. 4 41.8 43

</ TABLE>

Year Ended Decenber 31, 2005 Conpared with Year Ended Decenber 31, 2004

In 2005, our sales of goods and ot her operating revenues were RVB 799. 1
billion and RVB 24 billion, respectively, representing an increase of 33.8% and
6.3% respectively, fromthose in the previous year. These results were largely
attributable to the following factors: international crude oil prices continued
to be volatile and remained at a high level; chem cal products prices remnained
at a high level; the effect of the governnment's tight price control over refined
petrol eum products which was offset by our effort in proactively devel opi ng the
mar ket, increasing crude oil and natural gas production, adjusting crude oi
processi ng and out put structure, and increasing chem cals production and sal es
of refined petroleumproducts. In addition, we received a cash governnent grant
of RMB 9.4 billion fromthe central government to conpensate our inability to
fully pass the increased crude oil costs to the refined petrol eum products
customers due to the tight government control over prices of domestic refined
petrol eum products, which to some extent relieved the pressure inmposed by the
i ncreased crude oil costs. All the above factors contributed to the
conparatively good operating results.

Operating Revenues
Overvi ew

In 2005, our sales of goods and ot her operating revenues were RVB 823.1
billion, representing an increase of 33% conpared with 2004. Qur sal es of goods
was RVMB 799.1 billion, representing an increase of 33.8% conpared with 2004.
These results were largely attributable to the increase in international prices
of crude oil and chemical products, and our efforts in expanding the sales
vol ume of our petrol eum and chemi cal products and further optim zing our sales
and marketing structure. Qur other operating revenues increased to RVB 24
billion in 2005, representing an increase of 6.3% conpared with 2004. O her
operating revenues primarily consist of revenues generated fromour sale of raw
and auxiliary materials to Sinopec Group as well as third parties.

The following table sets forth external sales revenues and percentages
of sales of goods and other operating revenues by product category, as well as
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per cent age changes from 2004 to 2005.

<TABLE>
<CAPTI ON>
As a Percentage of Sales of
Goods
Rat e of and O her
Ext ernal Sal es Revenues Change from Operati ng Revenues
2004 2005 2004 to 2005 2005
(RVMB in billion) (9% (9%
<S> <C <C <C <C
Crude oil and natural gas...... 16.0 19.9 24. 4 2.4
Refined petrol eum products..... 406. 2 542. 1 33.5 65.1
Chemical products.............. 126.0 160. 8 27.6 19.3
</ TABLE>
The following table sets forth the average external sales prices and
sal es volunes by sel ected products, as well as the respective percentage changes
from 2004 to 2005.
<TABLE>
<CAPTI ON>
Aver age External
Aver age External
Sal es Price Rat e of Change
————————————————————— Rat e of Change from Sal es Vol une from
2004 2005 2004 to 2005 2004 2005 2004 to 2005
(RVB) (RVB) (9 (9
<S> <C <C <C <C <C <C
Crude O l......... ... ... 1,872(1) 2,680(1) 43.2 6. 01(2) 5.29(2) (12.0)
Natural Gas.................. 609( 3) 673(3) 10.5 3.78(4) 4.36(4) 15. 4
Gasoline .................... 3,765(1) 4,432(1) 17.7 27.35(2) 30.19(2) 10. 4
Diesel ...................... 3,221(1) 3,772(1) 17.1 60. 42(2) 67.25(2) 11.3
Kerosene .................... 2,923(1) 3,710(1) 26.9 5.68(2) 6. 00(2) 5.7
Sel ected Chenical Products:
Basi ¢ chemi cal
feedstock............. 4,429(1) 4,846(1) 9.4 6. 66(2) 8. 66(2) 29.9
Synthetic Resin .......... 7,986(1) 9, 005(1) 12. 8 5.40(2) 6. 34(2) 17. 4
Synthetic Fiber........... 10, 818(1) 11, 123(1) 2.8 1.74(2) 1.59(2) (9.0)
Synthetic Rubber.......... 10, 238(1) 13, 040(1) 27. 4 0. 56(2) 0.68(2) 21.9
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Synt heti c Fi ber Monomer (
and Polymer............. 8,022(1) 8,879(1) 10.7 2.70(2) 2.99(2) 10.7
Chemical fertilizer 1, 355(1) 1,539(1) 13.6 2.62(2) 1.82(2) (30.5)
</ TABLE>
(1) per tonne (2) mllion tonnes
(3) per thousand cubic nmeters (4) billion cubic neters

Sal es of crude oil and natural gas

Most of crude oil and a small portion of natural gas produced by us
were internally used by our refining and chemnical production. The renaini ng was
sold to the refineries controlled by our controlling sharehol der, Sinopec G oup
and third party custoners.

In 2005, external sales revenues fromcrude oil and natural gas
anmounted to RVB 19.9 billion, or 2.4%of our sales of goods, other operating
revenues and other incone, representing an increase of 24.4% conpared with RVB
16.0 billion in 2004. Such increase was prinmarily attributable to the increase
in crude oil prices and our expansion of natural gas business. The average
external sales price of crude oil increased to RVMB 2,680 per tonne from RVB
1,872 per tonne in 2004, representing an increase of 43.2% The effect of
i ncreased price was partially offset by the decrease in the quantity of external
sales from6.01 mllion tonnes in 2004 to 5.29 mllion tonnes in 2005
representing a decrease of 12.0% The external sales price of natural gas rose
fromRVB 609 per thousand cubic neters in 2004 to RVMB 673 per thousand cubic
meters in 2005, representing an increase of 10.5% and the external sales vol unme
increased from3.78 billion cubic nmeters in 2004 to 4.36 billion cubic neters in
2005, representing an increase by 15.4%

Sal es of refined petrol eum products

Both the refining and the marketing and distribution segnments nmake
sal es of refined petrol eum products, which consist of gasoline, diesel, kerosene
(including jet fuel) and other refined petrol eum products, to third parties.

In 2005, the external sales revenue of refined petrol eum products
recorded by these two segnents ampunted to RVB 542.1 billion, or 65.1% of our
sal es of goods, other operating revenues and other incone, representing an
i ncrease of 33.5% from RVB 406.2 billion in 2004. The increase was mainly due to
the rise of refined petroleum products price and our proactive efforts in
i ncreasi ng sales volune, further optimzing sales and marketing structure and
expandi ng the nmarket of other refined petrol eum products. The sal es revenue of
gasol i ne, diesel and kerosene was RVMB 409.70 billion, conprising 75.6% of the
total sales revenue of our refined petroleum products, representing an increase
of 30.4% from 2004.

The sal es revenues of other refined petrol eum products were RVB 132. 4
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billion, representing an increase of 43.9% over 2004, accounting for 24.4% of
the total sales revenues of refined petrol eum products.

Sal es of chemical products

Qur external sales revenues of chem cal products were RVB 160.8
billion, representing an increase of 27.6% over 2004, accounting for 19.3% of
our total operating revenues and other incone. The increase was mainly due to
the fact that we captured the opportunity of the high |evel price of chemica
products and increased its sales volune accordingly.

O her incone

In 2005, we received a cash governnent grant of RVMB 9.4 billion, as a
conmpensation of loss incurred due to the distortion of the correlation of
domestic refined petrol eum products prices and the crude oil prices. There are
no unfilled conditions and other contingencies attached to the receipt of this
government grant. There is no assurance that we will continue to receive such
grant in the future.

Operati ng expenses
In 2005, our operating expenses amounted to RVMB 765.7 billion,

representing an increase of 37.5% conpared with 2004. The operati ng expenses
mai nly consi sted of the foll ow ng:

Purchased crude oil, products, and operating supplies and expenses
In 2005, our purchased crude oil, products and operating supplies and
expenses were RMB 653.1 billion, representing an increase of 47.2% over 2004,

accounting for 85.3%of the total operating expenses, of which:

0 purchased crude oil expenses were RVMB 338.2 billion, representing an
i ncrease of 45.5% conpared with 2004, accounting for 44.2% of the
total operating expenses, up by 2.4 percentage points over 2004. To
neet the increasing market demands in the fast grow ng Chi nese
econony, we increased our throughput of crude oil purchased from
third parties. In 2005, our throughput of crude oil purchased
externally was 107.95 million tonnes (excluding anbunts processed
for third parties), representing an increase of 7.3% conpared with
2004. Qur average cost for crude oil purchased externally in 2005
was RMB 3,133 per tonne (approxinmately US$ 52.11 per barrel),
representing an increase of 35.5% conpared with 2004.

o In 2005, our other purchase expenses were RVB 314.9 billion,
representing an increase of 49.2% conpared with 2004, accounting for
41. 1% of the total operating expenses. The increase was nmainly due
to the increased costs of refined petrol eum products and chemni ca
f eedst ock purchased externally.
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Selling, general and adm nistrative expenses

In 2005, our selling, general and adm nistrative expenses total ed RVB
33.7 billion, representing an increase of 5.9% conpared with 2004. The increase
was | argely due to:

0 An increase of RMB 1.5 billion in the selling expenses, such as
transportation costs, conpared with 2004, resulted fromthe increase
in the total sales volune of refined petrol eum products and chem ca
products, and increased sal es volunme through retail and direct
di stribution; and

0 An increase of RMB 1.2 billion in operating | ease expenses conpared
with 2004 nmainly due to the increased | ease of operating facilities
to increase sal es vol une.

It was partially offset by a decrease in repairing and nmi ntenance
expenses by RVB 800 million, mainly as a result of the increased nai ntenance
carried out in 2004 for petrol stations.

Depreci ati on, depletion and anortization

I n 2005, our depreciation, depletion and anortization anpunted to RVB
31.4 billion, down by 2.9% conpared with 2004. The decrease was mainly due to
di sposal of, and inpairnent |loss on |less efficient assets in the previous years.

Expl orati on expenses

In 2005, our exploration expenses were RVMB 6.4 billion, remaining at
the sane level as in 2004 since our |evel of exploration activities for
unsuccessful wells in 2005 rermained at the simlar level as in 2004.

Per sonnel expenses

I n 2005, our personnel expenses were RVMB 18.5 billion, down by 0.8%
conpared with 2004. The decrease was mainly due to the reduction of operating
personnel resulting fromthe disposal of downhol e operation assets in 2004.

Enpl oyee reducti on expenses

In 2005, in accordance with our voluntary enpl oyee reduction plan, we
recorded enpl oyee reducti on expenses of approximately RVB 370 million for
approxi mately 7,000 enpl oyees, representing a decrease of RMB 550 million
compared with that in 2004.

Taxes ot her than incone tax

In 2005, the Company's taxes other than inconme tax were RVMB 17.2
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billion, representing an increase of 5.1% conpared with 2004. The increase was
|l argely due to the increased consunption tax and associ ated surcharges as a
result of the increase in the sales volunme of gasoline and diesel.

O her operating expenses, net

In 2005, our other operating expenses, net were RMB 5.1 billion,
representing a decrease of 23.1% conpared with 2004. In 2005 and 2004, in order
to allocate our internal resources nore efficiently, we revised the production
plans in these years, and accordingly nade a provision for inpairment |oss of
RVB 1.9 billion in 2005 on certain less efficient chenmical facilities, petro
stations and depots on the difference between the estimted recoverabl e val ue
and the net book value of these assets, representing a decrease of RMB 2.1
billion conpared with 2004. Meanwhile, our net |osses on disposals of assets in
2005 were RVMB 2.1 billion, representing an increase of RVMB 0.4 billion conpared
wi th 2004.

Qperating incone

I n 2005, our operating incone was RMB 66.8 billion, representing an
i ncrease of 5.9% conpared with 2004.

Net finance costs

In 2005, our net finance costs were RVMB 4.6 billion, representing an
i ncrease of 5.7% over 2004. The increase was nmainly due to an increase of RMB
1.3 billion in net interest expense as a result of the increase in long term

| oans borrowed in accordance with our investnent plans, and the increase in
short termdebts attributable to the increased working capital requirenent, as a
result of the increased crude oil price and the expansion of production and
operation. It was partially offset by an increase of RVMB 1.1 billion in net
forei gn exchange gains due to fluctuation of the foreign exchange rate.

| ncome before incone tax

In 2005, our incone before incone tax was RVB 63.2 billion,
representing an increase of 6.1% conpared w th 2004.

I ncone tax

In 2005, our incone tax was RVB 19.4 billion, representing an increase
of 8.8% conpared with 2004. The increase was primarily due to the increase in
operating inconme. In 2005, our effective tax rate was 30.7% representing an
i ncrease of 0.8 percentage point conpared with 2004. The increase was primarily
due to the decrease in operating incone in certain of our subsidiaries which
were taxed at a |lower tax rate.

Net incone attributable to minority interests
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In 2005, our net income attributable to mnority interests was RVB 2.9
billion, representing a decrease of 49.4% conpared with 2004. The decrease was
|l argely due to the decreased profit in certain subsidiaries and our
privatization of Beijing Yanhua.

Net incone attributable to equity sharehol ders of the Conpany

In 2005, our net income attributable to equity sharehol ders of the
Conmpany was RWVB 40.9 billion, up by 13.6% over 2004.

Year Ended Decenber 31, 2004 Conpared with Year Ended Decenber 31, 2003

In 2004, our sales of goods and other operating income were RVB 597. 2
billion and RVB 22.6 billion, respectively, representing an increase of 38.9%
and 18.3% respectively, fromthose in the previous year. These results are
largely attributable to a nunmber of factors. First, the international crude oi
prices continued to be volatile and remained at a high level, the chemca
i ndustry was on the up trend cycle, and the donestic econony consistently
mai nt ai ned fast growth, all of which resulted in strong denand for chenica
products and hi gh prices of chem cal products, which, in turn, provided
favorabl e conditions for us to maximze our returns. Second, by taking the
advant age of the favorable opportunities, we proactively devel oped the narket,
i ncreased the sales of refined petrol eum products, maintained steady growh in
oil and gas production and increased the throughput of crude oil and production
of chemical products. In addition, we continued to strive for better operating
results through strengthening internal managenent, furthering corporate reforns
and i nprovi ng asset structure.

Operating Revenues
Overvi ew

In 2004, our sales of goods and ot her operating revenues were RVB 619. 8
billion, representing an increase of 38.0% conpared with 2003. Qur sal es of
goods was RMB 597.2 billion, representing an increase of 38.9% conpared with
2003. In 2004, we captured the opportunity of the increased prices of crude oi
and petrochenical products in the international market, expanded the sales
vol ume of our mmjor petrochemi cal products and optinized marketing structure.

Qur other operating revenues increased to RVB 22.6 billion in 2004, representing
an increase of 18.3% conpared wi th 2003. Such other operating revenues prinmarily
consi st of revenues generated fromour sale of raw and auxiliary materials to

Si nopec Group as well as third parti es.

The following table sets forth external sales revenues and percentages
of sales of goods and other operating revenues by product category, as well as
percent age changes from 2003 to 2004.

<TABLE>
<CAPTI ON>
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Ext er nal

Sal es Revenues

Rat e of
Change from

As a Percentage of Sal es of
Goods
and O her
Qper ati ng Revenues

<S> <C <C
Crude oil and natural gas...... 14.9 16.0
Refined petrol eum products..... 289.7 406. 2
Chemical products.............. 92.0 126.0
</ TABLE>

The following table sets forth the average external

sal es volunes by sel ected products, as well

from 2003 to 2004.

<G
6.9
40. 2
37.0

sal es prices and

as the respective percentage changes

Rat e of
Change from

Sal es Vol une

Rat e of Change

<TABLE>
<CAPTI ON>
Aver age External
Sal es Price
2003 2004
( RVB) (RVB)
<S> <C <G
Crude O l...... ... ... ... .. 1,493(1) 1,872(1)
Natural Gas.................. 591(3) 609( 3)
Gasoline .................... 3,298(1) 3,765(1)
Diesel ...................... 2,794(1) 3,221(1)
Kerosene .................... 2,361(1) 2,923(1)
Sel ected Chenical Products:
Synthetic Resin .......... 6, 017(1) 7,986(1)
Synthetic Fiber........... 9, 300( 1) 10, 818(1)
Synthetic Rubber.......... 8,513(1) 10, 238(1)
Synt heti c Fi ber Mononer
and Polyner............. 5,791(1) 8,022(1)
(1) per tonne
(2) mllion tonnes
(3) per thousand cubic neters
(4) billion cubic neters
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2004 2003 to 2004
(9
<C <C
6.01(2) (16.7)
3.78(4) 10.9
27.35(2) 17.1
60. 42(2) 27.8
5. 68(2) 18.1
5.40(2) 6.0
1.74(2) 1.2
0.56(2) 0.2
2.70(2) 3.1
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</ TABLE>
Sal es of crude oil and natural gas

Most of crude oil and a small portion of natural gas produced by us
were internally used by our refining and chemical production. The remaini ng was
sold to the refineries controlled by our controlling sharehol der, Sinopec G oup
and third party custoners.

In 2004, sal es revenues fromcrude oil and natural gas anpunted to RVB
16.0 billion, or 2.6% of our sales of goods and other operating revenues,
representing an increase of 6.9% conpared with RVMB 14.9 billion in 2003. Such
increase was primarily attributable to the increase in price of crude oil and
expansi on of natural gas business. The external sales price of crude oi
increased to RVMB 1,872 per tonne from RMB 1,493 per tonne in 2003, representing
an increase of 25.4%from 2003. The effect of increased price was partially
of fset by the decrease in the quantity of external sales from7.22 mllion
tonnes in 2003 to 6.01 nillion tonnes in 2004, representing a decrease of 16.7%
The external sales price of natural gas rose from RVB 591 per thousand cubic
meters in 2003 to RMB 609 per thousand cubic nmeters in 2004, representing an

i ncrease of 3.0% and the external sales volune increased from3.4 billion cubic
meters in 2003 to 3.8 billion cubic nmeters in 2004, representing an increase by
10. 5%

Sal es of refined petrol eum products

Both the refining and the nmarketing and distribution segnents nmake
sal es of refined petrol eum products, which consist primarily of gasoline,
di esel, kerosene (including jet fuel) and other refined petrol eum products to
third parties.

In 2004, the external sales revenue of petrol eum products recorded by

these two segnments were RMB 406.2 billion, accounting for 65.5% of our sales of
goods and other operating revenues, representing an increase of 40.2%from RVB
289.7 billion in 2003. Such increase was primarily attributable to the increase

in prices and sal es volunme of gasoline, diesel and kerosene and al so to our
proactive efforts in increasing sales volunme, optimzing narketing structure and
expandi ng the nmarket of other petrol eum products. The sal es revenue of gasoline,
di esel and kerosene was RVMB 314.2 billion, conprising 77.4% of the total sales
revenue of petrol eum products, representing an increase of 42.5%from RVB 220.5
billion in 2003. The increase of sales revenue of gasoline, diesel and kerosene
was due to the rise of prices and our active efforts in increasing the sales

vol ume of these products. In 2004, the average external sales price of gasoline
was RVB 3, 765 per tonne, representing an increase of 14.2% conpared with 2003
the average external sales price of diesel was RVMB 3,221 per tonne, representing
an increase of 15.3%conpared with that in 2003 and the average sal es price of
kerosene was RMB 2,923 per tonne, representing an increase of 23.8% conpared
with that in 2003. The sal es volune of gasoline was 27.4 nillion tonnes,
representing an increase of 17.1% conpared with that in 2003, and the sales
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vol ume of diesel was 60.4 million tonnes, representing an increase of 27.8%
compared with that in 2003. The conbi ned sal es vol une of gasoline, diesel and
kerosene was 23. 8% hi gher than that of 2003.
Sal es of chem cal products

In 2004, our external sales revenue of chem cal products was RVB 126.0

billion, accounting for 20.3%of our sales of goods and other operating
revenues, representing an increase of 37.0% conpared with that of RVB 92.0
billion in 2003. The increase was nmainly due to the significant increase in both

chem cal products prices and sal es vol unmes of nmjor chemcal products. In 2004,
the external sales volunes of synthetic resin, synthetic fiber, synthetic
rubber, synthetic fiber nononmer and pol yner were respectively 5.4 million
tonnes, 1.7 nillion tonnes, 556,000 tonnes, 2.7 nillion tonnes, representing
increases of 6.0% 1.2% 0.2% and 3. 1% respectively conpared with 2003. The
external sales prices of such products were, respectively, RVB 7,986 per tonne,
RVB 10, 818 per tonne, RMB 10, 238 per tonne and RMB 8, 022 per tonne, representing
i ncreases of 32.7% 16.3% 20.3% and 38.5% respectively, conpared with 2003.

Operating expenses
In 2004, our operating expenses were RVMB 556.7 billion, representing an

i ncrease of 35.7% conpared with 2003. The operating expenses mainly consisted of
the foll ow ng:

Purchased crude oil, products, and operating supplies and expenses
Qur purchased crude oil, products and operating supplies and expenses
were RMB 443.6 billion, accounting for 79.7% of the operating expenses,

representing an increase of 41.6% conpared with 2003. Anpbng ot hers,

0o Purchased crude oil expenses were RVB 232.6 billion, accounting for
41.8% of the total operating expenses, representing an increase of
41. 5% conpared with 2003. To neet the increasing demands in the
mar ket associated with the rapid growh of the Chi nese econony, we
i ncreased our throughput of crude oil purchased externally. |In 2004,
our throughput of crude oil purchased externally was 101 mllion
tonnes (excludi ng anounts processed for third parties), representing
an increase of 13.6% conpared with 2003. Qur average cost for crude
oi | purchased fromthird parties in 2004 was RMB 2, 312 per tonne,
representing an increase of 24.6% conpared with 2003

0o |In 2004, our other purchase expenses were RVB 211.0 billion,
accounting for 37.9% of the total operating expenses, representing
an increase of 41.7% conpared with 2003. This increase was mainly
due to the increased costs of refined petrol eum products and
chemi cal feedstock purchased externally.

Sel l'ing, general and adm nistrative expenses
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In 2004, our selling, general and adm nistrative expenses were RVB 31.8
billion, representing an increase of 16.9% conpared with 2003. The increase was
largely due to

o Sales volune of refined petrol eum products and sal es through retai
and direct distribution increased. As a result, the selling

expenses, such as transportation costs, increased by RMB 1.9 billion
from 2003;
0 An increase in repairing and nmai nt enance expenses by RVMB 1.1 billion

conpared with 2003 due to the additions of property, plant and
equi pment and the increase in maintenance activities related to
petrol stations;

0 Operating |ease rentals increased by RMB 0.7 billion from 2003. The
i ncrease was mainly due to the increase in rental of operating
facilities such as petrol stations fromthird parties and rental of
land and buildings fromrelated parties; and

0 Qur advertising expenses increased by RMB 0.7 billion as a result of
our enhanced efforts to pronote our inage.

Depreci ati on, depletion and anortization

In 2004, our depreciation, depletion and anortization anmobunted to RVB
32.3 billion, representing an increase of 15.7% over 2003. This increase was
mainly due to the addition of property, plant and equi pnent as a result of
capital expenditure.

Expl orati on expenses

I n 2004, our exploration expenses were RVB 6.4 billion, representing an
i ncrease of 4.3%from 2003. The increase was principally due to our further
i ncrease of investment in the exploration activities, especially in the ngjor
new bl ocks in the western and southern parts of China.

Per sonnel expenses

I n 2004, our personnel expenses were RMB 18.6 billion, representing an
i ncrease of 9.8% over 2003. The increase was |largely due to our introduction of
a market rate based conpensation systemreform As a result, wage, salary and
wel fare expenses increased by RMB 1.3 bhillion.

Enpl oyee reducti on expenses

In 2004, as part of our voluntary staff reduction plan, and in
connection with the acquisition of petrochenical and catal yst assets from and
t he di sposal of downhol e operation assets to Sinopec G oup Conpany, we incurred

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (67 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

approximately RVMB 0.9 billion as enpl oyee reducti on expenses for approximately
24,000 enpl oyees, down by RVMB 0.1 billion conpared with that in 2003.

Taxes ot her than incone tax

I n 2004, our taxes other than incone tax were RMB 16.3 billion,
representing an increase of 20.2% over 2003. The increase was largely due to the
i ncrease of consunption tax and associated city construction taxes and education
surcharges as a result of the increased sal es vol ume of gasoline and diesel

O her operating expenses, net

In 2004, our other operating expenses, net were RVB 6.7 billion,
representing an increase of 67.7% from 2003. The increase was |largely due to the
followi ng reason: In order to allocate our internal resources nore efficiently,
we revised the production plans in 2004, and accordingly nade a provision for
i mpairment loss of RMB 3.9 billion on certain |less efficient chem ca
facilities, petrol stations and depots on the difference between the estinmated
recoverabl e val ue and the net book val ue of these assets, representing an
increase of RMB 3.0 billion conpared with 2003. Meanwhil e, disposals of assets
decreased in 2004.

Qperating incone

I n 2004, our operating incone was RVMB 63.1 billion, representing an
i ncrease of 62.2%  from 2003

Net finance costs

In 2004, our net finance costs were RVB 4.4 billion, representing a
decrease of 2.1%from 2003. The decrease was primarily due to a decrease in
forei gn exchange | osses in 2004.

| ncome before incone tax

In 2004, our incone before incone tax was RVMB 59.6 billion,
representing an increase of 70.1% from 2003.

I ncone tax

In 2004, our incone tax was RVMB 17.8 billion, representing an increase
of 67.4% over 2003. The increase was primarily due to the increase in operating
income. In 2004, our effective tax rate was 29.9% representing a decrease of
0.5 percentage point conpared with 2003. The decrease was primarily due to the
increase in operating incone in certain of our subsidiaries which were taxed at
a lower tax rate.

Net incone attributable to minority interests
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In 2004, our net income attributable to mnority interests was RVMB 5.8

billion, representing an increase of 192. 7% over 2003. The increase was
primarily due to the increase in the profits of our subsidiaries as conpared
with 2003

Net incone attributable to equity sharehol ders of the Conpany

In 2004, our net income attributable to equity sharehol ders of the
Conpany was RMB 36.0 billion, representing an increase of 60.6% conpared with
2003.

C DI SCUSSI ONS ON RESULTS OF SEGVENT OPERATI ONS

We divide our operations into four business segnents (exploration and
producti on segnment, refining segnment, nmarketing and distribution segnment and
chemical s segnent) and corporate and others. Unless otherw se specified, the
i nter-segnent transactions have not been elimnated in the financial data
discussed in this section. In addition, the operating revenue data of each
segrment have included the "other operating revenues" and "ot her incone" of the
segment .

The following table sets forth the operating revenues by each segnent,
the contribution of external sales and inter-segnent sales as a percentage of
operating revenues before elimnation of inter-segnment sales, and the
contribution of external sales as a percentage of consolidated operating
revenues (i.e. after elimnation of inter-segnent sales) for the periods
i ndi cat ed.

<TABLE>
<CAPTI ON>

As a Percentage of
Consol i dat ed

Operating As a Percentage of
Revenues Before Consol i dat ed
El i mi nation Operating Revenues
of Inter-segnent After Elimnation of
Years Ended Decenber 31, Sal es I nter-segnment Sal es
2003 2004 2005 2004 2005 2004 2005
RVB RVB RVB (9 (9 (9 (%
(in billions)
Expl orati on and Production
<S> <C <C <C <C <C <C <C
External sales(1)...... 23.0 25.2 30.6 2.5 2.3 4.1 3.7
Inter-segment sales...... 47.3 60.1 84.4 5.9 6.2
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3 85.
0 68.
7 289.
7 358.
8 343.
6 2
4 346
4 132.
4 12.
8 144.
8 50.
4 32
2 82.
4 1,016
4) (397
0 619

3 115.
6 88.
7 386.
3 474
6 460
8 3
4 463
2 166.
5 12.
7 178.
2 77.
0 44,
2 121.

.9 1, 354.
1) (531
8 823

0 8.4 8.5
2 6.7 6.5
5 28.5 28.6
7 35.2 35.1
6 33.8 34.0
2 0.3 0.2
8 34.1 34.2
6 13.0 12. 3
2 1.2 0.9
8 14. 2 13.2
0 4.9 5.7
9 3.2 3.3
9 8.1 9.0
2 100.0 100.0
1)

1

Total operating revenue. 70.
Ref i ni ng
External sales(l)........ 56
Inter-segnent sales...... 217.
Total operating revenue. 273
Mar keting and distribution
External sales(1l)........ 238.
Inter-segnment sales...... 2.
Total operating revenue. 241.
Cheni cal s
External sales(l)........ 96
Inter-segnent sales...... 7.
Total operating revenue. 103
Cor porate and others
External sales(1l)........ 34.
Inter-segnent sales...... 30.
Total operating revenue. 65.
Total operating revenue
bef ore inter-segnment
elimnations......... 754.
El i mM nation of inter-segnent
sales............... (305
Consol i dat ed operating
revenues. ........... 449,
</ TABLE>

(1) include other operating revenues.

The following table sets forth the operating revenues,

See Note 32 to the consolidated financial
statements for other operating revenues of each of our operating segnents.

ot her incone,

operating expenses and operating i ncome by each segnment before elimnation of

the inter-segnent transactions for the periods indicated,

changes from 2004 to 2005.

<TABLE>
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<CAPTI ON>

Expl orati on and Production
<S>

Total operating revenues..............
Total operating expenses..............

Total operating incone..............

Ref i ni ng

Total operating revenues..............
Qher income........... .. ... ... ... ...
Total operating expenses..............

Total operating incone..............

Mar keting and distribution

Total operating revenues..............
Total operating expenses..............

Total operating income..............

Chemi cal s

Total operating revenues..............
Total operating expenses..............

Total operating incone..............

Corporate and ot hers

Total operating revenues..............
Total operating expenses..............

Total operating loss................

</ TABLE>

Expl orati on and Production Segment

Rat e of
Change
from 2004
Years Ended Decenber 31, to 2005
2003 2004 2005

(RVMB in billions) (9
<C <C <C <C
70. 3 85.3 115.0 34.8
(51.1) (59.7) (68.2) 14. 2
19.2 25.6 46. 8 83.0
273.7 358. 3 474. 7 32.5
- - 9.4 N A
(267.7) (352. 4) (487.6) 38.4

6.0 5.9 (3.5) (159.0)
241. 4 346. 4 463. 8 33.9
(229.5) (331.7) (453. 4) 36.7

11.9 14.7 10. 4 (29.7)
103.8 144. 7 178.8 23.6
(100. 3) (126.0) (164.5) 30.6

3.5 18.7 14. 3 (23.6)
65. 2 82.2 121.9 48. 3
(67.0) (84.1) (123.1) 46. 3

(1.8) (1.9 (1.2) (37.8)

The business activities of the exploration and production segnent

consi st of exploration, devel opment,
nat ural gas.

producti on,

and sale of crude oil and
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Most of the crude oil and a snmall portion of the natural gas produced
by the exploration and production segnment were used for our refining and
chem cal s production. Mst of the natural gas and a small portion of crude oi
produced were sold to refineries owed by Sinopec Goup Conpany and ot her
cust oners.

Year Ended Decenber 31, 2005 conpared with Year Ended Decenber 31, 2004

In 2005, the operating revenues of this segnment were RVB 115 billi on,
representing an increase of 34.8% over 2004, largely due to the increase in the
sales price and sales volune of crude oil and natural gas conpared with those in
2004.

In 2005, this segnent sold 36.86 mllion tonnes of crude oil and 4. 44
billion cubic nmeters of natural gas, representing an increase of 1.7%and 14. 7%
respectively conpared with those in 2004. The average realized price of crude
oil was RVMB 2,665 per tonne (approxi mately US$ 45.9 per barrel), representing an
i ncrease of 36.2% over 2004. The average realized price of natural gas was RMB
673 per thousand cubic neters, representing an increase of 9.3% conpared with
2004.

In 2005, the operating expenses of this segment were RVB 68.2 billion,
representing an increase of 14.2% conpared with 2004. The increase was mainly
due to:

o The rise of raw materials and utilities costs accounting for the
i ncrease of approximately RVB 2.2 billion in operating expenses
conpared with 2004;

o The increase of approximately RVB 1.6 billion in other operating
expenses including expenses related to the sales of naterials
conpared with 2004;

o The increase of RMB 1.5 billion resulted fromthe increased
production activities in this segnment to take advantage of the high
crude oil price environment;

o The increase of approximately RVB 700 nillion in resources tax due
to the change of tax rate, and the increased construction tax,
education surcharges as well as mneral resources conpensation fees
associated with the increased sal es revenues of crude oil

In 2005, this segnent's operating income was RVB 46.9 billion,
representing an increase of 83.0% compared with 2004.

Year Ended Decenber 31, 2004 conpared with Year Ended Decenber 31, 2003

Operating revenues fromthe exploration and production segnent in 2004
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were RVB 85.3 billion, representing an increase of 21.4%from RVMB 70.3 billion
in 2003. The increase in operating revenues was prinmarily due to an increase in
the sal es volune and sales price of crude oil conpared with those in 2003.

In 2004, average realized price of crude oil by this segment was RVB
1,956 per tonne, representing an increase of 20.7% over 2003. Average realized
price of natural gas was RVMB 616 per thousand cubic neters, representing an
i ncrease of 3.3% over 2003.

Sal es vol une of crude oil was 36.3 million tonnes, representing an
i ncrease of 1.4% conpared with 2003. Sal es volune of natural gas was 3.9 billion
cubic nmeters, representing an increase of 11.6% over that in 2003.

In 2004, the segnent's operating expenses were RVB 59.7 billion, an
i ncrease of 16.8% conpared with 2003. The increase was prinarily because:

0o The depreciation, depletion and anortization of the segnent
i ncreased by RVB 2.6 billion conpared with 2003. This change was
caused by the additions of oil and gas properties as a result of an
increase in capital expenditure incurred in this segnent.

o The rise of fuel cost as a result of the increase in oil and gas
production and fuel prices, resulting in an increase of the
operating expenses by approximately RVMB 1 billion conpared with
2003.

o Oher operating expenses including expenses related to the sal es of
materials were up by RMB 1.3 billion conpared with 2003

0 Exploration expenses (including dry holes) were up by RvB 0.3 billion conpared
w th 2003

0o Due to the increase of sales revenues of crude oil, the natura
resources conpensation fee increased accordingly. Land and buil di ng
rental increased due to the increase of |eased | and and buil di ngs.
In addition, safety insurance funding also increased. The total of
these itens was up by RVMB 0.5 billion conpared with 2003.

In 2004, operating incone of the exploration and production segnent was
approximately RMB 25.6 billion, which was 33. 7% hi gher than that in 2003.

Ref i ni ng Segnent

The business activities of the refining segnent consist of purchasing
crude oil fromthe exploration and production segnent and third parties,
processing crude oil into refined petrol eum products, selling gasoline, diese
and kerosene to marketing and distribution segnent, selling a portion of
chemi cal feedstock to chemicals segnment and selling other refined petrol eum
products to domestic and foreign custoners.
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Year Ended Decenber 31, 2005 conpared with Year Ended Decenber 31, 2004

In 2005, this segnent's operating revenues were approxi mately RVB
474.7 billion, representing an increase of 32.5% conpared with 2004. The
increase was mainly due to the increased sales prices and sal es vol une of
various refined petrol eum products.

The following table sets forth sales revenue and the percentage of
total operating revenue for the segnent by product category for 2004 and 2005,
as well as the percentage changes in sales revenue from 2004 to 2005.

<TABLE>
<CAPTI ON>

As a Percentage of
Rat e of Change Refining Segnent's Tota

Year Ended Decenber 31, from Oper ating Revenue
2004 2005 2004 to 2005 2004 2005
(RVB) (RVB) (% (9 (%
in billion
Refining Segnents, operating
revenues
<S> <C <C <C <C <C
Gasoline....................... 63.8 81.0 27.0 17.8 17.1
Diesel ........ .. ... .. ... ..... 145.3 187. 4 29.0 40.5 39.5
Li ght Chemical feedstock ...... 62.1 98. 8 59.1 17.3 20.8
O her refined petrol eum
products.................... 81.9 102.1 24.7 22.8 21.5
O her operating revenues....... 5.2 5.4 3.8 1.6 1.1
Total ... .. 358.3 474.7 32.5 100.0 100.0
</ TABLE>

In 2005, the sales revenues of gasoline by the segnment were RVB 81
billion, representing an increase of 27.0% conpared with 2004, accounting for
17. 1% of this segnent's operating revenues.

In 2005, the sales revenues of diesel by the segnent were RVB 187.4
billion, representing an increase of 29.0% conpared with 2004, accounting for
39.5% of this segnment's operating revenues.

In 2005, the sales revenues of chemi cal feedstock by the segnment were
RVB 98.8 billion, representing an increase of 58.9% conpared wi th 2004,
accounting for 20.8%of this segnment's operating revenues. The increase in the
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sal es revenues of chemical feedstock was nore than that in the sales revenues of
gasoline and diesel, which was primarily due to the snmaller increase in gasoline
and di esel prices as conpared with chenical feedstock prices as a result of

ti ght government control over donestic gasoline and diesel prices. In addition,
the segment al so increased the sales volune of chem cal feedstock.

In 2005, the sales revenues of refined petrol eum products other than
gasol i ne, diesel and chenical feedstock were RVB 102.1 billion, representing an
i ncrease of 24.7% conpared wi th 2004, accounting for 21.5%of this segment's
operating revenues.

In 2005, we received a cash governnent grant of RVMB 9.4 billion, as a
compensation of loss incurred due to the distortion of the correlation of
domestic refined petrol eum products prices and the crude oil prices.

The tabl e bel ow sets forth sales volune and average realized prices by
product for 2004 and 2005, as well as the percentage changes in sales volune and
average realized prices for the periods shown.

<TABLE>
<CAPTI ON>
Rat e of change Aver age Rat e of change
Sal es vol une from realized prices from
2004 2005 2004 to 2005 2004 2005 2004 to 2005
(mllion tonnes) (9 (RVB per tonne) (9%
<S> <C <C <C <C <C <C
Gasoline. ... ... 21.42 21.52 0.5 2,977 3, 763 26. 4
Diesel....... ... 50. 27 54. 13 7.7 2,890 3, 462 19.8
Li ght Chemical feedstock ............... 23. 17 26. 45 14.2 2,682 3,734 39.2
O her refined petrol eum products........ 31.71 32.72 3.2 2,583 3,121 20.8
</ TABLE>

In 2005, the operating expenses of the segnment were RVB 487.6 billion,
representing an increase of 38.4% conpared with 2004. The increase was primarily
due to the increase in crude oil price and throughput.

In 2005, the average crude oil cost was RVB 3,064 per tonne
(approxi mately US$ 50.96 per barrel), representing an increase of 35.5% conpared
with 2004. Refining throughput was 136.08 nmillion tonnes (excluding anmounts
processed for third parties) in 2005, representing an increase of 5.6% conpared
with 2004. The total crude oil costs in 2005 were RVB 416.9 billion,
representing an increase of 43.1% conpared with 2004, accounting for 85.5% of
the total operating expenses of the segnent, up by 2.8 percentage points over
2004.
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I n 2005, although crude oil prices remained at a high level; the
Chi nese governnent inplenented tight control over domestic prices of refined
petrol eum products, as a result, our refining segnent incurred significant |oss.
To ensure our refining segnent's normal operation, we strived to | ower our
producti on cost and adjusted the internal transfer prices between the different

segnents.

In 2005, the operating |osses of the segnent, after the receipt of the
one-time cash government grant of RVMB 9.4 billion, were RVB 3.5 billion,
representing a decrease in operating incone of RMB 9.4 billion conpared with
2004.

Year Ended Decenber 31, 2004 conpared with Year Ended Decenber 31, 2003

In 2004, the refining segnent's operating revenues were RVB 358.3
billion, representing an increase of 30.9% over 2003. The increase was mainly
due to the increase in the sales prices and sal es vol unes of various mgjor
refined petrol eum products.

The tabl e below sets forth sales revenue and the percentage of tota
operating revenue for the segnent by product category for 2003 and 2004, and as
wel | as the percentage changes in sales revenue from 2003 to 2004.

<TABLE>
<CAPTI ON>

As a Percentage of
Refi ni ng Segnent's

Rat e of Change Total Operating
Year Ended Decenber 31, from Revenue
2003 2004 2003 to 2004 2003 2004
(RVMB in billion) (% (9 (%
Refini ng Segnments, operating
revenues
<S> <C <C <C <C <C
Gasoline........ ... ... ... . ... 55.8 63. 8 14. 4 20. 4 17.8
Diesel ........................ 99.7 145. 3 45. 7 36.5 40.5
Li ght Chemical feedstock ...... 49.9 62.1 24.5 18.2 17.3
O her refined petrol eum
products.................... 63.8 81.9 28.3 23.3 22.8
O her operating revenues 4.5 5.2 15.6 1.6 1.6
Total ... .. 273.7 358.3 30.9 100.0 100.0
</ TABLE>
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In 2004, the sales revenues of gasoline realized by the segnent was RVB
63.8 billion, accounting for 17.8% (which was 2.6 percentage points |ower than
that of 2003) of this segnent's operating revenues, representing an increase of
14. 4% from 2003

In 2004, the sales revenues of diesel realized by the segnent was RVB
145.3 billion, accounting for 40.5% (which was 4.0 percentage points higher than
that of 2003) of this segment’'s operating revenues, representing an increase of
45. 7% from 2003

In 2004, the sales revenues of chem cal feedstock realized by the
segnent was RMB 62.1 billion, accounting for 17.3% (which was 0.9 percentage
points |lower than that in 2003) of this segnent's operating revenues,
representing an increase of 24.5% from 2003.

In 2004, the sales revenues of refined petrol eum products other than
gasol i ne, diesel and chenical feedstock were RVB 81.9 billion, accounting for
22.8% (which was 0.5 percentage point |ower than that of 2003) of this segnent's
operating revenues, representing an increase of 28.3% from 2003.

The tabl e bel ow sets forth sales volune and average realized prices by
product for 2003 and 2004, and as well as the percentage changes in sal es vol une
and average realized prices for the periods shown.

<TABLE>
<CAPTI ON>
Rat e of change Aver age
Sal es vol une from realized prices

2003 2004 2003 to 2004 2003 2004

(mllion tonnes) (9N (RVB per tonne)
<S> <C <C <C <C <C
Gasoline. . ... 21.25 21.42 0.8 2,624 2,977
Diesel ...... ... 41. 46 50. 27 21.2 2,404 2,890
Li ght Chemical feedstock ............... 21.91 23.17 5.7 2,277 2,682
O her refined petrol eum products........ 29. 64 31.71 7.0 2,155 2,583
</ TABLE>

In 2004, the operating expenses of the segnent were RVMB 352.3 billion,
representing an increase of 31.6%from 2003. This increase was |largely due to
the increase of processing volune and price crude oil

In 2004, the average crude oil cost was RVMB 2, 261 per tonne,
representing an increase of 24.0% from 2003. Refining throughput was 128.8
mllion tonnes (excluding anpbunts processed for third parties), representing an
i ncrease of 10.4% over 2003. In 2004, the total crude oil costs were RVB 291.3
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billion, accounting for 82.7% of the segnent's operating expenses, representing
an increase of 36.9% over 2003. In addition, the proportion accounted for by the
total crude oil costs in the refining segnent's operating expenses in 2004

i ncreased by 3.2 percentage points conpared with 2003.

In 2004, with oil prices remaining at a high level, we strived to
m ni m ze purchase cost of crude oil and transportation cost and increase the
revenue of refined petrol eum products, and expanded the sal es nmarket of refined
petrol eum products other than gasoline, diesel and kerosene. However, the
increase of refined oil price was |less than that of crude oil

In 2004, operating profit of the refining segnent was RVB 5.9 billion
(US$0.7 billion), simlar to that in 2003.

Mar keting and Distribution Segnent

The business activities of marketing and distribution segnent include
purchasi ng refined petrol eum products fromthe refining segnent and third
parities, and whol esale selling of refined petrol eumproducts to donmestic
custoners, directly selling and retail distributing the refined petrol eum
products through the retail network owned by this segnent and provision of
rel ated services.

Year Ended Decenber 31, 2005 Conpared with Year Ended Decenber 31, 2004

In 2005, the operating revenues of this segnment were RMB 463.8 billion,
representing an increase of 33.9% conpared with 2004. The increase was primarily
due to the increases in sales volume and prices of gasoline, diesel and kerosene
including jet fuel, the continuous optimi zation of nmarketing structure to
further increase the percentage of retail sales in the total sal es volune of
gasol i ne and di esel

In 2005, the operating revenues from sales of gasoline and diesel were
RVMB 390.2 billion, accounting for 84.1% of the operating revenues of this
segnment. The percentage of retail sales in the total sales volune of gasoline
and di esel increased from54.6%in 2004 to 59.5%in 2005, up by 5.0 percentage
poi nts. The percentage of sales of gasoline and diesel by direct sales in the
total sales volune decreased from 20.3%in 2004 to 19.1%in 2005, down by 1.2
percentage points. The percentage of wholesale sales in the total sales vol une
of gasoline and diesel decreased from25.1%in 2004 to 21.3% in 2005, down by
3.8 percentage points.

The following table sets forth the sal es vol unes, average realized
prices and the respective rate of changes of the four major product categories
in 2004 and 2005 in different forns of sales channels for gasoline and diesel.

<TABLE>
<CAPTI ON>
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Rat e of Change Aver age Rat e of Change
Sal es Vol une from Real i zed Prices from
2004 2005 2004 to 2005 2004 2005 2004 to 2005
(mllion tonnes) (99 (RVB per tonne) (99
<S> <C <C <C <C <C <C
Gasoline. . ... 27.51 30. 32 10.2 3,762 4,430 17.8
Retail sale......... ... ... .. .. .. ... ... 18. 42 21. 63 17. 4 3,911 4,562 16.6
Direct sale.......... ... ... . . ... 2.89 2.84 (1.8) 3,536 4, 206 18.9
Wiolesale......... ... i, 6. 20 5. 85 (5.7) 3,426 4,050 18.2
Diesel ... ... . 61. 10 67.93 11.2 3,215 3,767 17.2
Retail sale....... ... ... .. .. . .. .. ... ... 30. 00 36. 90 23.0 3,351 3,885 15.9
Direct sale...... ... ... . .. 15.12 15.91 5.2 3,211 3,786 17.9
Wiolesale......... ... i 15. 98 15.12 (5.4) 2,963 3,458 16.7
Kerosene including jet fuel................. 5.62 5. 96 5.9 2,923 3,710 26.9
Fuel Gl .. . . 9. 69 13. 33 37.7 1,793 2,374 32.4
</ TABLE>
In 2005, the segnent's operating expenses were RVB 453.5 billion,

representing an increase of 36.7% conpared with 2004. The increase was nmainly
due to the increase in purchase expenses, of which, purchase expenses for
gasoline and diesel were RVB 355.5 billion, up by 36.3% over 2004, accounting
for 78.4% of the segnent's operating expenses. In 2005, average purchase prices
of gasoline and diesel increased by 27.3% and 20.9% respectively, to RVB 3, 844
per tonne and RMB 3,518 per tonne conpared with 2004. The purchase vol une of
gasol i ne and di esel increased by 10.2% and 11.2% respectively, conpared with
2004 to 30.32 nmillion tonnes and 67.93 nillion tonnes.

In 2005, the segnment's operating profit was RvVB 10.4 billion,
representing a decrease of 29.7% conpared w th 2004.

Year Ended Decenber 31, 2004 Conpared with Year Ended Decenber 31, 2003

In 2004, the segment's operating revenues of our marketing and
distribution segment were RVB 346.4 bhillion, representing an increase of 43.5%
over 2003. The increase was primarily due to the increase in the total sales
vol unme and sal es prices of petrol eum products and the sustained optimzation of
mar keting structure, which further increased the retail and direct sale ratios
at gasoline and di esel

In 2004, the operating revenues fromretail of gasoline and diesel were
RMB 299.9 billion, accounting for 86.6% of the operating revenues of this
segnment. The percentage of retail and the distribution sales in the total sales
vol unme of the segnent increased further. The percentage of retail sales of
gasoline and diesel in the segnment's sales volunme increased from48.9% in 2003
to 54.6%in 2004, up by 5.7 percentage points. The percentage of direct sales of
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gasoline and diesel in the segment's sales volume increased from13.3%in 2003
to 20.3%in 2004, up by 7 percentage points. The percentage of whol esal e sal es
in the total sales volunme of gasoline and diesel decreased from37.8%in 2003 to
25.1 in 2004, down by 12.7 percentage points.

The followi ng table shows the sal es vol unes, average realized prices
and respective percentages of change of four product categories in 2003 and
2004, including the break-down information of different sales channels for
gasol i ne and di esel

<TABLE>
<CAPTI ON>
Rat e of Change Aver age Rat e of Change
Sal es Vol ure from Real i zed Prices from
2003 2004 2003 to 2004 2003 2004 2003 to 2004
(mllion tonnes) (%9 (RVB per tonne) (99
<S> <C <C <C <C <C <C
Gasoline. . ... . 23.53 27.51 16.9 3,295 3,762 14. 2
Retail sale....... ... ... ... . . .. .. ... ... 14. 68 18. 42 25.5 3,450 3,911 13. 4
Distribution......... ... .. ... .. ... ... ... 1.62 2.89 78.3 3,152 3,536 12. 2
Wiolesale........ ... . 7.24 6. 20 (14.3) 3,011 3,426 13.8
Diesel ... ... 47.92 61. 10 27.5 2,789 3,215 15.3
Retail sale......... ... ... . .. .. .. ... ... 20. 29 30. 00 47.8 2,954 3,351 13. 4
Distribution......... ... .. ... .. ... ... ... 7.88 15.12 91.9 2,772 3,211 15.8
Wholesale......... .. i, 19.75 15. 98 (19.1) 2,626 2,963 12.8
Kerosene including jet fuel................. 4.57 5.62 23.0 2,350 2,923 24.4
Fuel G . 6. 37 9.69 52.0 1,670 1, 793 7.4
</ TABLE>
In 2004, this segnment's operating expenses were RVB 331.7 billion,
representing an increase of 44.6% conpared with 2003. Anbng others, purchasing
costs of gasoline and diesel were RVB 260.9 billion, constituting 78. 7% of the

segnment' s operating expenses. Average purchased prices of gasoline and di ese

i ncreased by 12. 1% and 18.8% respectively, conpared with 2003, to RVB 3,019 per
tonne and RMB 2,910 per tonne respectively. The purchasi ng vol unme of gasoline
and di esel increased by 16.9% and 27.5% from 2003, to 27.51 nmillion tonnes and
61.10 million tonnes respectively.

In 2004, the segnent's operating incone was RVB 14.7 billion, or an
i ncrease of 23.2% conpared with 2003.

Cheni cal s Segnent

Qur chem cal s segnent consists of operations related to purchasing
chem cal feedstock fromour refining segment, producing, narketing and
di stribution of petrochenical products and inorgani c chem cal products.

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (80 of 228)5/29/2006 1:30:50 PM



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

Year Ended Decenber 31, 2005 Conpared with Year Ended Decenber 31, 2004

In 2005, the segnment's operating revenues were RVB 178.8 billion,
representing an increase of 23.6% conpared with 2004, which was primarily due to
the increases in prices and sales volune of major chem cal products.

In 2005, the sales revenues of the Conpany's six major categories of
chem cal products (i.e. basic organic chem cals, nononmers and pol ymers for
synthetic fiber, synthetic resin, synthetic fiber, synthetic rubber and chem cal
fertilizer) totaled approxinmately RVB 159.5 billion, representing an increase of
27.9% conpared wi th 2004, accounting for 89.2% of the total operating revenues
of this segnent.

The following table sets forth the sales volune, average realized price
and the respective rate of changes for each of these six categories of chenica
products of this segment from 2004 to 2005

<TABLE>
<CAPTI ON>
Rat e of Change Aver age Rat e of Change
Sal es Vol unes from 2004 to 2005 Real i zed Prices from 2004 to 2005
2004 2005 2004 2005
(mllion tonnes) (9 (RMB per tonne) (99
<S> <C <C <C <C <C <C
Basic organic chemicals............... 7.38 9.51 28.8 4,292 4,828 12.5
Synthetic resins...................... 5.40 6. 37 18.0 7,986 9, 007 12.8
Synthetic rubber...................... 0.56 0.70 24.9 10, 247 13, 000 26.9
Synthetic fiber....................... 1.74 1.59 (8.6) 10, 818 11, 123 2.8
Synthetic fiber nononers
and polynmers.................... 2.70 3.00 11.1 8,022 8,872 10.6
Chemical fertilizer................... 2.66 1.82 (31.4) 1, 355 1,539 13.6

</ TABLE>

In 2005, the operating expenses of the segnent were RVMB 164.5 billion,
representing an increase of 30.6% conpared with 2004. The increase was primarily
due to the price increases of various raw materials, the increased consunption
of various raw materials and auxiliary materials, the increased utilities
expenses and ot her variabl e expenses and fixed costs, all associated with the
i ncreased production of the chemnical products.

Anong ot hers:

o Affected by the increase in the consunption of raw materials and
their unit prices, the costs for raw naterials increased by RVMB 37.6
billion conpared with 2004. Consunption of naphata and ot her
cracking materials increased by 2.43 nillion tonnes over 2004, and
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unit price of raw nmaterials was RVB 3, 704 per tonne, up by RVB 1, 160
per tonne over 2004.

o Due to increased sales volune of chem cal products, selling
expenses, such as transportation costs, increased by RMB 700 nmillion
conpared with 2004.

In 2005, the segnment's operating profit was RVB 14.3 billion,
representing a decrease of RVMB 4.4 billion conmpared with 2004.

Year Ended Decenber 31, 2004 Conpared with Year Ended Decenber 31, 2003

In 2004, the chem cals segnent's operating revenue were RVB 144.7

billion, representing an increase of 39.3% conpared with 2003. This increase was
mai nly due to an increase in sales volunmes and sal es prices of najor chemca
products.

The sal es revenues of the six mmjor product categories of this segnent,
nanel y, basic organic chemicals, synthetic resin, synthetic rubber, synthetic
fiber, synthetic fiber nonomer and polymer, and chenmical fertilizer, were
approximately RVB 124.7 billion, accounting for 86.2% of the segment's operating
revenues, representing an increase of 33.7% conpared w th 2003

The followi ng table sets forth the sal es vol ume, average realized
prices and respective percentages changes of these six major categories of
chem cal products of the segnent in 2003 and 2004.

<TABLE>
<CAPTI ON>
Rat e of Change Aver age Rat e of Change
Sal es Vol unes from 2003 to 2004 Real i zed Prices from 2003 to 2004
2003 2004 2003 2004
(mllion tonnes) (% (RMB per tonne) (%
<S> <C <C <C <C <C <C
Basic organic chenmicals............... 7.21 7.38 2.4 3,377 4,292 27.1
Synthetic resins...................... 5.10 5.40 6.0 6,017 7,986 32.7
Synthetic rubber...................... 0.55 0.56 1.4 8,513 10, 247 20. 4
Synthetic fiber....................... 1.72 1.74 1.2 9, 300 10, 818 16. 3
Synthetic fiber nononers
and polymers.................... 2.62 2.70 3.1 5,791 8,022 38.5
Chemical fertilizer................... 2.03 2. 66 30.7 1,165 1, 355 16. 3

</ TABLE>

In 2004, the chemicals segnent's operating expenses were RVB 126.0
billion, representing an increase of 25.6% conpared with that of 2003. This
change was prinmarily caused by the price increase of various raw materials, the
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i ncreased consunption of various raw materials and auxiliary materials with the
increase in the production of this segnent, as well as the increased variable
expenses and fixed costs. Mre specifically, the increase was due to the

foll owi ng reasons

o Affected by the increase in the consunption of raw materials and
auxiliary materials and the increase in their unit prices, the
purchasing costs for raw materials, operating supplies and other
rel ated expenses increased by approximately RVB 21.9 billion
conpared with 2003

o Mterials sales and ot her business expenses were up by RMB 1.8
billion conpared with 2003.

o Provision for inpairment |osses on low efficient facilities for

fertilizer and caprolactamwas RVMB 2.0 billion, representing an
increase of RVMB 1.6 billion
In 2004, the segnment's operating inconme was RVB 18.7 billion,
representing an increase of approximately RVB 15.2 billion from 2003. The

percentage of operating profit of the chemicals segment in our total operating
profit increased from9%in 2003 to 29.6% in 2004, representing an increase of
20. 6 percentage pints.

Cor porate and ot hers

The business activities of corporate and others nainly consist of the
i mport and export businesses of the subsidiaries, research and devel opnent
activities of us and managerial activities of our headquarters.

Year Ended Decenber 31, 2005 conpared with Year Ended Decenber 31, 2004

In 2005, the operating revenues of corporate and others were RVB 121.9
billion, representing an increase of 48.3% conpared with 2004. The increase was
due to the fact that China Petrochenical International Co., Ltd. and its
subsidiaries increased their trading volunme in inporting and exporting crude oi
and petrochem cal products and ot her business transactions.

In 2005, the segnent's operating expenses were RVB 123.1 billion,
representing an increase of 46.3% conpared with 2004. The increase was primarily
due to the increased purchase expenses of China Petrochemi cal International Co.
Ltd. and its subsidiaries associated with the increase in their revenues.

The segnent's operating | osses were RMB 1.2 billion, representing a
decrease of RMB 0.7 billion in operating | osses as conpared with 2004.

Year Ended Decenber 31, 2004 conpared with Year Ended Decenber 31, 2003

In 2004, the operating revenues of corporate and others segnent were
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approximately RVB 82.2 billion, representing an increase of 26.1% from 2003.
Such operating revenues nainly consisted of the consolidated operating revenues
of China Petrochemical International Co., Ltd. and its subsidiaries. The

i ncrease was | argely because we increased our inport and export trading vol unme
and ot her business transactions to capture the opportunities presented by the
hi gh prices of crude oil and petrol eum products.

In 2004, the operating expenses of corporate and others were
approximately RVB 84.1 billion, representing an increase of 25.5% from 2003. The
i ncrease was | argely because the purchasing costs of China Petrochemn ca
International Co., Ltd. and its subsidiaries increased concurrently with its
i ncreased operating revenues.

In 2004, the operating | osses of the corporate and others segnent were
approximately RMB 1.9 billion, representing an increase of RMB 0.1 billion over
2003.

D. LI QUI DI TY AND CAPI TAL RESOURCES

Qur primary sources of funding have been cash provi ded by operating
activities and short-termand | ong-term borrowi ngs and our primary uses of funds
have been for working capital, capital expenditures and repaynent of short-term
and | ong-term borrow ngs.

As of Decenber 31, 2005, our short-termdebts (including short-term
| oans from Si nopec Group Conpany and its affiliates) were RVMB 41.2 billion and
accounted for 27.8% of our total short-termand |ong-termdebts (long-term debts
i nclude interest free subordinated | oan from Si nopec Group Conpany in the anpunt
of RMB 35.6 billion due in 2020). As of December 31, 2005, cash and cash
equi valents were RMB 13.7 billion as conpared to RVB 16.4 billion as of Decenber
31, 2004.

Qur future debt level is dependent primarily on results of operations,
the capital expenditure plan and cash that nay be generated from assets
di sposals. W believe that we have substantial borrowi ng capacity to neet
unanti ci pated cash requirenents.

The following table sets forth a condensed summary of the statenents of
cash flows for the periods indicated and sel ected bal ance sheet itens at the end
of the periods indicated.

<TABLE>
<CAPTI ON\>

For the Years Ended Decenber 31
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(in billion)
Net cash from operating activities:
<S> <C <C <C
Net cash provided by operations(l)............ ... ... 72.6 104.0 105. 2
Changes in working capital and other
assets and liabilities(2)......... i 3.6 (13.3) (1.8)
Net interest and tax paid(3)....... ... . (14.1) (21.6) (26.9)
Total .. 62.1 69.1 76.5
Cash flows frominvesting activities:
Capi tal expenditure including capital expenditure of jointly
controlled entities. ... ... e (48.5) (73.6) (65.6)
Purchase of investnents net of proceeds from di sposal of
I NVESE MmNt S. . .. (1.4) (1.0) (2.5)
Net (purchase) redenption of in tinme deposits less maturity of
Lime deposSi LS. . . (1.2) 0.3 0.9
Acqui sition of mnority interests in subsidiaries.............. - - (4.3)
Proceeds from di sposal of property, plant and equipnent ........ 0.4 0.3 0.5
Total .. (50.7) (74.0) (71.0)
Cash flows fromfinancing activities:
Proceeds from bank and other |oans including those of jointly
controlled entities, net of repaynents........................ (6.8) 13. 7 (2.9)
Proceeds fromissuance of corporate bonds, net of issuing
expenses - 3.5 9.8
Contribution frommnority interest, net of distributions to
M NOrity I Nterest s, . ... e e 0.2 0.2 (1.5)
Dividend paid.......... .. e (7.8) (8.7) (10. 4)
Distributions to Sinopec Goup Conpany. ...........c.uuuuueunnnn. - (3.7) (3.1)
Total .. (14. 4) 5.0 (8.1)
Net increase/ (decrease) in cash and cash equivalents............... (3.0) 0.1 (2.6)
Cash and cash equivalents at end of year............ ... ... ....... 16. 3 16. 4 13.7
</ TABLE>

(1) Represents incone/ before incone tax as adjusted for depreciation,
depl etion and anortization, dry hole cost, inconme from associ ates,
i nvestment inconme, interest income, interest expense, gain fromissuance of
shares by a subsidiary, unrealized foreign exchange (gains)/|osses, |o0ss on
di sposal of property, plant and equi pnent, and inpairment | osses on
| ong-lived assets.

(2) Represents decreases/(increases) in current assets, increases/(decreases)
incurrent liabilities and increases in other assets, net of other
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liabilities.
(3) Represents interest received, interest paid, investnment incone received,
and inconme tax paid.

Net Cash from Operating Activities

Net cash provided by operations increased fromRMB 104.0 billion in
2004 to RVMB 105.2 billion in 2005. The increase was primarily due to the
i ncreased i ncome before income tax reflecting our better operating results in
2005.

Cash Flows fromInvesting Activities

Qur cash outflows for capital expenditure projects anbunted to RVB 44.4
billion, RMB 67.6 billion and RVMB 63.1 billion in 2003, 2004 and 2005,
respectively. In addition, we had RMB 4.1 billion, RMB 6.0 billion and RVMB 2.5
billion in 2003, 2004 and 2005, respectively, of capital expenditure in our
jointly controlled entities.

In addition, we paid RMB 4.3 billion for acquisition of mnority
interests in Beijing Yanhua and other subsidiaries in 2005.

Cash Flows from Fi nancing Activities

Net cash used in financing activities was RMB 8.1 billion in 2005,
primarily because our repaynent of bank and other |oans (including | oans of
jointly controlled entities) exceeded our proceeds from bank and other |oans by
RVB 2.9 billion. The net cash outflow was further increased by the dividend paid
in 2005 of RVB 10.4 billion and a distribution of RMB 3.1 billion to Sinopec
Group Conpany for acquisition of petrochem cal assets and catal yst assets. The
cash outflow was partially offset by the net proceeds fromthe issuance of
corporate bonds of RMB 9.9 billion.

Contractual Obligations and Conmercial Conmitnents

The followi ng table sets forth our obligations and conritnments to make
future paynents under contracts and under contingent conmitnents as of Decenber
31, 2005.

<TABLE>
<CAPTI ON>

As of Decenber 31, 2005

| ess than After 5
Tot al 1 year 1-3 years 4-5 years years
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(RVB millions)

Contractual obligations(1)

<S> <C <C <C
Short-termdebts. ........................ 26,522 26,522 -
Long-termdebts........... ... ... ... ... ... 136, 094 19, 267 49, 631
Total contractual obligations............ 162, 616 45, 789 49, 631
O her commercial comm tments(2)

Qperating lease commitnent............... 112, 309 3,593 6, 830
Capital conmitrment....................... 73, 826 64, 117 9,709
Expl orati on and production licenses...... 640 107 171
Guarantees(3)........ i 79 79 -
Total commercial commitments............. 186, 854 67, 896 16, 710
</ TABLE>

(If______CDntractual obligations include the contractual obligations relating to

(3)

H storica

each of t
expendi tu
such year

<TABLE>
<CAPTI ON>

i nterest paynents. See Note 30 to our audited consolidated financia
statenents for the contractual obligations relating to post enploynent
benefit plans.

O her conmercial conmitnments represent off-bal ance sheet contingent
liabilities, and other potential cash outflows (as of the bal ance sheet
date) which may result from contingent events.

Guarantee is not linmted by tine, therefore specific paynment due period
is not applicable. As of Decenber 31, 2005, we have not entered into
any off-bal ance sheet arrangenents other than guarantees given to banks
in respect of banking facilities granted to certain parties. As of
Decenber 31, 2005, the maxi num anmount of potential future paynents
under the guarantees was RVB 79 million. W nonitor the conditions that
are subject to the guarantees to identify whether a loss is probable,
and will recognize any such | oss under guarantees when those | osses are
estimabl e. As of Decenber 31, 2005, it was not probable that we woul d
be required to make paynents under these guarantees. See Note 28 to the
consol idated financial statenments for further information of the
guar ant ees.

| and Pl anned Capital Expenditure

The following table sets forth our capital expenditure by segnent for
he years ended Decenber 31, 2003, 2004 and 2005 and the capita
re in each segnent as a percentage of our total capital expenditure for

http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f.txt (87 of 228)5/29/2006 1:30:50 PM

<C



http://www.sec.gov/Archives/edgar/data/1123658/000134100406001548/sinopec20f..txt

2003 2004 2005 Tot a
RvVB Per cent RvVB Per cent RVB Per cent RvVB Per cent
(in billions, except percentage data)
<S> <C <C <C <C <C <C <C <C
Expl orati on and production . 20.6 45 21.2 33 23.1 39 64.9 38
Refining..................... 9.8 22 14. 3 22 14.1 24 38.2 23
Mar keting and distribution... 6.8 15 16. 7 26 11.0 19 34.4 20
Chemicals.................... 7.7 17 11.0 17 9.4 16 28.1 17
Corporate........... .. ... 0.5 1 1.6 2 1.1 2 3.3 2
Total ................... 45. 4 100 64.8 100 58.7 100 168.9 100
</ TABLE>

In 2005, we adjusted our investrment allocation in line with our
devel opnent strategy and core busi ness based on market conditions, and worked
for better organization and i nplenentation of major projects. The total capita
expenditure in 2005 was RMB 58.7 billion.

o The capital expenditure for our exploration and production segment
was RMB 23.1 billion. Wth the investnent, new crude oil and natural
gas reserves were discovered in sonme maj or exploratory areas,

i ncl udi ng Ji yang Depression, Tahe and northeast Sichuan. Newy built
crude oil and natural gas production capacity increased by 5.79
mllion tonnes per annumand 2.1 billion cubic neters per annum
respectively.

o The capital expenditure for our refining segnent was RVB 14.1
billion. Wth the investnent, newy added primary refining capacity,
hydro-refining capacity and coking capacity increased by 6.7 nillion
tonnes per annum 3.73 million tonnes per annumand 2.8 million
tonnes per annum respectively; the revanping of facilities for
upgradi ng refined oil product quality was conpleted on schedul e and
Ni ngbo- Shanghai - Nanj i ng pi peline for inported crude oil was
conpl eted and put into operation

o The capital expenditure for our marketing and distribution segment
was RMB 11.0 billion. Wth the investnent, the Sout hwest refined oi
pi peline was fully conpleted and put into operation, the refined
petrol eum products sales network further inproved by way of
construction and acquisition of new service stations and renovation
of existing service stations. Qur |eading position in our principa
market was further solidified, with a net increase of 786
sel f-operated service stations.

o The capital expenditure for our chem cals segnment was RVB 9.4
billion. Wth the investnment, Miom ng's Ethyl ene expansi on project
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and the PTA revanpi ng project at Shanghai Petrochem cal and Yangzi
Petrochemi cal progressed snoothly, and the coal gasification
projects for fertilizer production progressed on schedul e.

o The capital expenditure for corporate and others was RVB 1.1
billion. Wth the investnent, our information technol ogy systens
were further inproved

In addition, we incurred a total of RVB 2.6 billion in capita
expenditure in 2005 on our two petrochemical joint ventures, Shanghai Secco and
BASF- YPC, both of which have been successfully put into comrercial operation.

In 2006, our planned capital expenditure is RVMB 70 billion. The
proj ected expenditure for exploration and production segnent is RvVB 29.8
billion, for refining segnent is RMB 14.6 billion, for chem cal segnent is RVB
12.5 billion, for marketing and distribution segment is RVB 11 billion.

The capital expenditure will be primarily invested in the foll ow ng
activities:

o In the exploration and production segment, we will continue to
pursue the principle of "coordination of reserves, production,
i nvestment and returns", construction of crude oil and natural gas
production capacity in western China. In addition, devel opnent of
Puguang Gas Field in northeastern Sichuan will be accelerated. W
wi Il al so endeavor to enhance overall deploynent of our production
capacity in marginal reserves and naintain a positive bal ance
bet ween the production and newWy found reserves.

o In the refining segnment, we will accelerate construction of crude
oil pipeline and related receiving and unloading facilities, ensure
the snmooth progress of the revanping efforts at refining facilities
i n Guangzhou, Yanshan and other areas ainmed at upgradi ng oil product
quality, and push forward Q ngdao oil refining project and Fujian
i ntegrated project.

o In the chenical segment, we will focus on the successfu
commencenent of operation of the revanped facilities at Maoming, the
PX and PTA facilities at Yangzi and three fertilizer facilities and
the orderly comencenent of construction of the ethylene facilities
at Fujian, Tianjin and Zhenhai .

o In the nmarketing and distribution segnment, we will continue to
optim ze and adjust the sales network, accelerate construction of
refined petrol eum product pipelines and construct nore service
stations in central cities, new urban districts and al ong
expr essways.

We plan to fund our capital expenditures and working capita
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requirements principally through cash provided by operating activities and
short- and long-termdebts fromdonmestic as well as overseas sources. W believe
our working capital is sufficient for our present requirenents. Qur capital
expendi ture plans are subject to a number of risks and uncertainties, and our
actual capital expenditures may vary significantly fromthese planned anounts
due to various factors. See "Item 3. --Key Information -- Risk Factors -- Qur
devel opnent plans have significant capital expenditure and financing

requi renents, which are subject to a nunber of risks and uncertainties"”

Consuner Price |ndex

According to the data provided by the National Bureau of Statistics,
the consunmer price index in the PRC increased by 1.8%in 2005, conpared with
3.9%in 2004 and 1.2%in 2003. Inflation in the PRC has not had a significant
i mpact on our results of operations in recent years

US GAAP Reconciliation

Qur consolidated financial statenents are prepared in accordance with
I FRS which differs in certain material respects from US GAAP. These differences,
as they apply to our consolidated financial statements, relate primarily to:

o the US GAAP requirenent that investnents accounted for by the equity
net hod while the investee has activities in progress necessary to
comence its planned operations are considered as qualifying assets
for which interest is capitalized, whereas under |IFRS, such
i nvestments are not considered as qualifying assets for which
interest is capitalized,

o the US GAAP requirenment that foreign exchange differences on funds
borrowed for property, plant and equi pnent be expensed, rather than
capitalized as is allowed under |IFRS

o the US GAAP requirenent that property, plant and equi prent be
carried at historical costs |ess accunul ated depreciation
(depreciation expense is based on the historical costs), whereas
under |FRS reval ued property, plant and equi pment can be carried in
the consolidated financial statenments at the reval ued anount |ess
accunul ated depreciation (depreciation expense is based on the
reval ued anmount); and

o the US GAAP requirenment that an inpairnent |oss be recognized on an
asset when the sum of the expected undi scounted future cash flows
resulting fromthe use of the asset and its eventual disposition is
I ess than the carrying anmount of the asset and the requirenent that
such inpairment |oss cannot be reversed, rather than the IFRS
standard which involves the asset's discounted future expected cash
flows and which permits, in some circunstances, the reversal of
amounts previously witten down.
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o the US GAAP requirenment that minority interests at the bal ance sheet
date be presented in the consolidated bal ance sheet either as
liabilities or separately fromliabilities and equity, whereas under
IFRS, minority interest at the bal ance sheet date be presented in
t he consol i dated bal ance sheet within equity, separately fromthe
equity attributable to the equity sharehol ders of the Conpany.

o0 the US GAAP requirenment that mnority interests in the results of
the Group for the period be separately presented in the consolidated
statenment of income as deduction before arriving at the net incong,
whereas under I FRS, minority interests in the results of the Goup
for the period be presented on the face of the consolidated
statement of income as an allocation of the total net incone for the
peri od between the mnority interests and the equity sharehol ders of
t he Conpany.

See Note 39 to the consolidated financial statenents for further
i nformati on.

| TEM 6. DI RECTORS, SEN OR MANAGEMENT AND EMPLOYEES
A DI RECTORS, SUPERVI SORS AND SENI OR MANAGEMENT
Directors
The tabl e and discussion bel ow set forth certain information concerning

our directors. The current termfor all our directors is three years, which wll
expire in My 2006.

Nane Age Positions with Sinopec Corp.

Chen Tonghai 57 Chai rman of the Board of Directors
Wang Ji m ng 63 Vi ce Chairman

Mou Shul i ng 61 Di rector

Zhang Ji aren 61 Director and Chief Financial Oficer
Cao Xi anghong 60 Di rector

Li u Genyuan 60 Di rector

Gao Jian 56 Di rector

Fan Yifei 42 Di rector

Chen Q ngt ai 68 I ndependent Non-executive Director
Ho Tsu Kwok Charl es 56 I ndependent Non-executive Director
Shi  Wanpeng 68 I ndependent Non-executive Director
Zhang Youcai 64 I ndependent Non-executive Director
Cao Yaof eng 52 Enpl oyee Representative Director

Chen Tonghai, 57, Chairman of the Board of Directors of Sinopec Corp.
and M. Chen is also President of Sinopec Goup Conmpany. M. Chen graduated from
Nort heast PetroleumlInstitute in Septenber 1976 specialising in petroleum
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producti on engi neering. M. Chen is a professor |evel senior econom st. He has
extensi ve experience in petrochem cal industry adninistration and macro-econonic
managenent. From July 1983 to Decenber 1986, M. Chen was Vice Party Secretary
and then Party Secretary of Zhenhai Petrol eum and Petrochenical Plant under the
fornmer Sinopec G oup Conpany. From Decenber 1986 to July 1989, M. Chen served
as Managi ng Deputy Mayor of N ngbo City, Zhejiang Province. FromJuly 1989 to
June 1991, M. Chen served as Managi ng Deputy Director of the Planning and
Economi ¢ Conmittee of Zhejiang Province. From June 1991 to February 1992, M.
Chen served as Acting Mayor of Ningbo Gty. From February 1992 to January 1994,
M. Chen served as Mayor of Ningbo City. From January 1994 to April 1998, M.
Chen served as Vice Mnister of the State Pl anning Commi ssion. M. Chen served
as Vice President of Sinopec G oup Conpany from April 1998 to March 2003. M.
Chen has been President of Sinopec G oup Conpany since March 2003. M. Chen
served as Director and Vice Chairnman of the First Session of the Board of
Directors of Sinopec Corp. from February 2000 to April 2003. M. Chen was

el ected as Director and Chairman of the Second Session of the Board of Directors
of Sinopec Corp. in April 20083.

Wang Jinming, 63, Vice Chairman of the Board of Directors. M. Wng
graduated from East China Chemical Institute in Septenber 1964 specialising in
petroleumrefining. M. Wang is a professor |evel senior engineer with over 30
years' managenent experience in China's petroleum and petrochenical industry.
From Novenber 1984 to June 1993, M. Wang served as Vice President, Acting
Presi dent and President of Shanghai Petrochemi cal Plant under the former Sinopec
G oup Company. M. Wang served as Chairman and President of Shanghai
Petrochem cal Conpany Limted fromJune 1993 to February 1994. He served as Vice
Presi dent of Sinopec Group Conpany (before its reorganisation) and Chairman of
Shanghai Petrocheni cal Conpany from February 1994 to April 1998. M. Wang served
as Vice President of Sinopec G oup Conpany from April 1998 to February 2000. M.
Wang has al so served as Chairnman of Shanghai SECCO Petrochem cal Conpany Limted
from Decenber 2001 to July 2003. M. Wang served as Director of the First
Session of the Board of Directors and President of Sinopec Corp. from February
2000 to April 2003. From April 2003 to March 2005, M. Wang served as President
of Sinopec Corp. In April 2003, M. Wang was el ected as Director and Vice
Chai rman of the Second Session of the Board of Directors of Sinopec Corp.

Mou Shuling, 61, Director of Sinopec Corp. M. Mu graduated from
Beijing PetroleumlInstitute in July 1968 specialising in petrol eum production
engi neering. M. Mu is a professor |evel senior engineer and has over 30 years'
managenent experience in China's petroleumindustry. From February 1990 to April
1997, M. Mou served as Deputy Director and Director of Jiangsu Petrol eum
Expl oration Bureau. From April 1997 to April 1998, M. Mu served as Director of
Shengli Petrol eum Admi ni stration Bureau. M. Mu served as Vice President of
Si nopec G oup Conpany from April 1998 to February 2000. M. Mu served as
Director of the First Session of the Board of Directors and Vice President of
Si nopec Corp. from February 2000 to April 2003. From April 2003 to March 2005,
M. Mou served as Senior Vice President of Sinopec Corp. In April 2003, M. Mu
was el ected as Director of the Second Session of the Board of Directors of
Si nopec Cor p.
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Zhang Jiaren, 61, Director and Chief Financial Oficer of Sinopec Corp.
M. Zhang graduated from Hefei Industrial University in July 1966 speciali sing
in electrical engineering. M. Zhang is a professor |evel senior econom st with
over 30 years' nmmnagenent experience in China's petrochemi cal industry. From
August 1987 to July 1994, M. Zhang served as Vice President and President of
Zhenhai Petrol eum and Petrochenical Plant under the former Sinopec G oup
Conpany. From July 1994 to April 1998, M. Zhang served as Chairnan and
Presi dent of Zhenhai Refining and Chemi cal Conpany. M. Zhang served as Vice
Presi dent of Sinopec Group Conpany from April 1998 to February 2000. M. Zhang
served as Director of the First Session of the Board of Directors and Vice
Presi dent of Sinopec Corp. from February 2000 to April 2003. M. Zhang has been
Chi ef Financial Oficer of Sinopec Corp. since March 2000. In April 2003, M.
Zhang was el ected as Director of the Second Session of the Board of Directors of
Si nopec Corp. From April 2003 to Novenber 2005, M. Zhang served as Senior Vice
President and Chief Financial Oficer of Sinopec Corp. In Novermber 2005, M.
Zhang was appointed as Chief Financial Oficer of Sinopec Corp.

Cao Xi anghong, 60, Director of Sinopec Corp. M. Cao graduated from
Nanjing Chem cal Institute in July 1967 specialising in nacro nol ecul ar
chem stry. M. Cao is an academ ci an of the China Academy of Engineering and a
professor |evel senior engineer. M. Cao has over 30 years' nanagenent
experience in China's petrochem cal industry. FromJuly 1984 to August 1997, M.
Cao served as Deputy Ceneral Manager and Chi ef Engi neer of Beijing Yanshan
Pet rochem cal Conpany under the former Sinopec G oup Conpany. From August 1997
to February 2000, M. Cao served as President, Vice Chairnman and Chairnman of
Bei ji ng Yanshan Petrochem cal Conpany Linited and Chai rman of Beijing Yanhua
Petrochem cal Conpany Limted. M. Cao served as Director of the First Session
of the Board of Directors and Vice President of Sinopec Corp. from February 2000
to April 2003. From April 2003 to Novenber 2005, M. Cao served as Senior Vice
Presi dent of Sinopec Corp. In Novenber 2005, M. Cao was appoi nted as Chi ef
Engi neer of Sinopec Corp. In April 2003, M. Cao was elected as Director of the
Second Session of the Board of Directors of Sinopec Corp.

Li u Genyuan, 60, Director of Sinopec Corp. M. Liu graduated from
Shanghai Sci ence and Technol ogy University in July 1968 specialising in
radi ation chem stry. He is a professor |evel senior econonist and has over 30
years' extensive managenent experience in China's petrochemical industry. From
May 1995 to July 2001, he served as President of Shanghai Gaoqi ao Petrocheni cal
Conpany under the fornmer Sinopec Goup Conpany. M. Liu served as Vice President
of Sinopec Group Company from July 2001 to November 2005. M. Liu has been
Chai rman and President of Sinopec Assets Managenent Conpany Limted since
Sept enber 2005. M. Liu was elected as Director of the Second Session of the
Board of Directors of Sinopec Corp. in June 2003.

Gao Jian, 56, Director of Sinopec Corp. In Septenber 1982, M. Gao
graduated fromthe Beijing Institute of Politics and Law as a postgraduate
specialising in political economics. In July 1992, he graduated fromthe Finance
Sci ence Research Institute of the Mnistry of Finance with a Ph.D. degree
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specialising in finance. From Novenber 1997 to June 1998, he conducted
postdoctoral research at the Faculty of Economics at Harvard University, USA He
is a Senior Econonmist. M. Gao has been engaged in research in economc theories
and financial managenent for a long period of tine and has extensive experience
in econonmics and financial nanagenent. From January 1989 to April 1994, he was
Deputy Head of the Departnent of Treaty and Law of the Mnistry of Finance and
the Deputy Head of the National Debts Managenent Departnment. From April 1994 to
Cct ober 1998, he was the Head of the National Debts Departnment and the Head of

t he Departnent of Treaty and Law of the Mnistry of Finance. From October 1998
to April 2001, he was the Chief Economist, the Head of the Funds Bureau and,
concurrently, the Chief Representative of the Hong Kong Representative O fice of
t he China Devel opnent Bank. From April 2001 to July 2003, he was the Assistant
to the Governor, Head of the Funds Bureau and, concurrently, the Chief
Representative of the Hong Kong Representative Ofice of the China Devel oprent
Bank. Since July 2003, he is the Deputy Governor of the China Devel opment Bank.
He was el ected as Director of the Second Session of the Board of Directors of

Si nopec Corp. in May 2004.

Fan Yifei, 42, Director of Sinopec Corp. M. Fan graduated fromthe
treasury and finance department of Rennmin University of China in July 1993 and
obtai ned a doctoral degree in econonmics; He obtained a master degree in
i nternational econonics fromthe Col unbia University in 2002. He is a senior
accountant. From June 1993 to Septenber 1994, he was the Assistant to the
General Manager and Manager of the Planning and Finance Department of the Trust
I nvest ment Conpany of China Construction Bank successively. From Septenber 1994
to July 1996, he served as Vice General Manager of the Capital Planning
Depart ment of China Construction Bank. He was the General Manager of the Finance
and Accounting Departnent of China Construction Bank fromJuly 1996 to January
1998. He was the Ceneral Manager of the Planning and Fi nance Departnent of China
Construction Bank from January 1998 to February 2000. M. Fan served as the
Assistant to the Governor of China Construction Bank from February 2000 to June
2005, during which he enriched his experience by participating in the Three
CGorges project, and also acted as the Assistant to the General Mnager of China
Changji ang Power Co., Ltd. In June 2005, M. Fan was appoi nted as Deputy
CGovernor of China Construction Bank. M. Fan was el ected as Director of the
Second Session of the Board of Directors of Sinopec Corp. in April 2003.

Chen Q ngtai, 68, Independent Non-executive Director of Sinopec Corp
M. Chen graduated from Tsi nghua University in February 1964 specialising in
power and dynami cs engineering. M. Chen is a researcher and professor. M. Chen
was engaged i n busi ness admi nistrati on and macro-econoni ¢ managenent over a | ong
period of tinme, and has accunul at ed extensive experience in business
adm ni stration and nmacro-econoni ¢ managenent. From October 1982 to July 1992
M. Chen was Chief Engineer, President and Chairman of China No. 2 Autonobile
Wirks and Chairman of Dongfeng Peugeot Citroen Autonpbile Limted, Ltd. From
July 1992 to April 1993, M. Chen served as Deputy Director of the State Counci
Economi ¢ and Trade Office. From April 1993 to March 1998, M. Chen served as
Deputy Director of State Econom ¢ and Trade Conm ssion. From March 1998 to
Novenber 2004, M. Chen served as Vice Mnister of the Devel opnment Research
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Center of the State Council (DRC) of PRC. Since July 2000, he has been Director
of the Public Policy and Management School of Tsinghua University. M. Chen has
been a nenber of the Standing Comittee of the Tenth session of Chinese People's
Political Consultative Conference since March, 2003. From Novenber 2004, M.
Chen has been a senior researcher of the DRC. Since March 2005, he has been Vice
chairman of the Econonmic Conmittee of the Tenth Session of Chinese People's
Political Consultative Conference. M. Chen served as | ndependent Non-executive
Director of the First session of the Board of Directors of Sinopec Corp. from
February 2000 to April 2003. In April 2003, M. Cao was el ected as |ndependent
Non-executive Director of the Second Session of the Board of Directors of

Si nopec Corp.

Ho Tsu Kwok Charles, 56, Independent Non-executive Director of Sinopec
Corp. M. Ho is Chairnman of Hong Kong Tobacco Conmpany Limited, a cigarette
manuf acturer and distributor in Asia Pacific region. M. Ho is also Chairman and
Director of G obal China Investnents Linmted, a joint venture between a Canadi an
provinci al governnent pension fund and the Ontario Minici pal Enpl oyees
Retirenment System He is responsible for devising investnent and nanagemnent
strategies for dobal China Investnents Limted. M. Ho is Chairman of d obal
China I nvestnents Hol dings Limted and Non-executive Director of China National
Avi ation Conpany Limted, each of which is listed on the Hong Kong Stock
Exchange. M. Ho is also a nenber of the Standing Committee of the Chinese
Peopl e's Political Consultative Conference and an econom ¢ consultant to
Shandong provincial governnent. He is a nmenber of the Board of Trustees of the
Uni versity of International Business and Econonmics of China and an honorary
menber of the Board of Trustees of Peking University. M. Ho served as
I ndependent Non-executive Director of the First session of the Board of
Directors of Sinopec Corp. fromJune 2000 to April 2003. In April 2003, M. Ho
was el ected as | ndependent Non-executive Director of the Second Session of the
Board of Directors of Sinopec Corp.

Shi Wanpeng, 68, |ndependent Non-executive Director of Sinopec Corp.
M. Shi graduated from Northern Jiaotong University in August 1960 specialising
in railway transportation admnistration. He is a professor |evel senior
engi neer. He has | ong been engaged in econom ¢ managenent work, and has
ext ensi ve experience in macro-econoni ¢ managenment. From January 1983 to January
1987, he served as a Deputy Director of the Transport Bureau of the State
Econom ¢ Conmi ssion. From January 1987 to May 1988, he was the Director of the
Economi ¢ and Techni cal Co-operation Bureau of the State Econom ¢ Conmi ssion.
From May 1988 to July 1991, he was the Director of the Production and Di spatch
Bureau of the State Planning Conm ssion. FromJuly 1991 to July 1992, he served
as Deputy Secretary Ceneral of the Production Ofice of the State Council. From
July 1992 to April 1993, he served as a Deputy Director of the Econonmic and
Trade O fice of the State Council. From April 1993 to July 1997, he was a Vice
M nister of the State Economic and Trade Conmi ssion. From July 1997 to March
1998, he was the Chairman (minister level) of the China Textiles Association.
From March 1998 to February 2002, he served as a Vice Mnister of the State
Economi ¢ and Trade Commi ssion. Since January 2003, he has been Chairman of China
Packagi ng Federation. He has been a nenber of the Standing Comrittee of the
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National Conmittee of the Tenth session of the Chinese People's Political
Consul tative Conference and Deputy Director of its Economic Committee since
March 2003. M. Shi was el ected as | ndependent Non-executive Director of the
Second Session of the Board of Directors of Sinopec Corp. in April 2003.

Zhang Youcai, 64, |ndependent Non-executive Director of Sinopec Corp.
M. Zhang graduated from Nanjing Industrial University in August 1965
specialising in inorganic chem stry. He is a professor. He has | ong been engaged
i n business adm nistration, financial nmnanagenent and government work, and has
extensi ve experience in industrial, economc, financial and accounting
managenent. From January 1968 to August 1980, he served as a technician, Vice
Presi dent, Deputy Secretary of the Party Conmittee and President, respectively,
of Nantong Chemical Fertiliser Plant. From August 1980 to January 1982, he was a
Deputy Director and a nenber of the Leading Party Goup of the Industrial Bureau
of Nantong Region. From January 1982 to February 1983, he served as a Deputy
Director of the Planning Comi ssion of Nantong Region. From February 1983 to
Novenmber 1989, he served as a Deputy Mayor, Deputy Secretary of the Party
Committee and Mayor of Nantong City. He was a Vice Mnister of the Mnistry of
Fi nance and a nenber of the Leading Party Group of the Mnistry of Finance from
Decenber 1989 to July 2002 (from May 1994 to March 1998 of this period, he
served concurrently as the Director of the State-owned Assets Administration
Bureau). He has been the Chairman of The Chinese Institute of Chief Accountants
since Novenber 2002. He has al so been the nmenber of the standing committee of
the Tenth Session of the National People's Congress and Deputy Director of its
Fi nanci al and Econom ¢ Conmittee since March 2003. M. Zhang was el ected as
I ndependent Non-executive Director of the Second Session of the Board of
Directors of Sinopec Corp. in April 2003.

Cao Yaof eng, 52, Enployee Representative Director of Sinopec Corp. M.
Cao graduated fromthe General Section of East China PetroleumInstitute in
Sept enber 1977 specialising in mning nmachinery. He obtained a naster's degree
i n mechani cal design and theories fromthe Petrol eum University (East China) in
June 2001. He is a professor |level senior engineer. FromApril 1997 to Decenber
2001, he was a Deputy Director of Shengli Petrol eum Admi nistration Bureau under
Si nopec Group Conpany. He acted concurrently as a ViceChairman of the Board of
Directors of Sinopec Shengli GlIfield Conpany Limted from May 2000 to Decenber
2001. From Decenber 2001 to Decenber 2002, he was a Director and the Ceneral
Manager of Sinopec Shengli O lfield Conpany Limted. M. Cao served as the
Chai rman of the Board of Directors of Sinopec Shengli G lfield Conpany Limted
from Decenber 2002 to Decenber 2005. From Cctober 2004 to Novenber 2005, M. Cao
served as Assistant to the President of the Sinopec G oup Conpany. |In Novenber
2005, M. Cao was appointed as Vice President of Sinopec Goup Conpany. M. Cao
was el ected as Enpl oyee Representative Director of the Second Session of the
Board of Directors of Sinopec Corp. in April 2003.

Supervi sors

The tabl e and di scussion bel ow set forth certain information concerning
our supervisors. The current termof our supervisors is three years, which wll
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expire in My 2006.

Nane Age Position with the Conpany

Wang Zuor an 55 Chai rman of the Board of Supervisors
Zhang Chonggi ng 61 Super vi sor

Wang Peijun 60 Super vi sor

Wang Xi anwen 61 Super vi sor

Zhang Baoji an 61 Super vi sor

Kang Xi anzhang 57 Super vi sor

Cui Jianmn 73 | ndependent Super vi sor

Li Yonggui 65 | ndependent Super vi sor

Su Wensheng 49 Enpl oyee Representative Supervisor
Cui GQuoqi 52 Enpl oyee Representative Supervisor
Zhang Xi anglin 59 Enpl oyee Representative Supervisor
Zhang Hai chao 48 Empl oyee Representative Supervisor

Wang Zuoran, 55, Chairman of the Supervisory Committee of Sinopec Corp.
M. Wang graduated from Shandong Econonic Administration Institute in Septenber
1994 specialising in economc adm nistration. M. Wang is a professor |evel
seni or econonmi st and he has extensive experience in the managenent of petrol eum
i ndustry. From Cctober 1994 to February 2000, M. Wang served as Deputy Director
and Party Secretary of Shengli Petrol eum Adm ni stration Bureau. From February
2000 to July 2001, M. Wang was the Assistant to President of Sinopec G oup
Conmpany. M. Wang has been Director of Disciplinary Supervision Comrmittee of
Si nopec Group Conmpany since July 2001. M. Wang served as Supervisor of the
First Session of the Supervisory Committee of Sinopec Corp. from February 2000
to April 2003. In April 2003, M. Wang was el ected as Supervisor and Chairman of
the Second Session of the Supervisory Conmittee of Sinopec Corp..

Zhang Chongqi ng, 61, Supervisor of Sinopec Corp. M. Zhang graduated
from China University of Science and Technology in July 1967 specialising in
macro nol ecul ar chenistry. He is a professor |evel senior econom st. From May
1991 to February 1993, M. Zhang served as Vice President of Planning Institute
of former Sinopec G oup Conpany. From February 1993 to Decenber 1998, M. Zhang
served as Deputy Director and Director of General Adnministrative Ofice of
former Sinopec Goup Conpany. M. Zhang has been Director of GCeneral
Administrative Ofice of Sinopec Goup Conpany from Decenber 1998 to February
2005. M. Zhang served as Supervisor of the First Session of the Supervisory
Conmittee of Sinopec Corp. from February 2000 to April 2003. In April 2003, M.
Zhang was el ected as Supervi sor of the Second Session of the Supervisory
Committee of Sinopec Corp.

Wang Peijun, 60, Supervisor of Sinopec Corp. M. Wang graduated from
Nort heast PetroleumlInstitute in July 1970 specialising in oil and gas field
engi neering. He is a professor |evel senior econonist. From June 1989 to August
1991, M. Wang was Vice Party Secretary of Qlu Petrol eum and Petrochen cal
Conpany under former Sinopec G oup Conmpany. From August 1991 to Decenber 1998,
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he served as Deputy Director and Director of Human Resources Departnment of
former Sinopec Goup Conpany. From Decenber 1998 to Septenber 2005, M. Wang has
been Director of Hunman Resources Departnment of Sinopec Group Conpany. M. Wang
served as Supervisor of the First Session of the Supervisory Committee of

Si nopec Corp. from February 2000 to April 2003. In April 2003, M. Wang was

el ected as Supervisor of the Second Session of the Supervisory Commttee of

Si nopec Corp.

Wang Xi anwen, 61, Supervisor of Sinopec Corp. M. Wang graduated from
Jilin University in July 1968 specialising in chemstry. He is a professor |evel
seni or economi st. From April 1984 to March 1990, M. Wang served as Deputy
Manager of Jinzhou Petrocheni cal Conmpany under the forner Sinopec G oup Conpany.
From March 1990 to Decenber 1998, M. Wang served as Deputy Director and
Director of Auditing Bureau of the former Sinopec G oup Conpany. M. Wang served
as Director Ceneral of Auditing Bureau of Sinopec Group Conpany from Decenber
1998 to January 2005. M. Wang served as the Director of Sinopec Corp.'s
Audi ting Bureau from February 2000 to January 2005. M. Wang served as
Supervi sor of the First Session of the Supervisory Committee of Sinopec Corp.
fromFebruary 2000 to April 2003. In April 2003, M. Wang was el ected as
Supervi sor of the Second Session of the Supervisory Committee of Sinopec Corp.

Zhang Baojian, 61, Supervisor of Sinopec Corp. M. Zhang graduated from
Shandong Institute of Finance and Economics in July 1968 specialising in
i ndustrial accounting. He is a professor |evel senior accountant. From Cctober
1985 to April 1989, he was the Chief Accountant of Yueyang Petrochem cal General
Plant. From April 1989 to October 1995, he served as the chief accountant and
Deputy Director of the Finance Departnment of the former Sinopec G oup Conpany.
He acted concurrently as the Vice Chairnman of Sinopec Finance Conpany Limted
from May 1993 to October 1995. From Cctober 1995 to February 2000, he served as
the Director of the Finance Departnent of forner Sinopec G oup Conpany and
Si nopec Group Conpany, and concurrently served as Chairman of Sinopec Finance
Conpany Limted. From February 2000 to March 2003, M. Zhang served as Director
of the Finance & Planning Department of Sinopec G oup Conpany and concurrently
as Vice Chairman of the Board of Directors of Sinopec Finance Conpany Linted.
From March 2003 to COctober 2004, he served as Deputy Chief Accountant and
concurrently the Director of the Finance & Pl anning Department of Sinopec G oup
Conpany as well as Vice Chairman of the Board of Directors of Sinopec Finance
Company Linited. He served as Vice Chairman of the Board of Directors of Sinopec
Fi nance Conpany Limited from October 2004 to July 2005. M. Zhang was el ected as
Supervi sor of the Second Session of the Supervisory Committee of Sinopec Corp.
in April 2003.

Kang Xi anzhang, 57, Supervisor of Sinopec Corp. M. Kang graduated from
t he Correspondence Teaching Department of the Party School of the Beijing
Muni ci pal Party Committee in March 1988 specialising in ideology politics
(undergraduate course). He also graduated fromthe Correspondence Teachi ng
Col l ege of the Party School of the Central Comittee of the Comunist Party of
China in Decenber 1992 specialising in party and political affairs managenent
(bachel or course). He is a senior political worker. From June 1995 to August
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1996, he was the Deputy Director of the Organisation Departnent of the Conmuni st
Party Commttee of the Tibet Autononous Region. From August 1996 to May 1997, he
was a senior researcher of the deputy director level in the Cadre Al ocation
Bureau of the Organisation Department of the Central Conmittee of the Conmuni st
Party of China. He acted as the Deputy Secretary of the Communist Party
Committee of the Coal Scientific Research Institute of the Mnistry of Coal

I ndustry from May 1997 to October 1998. From Cctober 1998 to May 1999, he was a
Supervi sor of the deputy director level in the Discipline Inspection Goup and

t he Supervi sory Bureau of Sinopec G oup Conpany, and acted as a Deputy Director
of the Supervisory Bureau of the sane conpany from May 1999 to March 2001. He
was the Deputy Director of the Supervisory Departnent of Sinopec Corp. from
February 2000 to March 2001. He has been a Deputy Head of the Discipline

I nspection G oup of the Leading Party Group and Director of the Supervisory
Bureau of Sinopec Group Conpany, as well as Director of the Supervisory

Depart ment of Sinopec Corp. since March 2001. M. Kang was el ected as Supervi sor
of the Second Session of the Supervisory Conmittee of Sinopec Corp. in April
2003.

Cui Jianmn, 73, |Independent Supervisor of Sinopec Corp. M. Cui
graduated fromthe Renmin University of China in October 1962 specialising in
planning. M. Cui is a senior auditor, certified accountant and has extensive
managenent experience in the fields of auditing and finance. From June 1983 to
January 1985, M. Cui served as Director of Industry and Transportation Bureau
of National Audit Ofice of PRC. From January 1985 to April 1995 M. Cui was
Deputy Auditor-General and Managi ng Deputy Auditor-General of National Audit
Ofice of PRC. From Decenber 1995 to Novenmber 2004, M. Cui was Chairnman of the
Chinese Certified Public Accountants Association. Since Cctober 2004, he has
been the consultant for the Chinese Certified Tax Agents Association. M. Cui
served as | ndependent Supervisor in the first session of Supervisory Conmittee
of Sinopec Corp. fromApril 2000 to April 2003 and was el ected | ndependent
Supervi sor of the Second Session of Supervisory Committee of Sinopec Corp. in
April 2003.

Li Yonggui, 65, |Independent Supervisor of Sinopec Corp. M. Li
graduat ed from Shandong Institute of Finance and Economics in July 1965
specialising in finance. He is a senior econom st and a certified public
accountant. He has | ong been engaged in tax management work and has extensive
managenent experience in the field of taxation. From February 1985 to Decenber
1988, he was Deputy Director of the Taxation Bureau of the Mnistry of Finance.
He served as Chief Economist of the State Administration of Taxation from
Decenber 1988 to April 1991. From April 1991 to February 1995, he served as
Deputy Director of the State Adninistration of Taxation. He was Chi ef Econom st
of the State Admi nistration of Taxation of China from February 1995 to Septenber
2001. M. Li has been Chairnman of the Chinese Certified Tax Agents Associ ation
since April 2000. M. Li was el ected as |Independent Supervisor of the Second
Session of the Supervisory Commttee of Sinopec Corp. in April 2003.

Su Wensheng, 49, Enpl oyee Representative Supervisor of Sinopec Corp.
M. Su graduated from Tsi nghua University in Decenber 1980 specialising in
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envi ronnent al engi neering. He obtained a naster's degree in managenent science
and engi neering from Petrol eum University (Beijing) in June 2000. He is a senior
engi neer. From Septenber 1986 to Novenber 1996, he was a Deputy Secretary of the
Party Comrittee of the Beijing Designing Institute under the forner Sinopec

G oup Company, and acted concurrently as the Secretary of the Disciplinary
Committee of the same Institute. From Novenber 1996 to Decenber 1998, he was the
Secretary of the Party Committee of Beijing Designing Institute of the forner

Si nopec G oup Conmpany. M. Su has been the Director of the Ideology & Politics
Department and a Deputy Secretary of the Affiliated Party Comm ttee of Sinopec
Group Conpany since Decenber 1998. He has acted concurrently as the Managi ng
Deputy Secretary of the Party Wrking Conmmittee of the Western New Regi on

Expl orati on Headquarter of Sinopec Corp. since Decenber 2001. M. Su was el ected
as Enpl oyee Representative Supervisor of the Second Session of the Supervisory
Committee of Sinopec Corp. in April 2003.

Cui Quoqi, 52, Enpl oyee Representative Supervisor of Sinopec Corp. M.
Cui graduated fromthe Correspondence Teachi ng Col |l ege of Renmin University of
China in Decenber 1985 specialising in industrial business managenent. In
January 1997, he obtained a nmaster's degree in business nanagenent fromthe
Busi ness Management School of Renmin University of China. He is a senior
political worker. M. Cui has served as Director of Sinopec Beijing Yanhua
Petrochem cal Conpany Limted and has served concurrently as Chairman of the
Trade Union of Sinopec Beijing Yanshan Conpany since February 2000. M. Cui has
been a menber of the Executive Conmittee of the Al China Federation of Trade
Uni ons since Decenber 2000, and a nmenber of the Standing Conmittee of the
National Commttee of the Union of Chinese Energy and Chenical |ndustries since
Decenber 2001. |In August 2005, M. Cui was elected as Deputy Secretary of the
CPC Conmittee of Sinopec Yansan Petrochemical Co. M. Cui was el ected Enpl oyee
Representative Supervisor of the Second Session of the Supervisory Conmittee of
Si nopec Corp. in April 2003

Zhang Xi anglin, 59, Enployee Representative Supervisor of Sinopec Corp.
M. Zhang graduated from Beijing Machinery College in July 1970 specialising in
preci sion machine tools. He is a professor |evel senior political worker. From
January 2000 to March 2004, he served as Director and Chai rnan of the Trade
Uni on of Sinopec Yangzi Petrochemi cal Conpany Linited. He has been Deputy
Secretary of the Communi st Party Conmittee of Sinopec Yangzi Petrochem ca
Conmpany Linmited since July 2002. Since March 2004, he has been secretary of the
Commi ssion for Discipline Inspection and concurrently the convener of the
Supervi sory Committee of Sinopec Yangzi Petrochemnical Conpany Limted. M. Zhang
was el ected Enpl oyee Representative Supervisor of the Second Session of the
Supervi sory Committee of Sinopec Corp. in April 2003.

Zhang Hai chao, 48, Vice President of Sinopec Corp. M. Zhang graduated
from Zhoushan Commerci al and Techni cal School in Decenber 1979, specialising in
oil storage and transportation. He also graduated fromJilin Petrochem ca
Institute in July 1985 specialising in recycling of lubricating oil. From
January 2001 to June 2002, he participated in the business admnistration
programre at Macau Sci ence & Technol ogy University. He is an econom st. He
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served as a Deputy General Manager of Zhejiang Petrol eum Conpany from March 1998
to Septenmber 1999. He served as the CGeneral Manager of Zhejiang Petrol eum
Company from Sept enber 1999 to February 2000, and has served as the Manager of
Si nopec Zhejiang Petrol eum Conpany from February 2000 to Septenber 2005. He has
been Chai rman of Sinopec-BP Zhejiang Petrol eum Co., Ltd. since April 2004. He
was Secretary of the CPC Party Committee and Vice Chairman and Deputy GCeneral
Manager of Sinopec G| Products Sal es Conpany from October 2004 to Novenber
2005. He served as an enpl oyee representative supervisor of the second session
of the Supervisory Conmittee of Sinopec Corp. fromApril 2003 to Novenber 2005.
He has been Secretary of the CPC Party Committee, Chairman and General Manager
of Sinopec O Products Sal es Conpany since Novenber 2005. M. Zhang has been
Vice President of Sinopec Corp. since Novenber 2005.

O her Executive Oficers

Nane Age Positions with Sinopec Corp.

Wang Ti anpu 43 Pr esi dent

Zhang Ji anhua 41 Seni or Vice President

Wang Zhi gang 48 Seni or Vice President

Cao Xiyou 44 Seni or Vice President

Dai Houl i ang 42 Vi ce President

Chen Ge 43 Secretary of the Board of Directors

Wang Ti anpu, 43, President of Sinopec Corp. M. Wang graduated from
Q ngdao Chemical Institute in July 1985 majoring in basic organics chemistry. He
obtai ned his MBA degree in Dalian Polytechnic University in July 1996 and Ph.D.
degree in Zhejiang University in August 2003 mmjoring in chemical engineering.
He is a professor |evel senior engineer and well-experienced in the production
and nmanagenent in petrochem cal industry. From March 1999 to February 2000, M.
wang was Vice President of Qlu Petrochenical Conpany of Sinopec G oup. From
February 2000 to Septenber 2000, he was Vice President of Sinopec Corp. Qlu
Conpany. From Septenber 2000 to August 2001, he was President of Sinopec Corp.
Q lu Conpany. M. Wang was Vice President of Sinopec Corp. from August 2001 to
April 2003 and was Senior Vice President of Sinopec Corp. fromApril 2003 to
March 2005. M. Wang has been President of Sinopec Corp. since March 2005.

Zhang Ji anhua, 41, Senior Vice President of Sinopec Corp. M. Zhang
graduated from East China Chenical Institute in July 1986 majoring in petrol eum
refining, and obtained a masters degree from East China University of Science
and Technol ogy in Decenber 2000 nmjoring in chemcal engineering. He is a
prof essor |evel senior engineer. FromApril 1999 to February 2000, M. Zhang was
Vi ce President of Shanghai Gaogi ao Petrocheni cal Conpany of Sinopec G oup. From
February to Septenber 2000, he was Vice President of Sinopec Corp. Shanghai
Gaogi ao Conpany. He was President of Sinopec Corp. Shanghai Gaogi ao Conpany from
Sept enber 2000 to June 2003. M. Zhang served as Vice President of Sinopec Corp.
fromApril 2003 to March 2005. He was also the Director General of Sinopec
Producti on Managenent Dept. from Novenmber 2003 to November 2005. He has been
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Seni or Vice President of Sinopec Corp. since March 2005.

Wang Zhi gang, 48, Senior Vice President of Sinopec Corp. M. Wang
graduated from East China PetroleumlInstitute in January 1982 mgjoring in oil
production, and then obtained a masters degree from University of Petroleumin
June 2000 majoring in oil and gas devel opnent engi neering. He obtained a Ph.D
degree from Geol ogy and Geo-physics Research Institute of the China Acadeny of
Sci ences in Septenber 2003 nmjoring in geology. He is a professor |evel senior
engi neer. From February to June 2000, he was Vice President of Sinopec Shengli
G lfield Conpany Limted. From June 2000 to Decenber 2001, M. Wang served as
Director and President of Sinopec Shengli Glfield Conpany Limted. He was
appoi nted honorary Deputy Director-GCGeneral of the Economic and Trade Conmittee
of Ningxia Hui Autononous Region from Novenber 2001 to May 2003. He was Vice
Presi dent of Sinopec Corp. fromApril 2003 to March 2005. He was al so the
Di rector General of Sinopec Exploration and Production Dept. since June 2003 to
Novenber 2005. He has been Senior Vice President of Sinopec Corp. since March
2005.

Cai Xiyou, 44, Senior Vice President. M. Cai graduated from Fushun
Petroleum Institute in August 1982 nmjoring in petroleumrefining automation,
and obtai ned a MBA degree from China Industry and Science Dalian Training center
in Cctober 1990. He is a senior econom st. From June 1995 to May 1996, he was
the Deputy Ceneral Manager of Jinzhou Petrochemn cal Conpany of the forner
Si nopec Group Conpany. From May 1996 to Decenber 1998, he was the Deputy Ceneral
Manager of Dalian Western Pacific Petrochenmical Co., Ltd (WEPEC). From Decenber
1998 to June 2001, he was the Deputy General Manager of Sinopec Sal es Conpany,
and from June 2001 to Decenber 2001, he was the Executive Deputy Manager of
Si nopec Sal es Conpany. He has been a Director of China International United
Pet rochem cal Conpany Limted (UNIPEC) since Decenber 2001 and has been the
CGeneral Manager of UNI PEC from Decenber 2001 to Decenber 2005. He was Vice
Presi dent of Sinopec Corp. fromApril 2003 to Novenber 2005. M. Cai has been
Seni or Vice President of Sinopec Corp. since Novenber 2005.

Dai Houl i ang, 42, Vice President of Sinopec Corp. M. Dai graduated
from Jiangsu Chemical Institute in July 1985, specialising in O ganic Chenical
Engi neering. From Septenber 1997 to July 1999, he participated in the MBA
training programin Nanjing University. He is a professor |evel senior engineer.
He was Deputy Manager of Sinopec Yangzi Petrochem cal Conpany from Decenber 1997
to April 1998. He served as a Director and Deputy Ceneral Manager of Sinopec
Yangzi Petrochem cal Co., Ltd. fromApril 1998 to July 2002. He was Vice
Chai rman and President of Sinopec Yangzi Petrochemical Co., Ltd. and Director of
Si nopec Yangzi Petrochem cal Conmpany from July 2002 to Decenber 2003. He was
Chai rman and President of Sinopec Yangzi Petrochenical Co., Ltd. and Chai rnman of
Si nopec Yangzi Petrochem cal Conpany from Decenber 2003 to Septenber 2005. He
al so served as the Chairman of BASF- YPC Conpany Limited since Decenmber 2004. He
has been the Deputy Chief Finance Oficer of Sinopec Corp. since Septenber 2005.
M. Dai has been Vice President of Sinopec Corp. since Novenber 2005.

Chen Ge, 43, Secretary to the Board of Directors of Sinopec Corp. M.
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Chen graduated from Daqgi ng PetroleumlInstitute in July 1983 majoring in
petroleumrefining, and then obtained an MBA degree from Dalian University of

Sci ence and Technology in July 1996. He is a senior econonm st. FromJuly 1983 to
February 2000, he worked in Beijing Yanshan Petrochem cal Conpany. From February
2000 to Decenber 2001, he was Deputy Director-Ceneral of Board Secretariat of

Si nopec Corp. M. Chen has been the Director General of the Board Secretari at
since Decenber 2001. M. Chen has been the Secretary to the Board of Directors
of Sinopec Corp. since April 2003.

B. COVPENSATI ON
Sal aries of Directors, Supervisors and Menbers of the Senior Managenent

Qur directors and supervisors who hold working posts with us and ot her
seni or nanagenent nenbers receive their remuneration in the formof basic salary
and perfornmance rewards. W have adopted initiative policies approved by the
first extraordinary sharehol ders' neeting on Septenber 7, 2000 including the
perfornmance eval uation and remunerations incentive schene for the senior
managenent, the share appreciation rights schene, and the conditions for the
i npl enentation of the initial granting of share appreciation rights schene.

The following table sets forth the conpensation on individual basis for
our directors, supervisors and executive officers who receive conpensation from
us in 2005.

<TABLE>
<CAPTI ON>
Renuner ation paid by the
Nane Position with the Conpany Conmpany in 2005
(RMB t housand)

Directors
<S> <S> <C
Chen Tonghai Chai r man 0
Wang Jim ng Vi ce Chairman 480
Mou Shul i ng Di rector 442
Zhang Ji aren Di rector and Chi ef

Fi nancial O ficer 455
Cao Xi anghong Di rector 455
Li u Genyuan Di rector 0
Gao Jian Di rector 0
Fan Yifei Di rector 0
Chen Q ngtai | ndependent

Non- executive Director 27( Fees)
Ho Tsu Kwok Charles | ndependent

Non- executive Director 21( Fees)
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Shi  Wanpeng I ndependent

Non-executive Director 24( Fees)
Zhang Youcali | ndependent

Non- executive Director 21( Fees)
Cao Yaof eng Empl oyee 279
Supervi sors
Wang Zuor an Chai rman of the

Supervisory Committee 0
Zhang Chongqi ng Super vi sor 0
Wang Peijun Super vi sor 0
Wang Xi anwen Super vi sor 0
Zhang Baoji an Super vi sor 0
Kang Xi anzhang Super vi sor 0
Cui Jianmn I ndependent Supervi sor 24 (Fees)
Li Yonggui | ndependent Supervi sor 24 (Fees)
Su Wensheng Enpl oyee Representative

Super vi sor 202
Cui Guoqi Enpl oyee Representative

Super vi sor 154
Zhang Xi anglin Enpl oyee Representative

Super vi sor 181
Zhang Hai chao Empl oyee Representative

Super vi sor 194
Executive officers
Wang Ti anpu Pr esi dent 462
Zhang Ji anhua Seni or Vice President 261
Wang Zhi gang Seni or Vice President 261
Cai Xiyou Seni or Vice President 260
Dai Houl i ang Vi ce President 219
Zhang Hai chao Vi ce President 194
Chen Ge Secretary to the Board of

Directors 202
</ TABLE>

We do not have any service contract with any director that provides for
benefits upon term nation of service.

C. BOARD PRACTI CE

We have three special board comittees, nanely, an audit conmttee, a
strategy committee and a renmuneration and eval uation committee. The ngjority of
the nmenbers of the strategy committee and the renunerati on and eval uati on
committee, and all menbers of the audit committee, are independent directors. In
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addition, the audit committee shall have at |east one independent director who
is a financial expert.

The main responsibilities of the audit comittee include:
o} to propose the appointnment or replacenent of the external auditor;
o} to oversee the internal auditing systemand its inplenentation

o} to coordi nate the comruni cati on between the internal auditing
departnment and the external auditor;

0 to exam ne and approve financial information and it disclosure; and
o} to exam ne the internal control system

The main responsibilities of the strategy conmmttee are to conduct
research and put forward proposals on the | ong-term devel opnent strategy and
significant investnents.

The main responsibilities of the remuneration and eval uati on comittee
i ncl ude:

0o to research on evaluation criteria for directors and the president,
to conduct their evaluations and nake necessary suggestions; and

o} to research on and review the policies and proposals in respect of
the renuneration of directors, supervisors, president,
vi ce-president, Chief Financial Oficer and secretary of the board
of directors.

The menbers of audit comittee are Chen Q ngtai, Shi Wanpeng, Zhang
Youcai and Ho Tsu Kwok Charles. The nmenbers of strategy committee are Wang
Jimng, Shi Wanpeng, Ho Tsu Kwok Charles, Mu Shuling, Zhang Jiaren, Cao
Xi anghong and Fan Yifei. The nenbers of renuneration and eval uati on comittee
are Shi Wanpeng, Chen Q ngtai, Zhang Youcai, Mu Shuling and Liu Genyuan.

D. EMPLOYEES

As of Decenber 31, 2003, 2004 and 2005, we had approxi mately 400,513,
389, 451 and 364, 528 enpl oyees. The following table sets forth the nunber of our
enpl oyees by our business segnents, their scope of work and their education as
of Decenber 31, 2005.

<TABLE>
<CAPTI ON>

Percent age of Total Nunber of
By Segnent Nunber of Enpl oyees Enpl oyees (%
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<S> <C <C
Expl orati on and Production ........ 119, 282 32.7
Refining .......... ... ... ... ........ 76, 332 21.0
Marketing and Distribution ........ 66, 839 18.3
Chemicals ......... ... . ... . ... . ... 93, 990 25.8
Corporate and hers .............. 8, 085 2.2
Total ....... .. 364, 528 100.0
Percentage of Total Nunber of
By Enpl oyee's Scope of Work Nunber of Enpl oyees Enmpl oyees (%
Production......... ... .. .. ... . .. .. .. ... 181, 332 49.7
Sales. ... 65, 615 18.0
Technical ....... .. .. .. .. . . .. . 45, 026 12. 4
Finance. ... ... ... ... . .. . . . . . . . ... 9, 697 2.7
Adm nistration.............. .. ... ....... 29, 891 8.2
O hers. ... 32,967 9.0
Total . ... 364, 528 100.0
Per cent age of Total Nunber of
By Education Nunber of Enpl oyees Enmpl oyees (%
Master's degree and above............... 3,958 1.1
University ... 52, 796 14.5
Tertiary education...................... 74,173 20. 3
Techni cal / pol ytechnic school ............ 37,743 10. 4
Secondary, technical/polytechnic school
or below ...... .. ... . .. . 195, 858 53.7
Total ... . 364, 528 100.0

</ TABLE>

We have trade unions that protect enployee rights, organize educati onal
prograns, assist in the fulfillnment of econonmi c objectives, encourage enpl oyee
participation in nmanagenent deci sions, and assist in nmediating disputes between
us and individual enployees. W have not been subject to any strikes or other
| abor disturbances that have interfered with our operation, and we believe that
our relations with our enpl oyees are good.

The total renuneration of our enployees includes salary, performance
bonuses and al | owances. Enpl oyees al so receive certain subsidies in housing,
heal th services, education and other mi scellaneous itens.

We have planned to reduce the nunber of enpl oyees by 100, 000 persons by
means of retirenment, voluntary resignation and/or redundancy within the period
of 5 years from 2001 to 2005, so as to enhance our efficiency and operating
profit. The aggregate enpl oyee reduction in the five years ended Decenber 31,
2005 anmpunted to 126,000 persons. In 2005, we recorded enpl oyee reduction
expenses of approximately RVMB 370 million relating to the reduction of
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approxi mately 7,000 enpl oyees.
E. SHARE OMNERSHI P

Qur directors, supervisors and senior officers do not have share
ownership in us.

| TEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTI ONS
A MAJOR SHAREHOLDERS

The following table sets forth information regardi ng our najor
sharehol ders as of May 19, 2006

Nunber of Per cent age of
Shares Omned Ownership (%
Shar ehol der (in mllions) -------momnnn-
Sinopec Group Conmpany. ............ouvuuunn.. 61, 757. 325 71.23

As of May 19, 2006, we had 67,121, 951, 000 st ate-owned shares,
16, 780, 488, 000 H shares and 2, 800, 000, 000 A shares outstandi ng. As of My 19,
2006, 1,634,743,700 H shares were registered in the nane of a nom nee of
Citi bank, N A, the depositary under our ADS deposit agreement. Citibank, N A
has advi sed us that, as of My 19, 2005, 16,327,937 ADSs, representing
1,632,793, 700 H shares, were held of record by Cede & Co. and 63 ot her
regi stered sharehol ders domiciled in and outside of the United States. W have
no further information as to common shares held, or beneficially owned, by U S
persons.

B. RELATED PARTY TRANSACTI ONS

Si nopec Group Conpany owns 71.23% of our outstanding equity as of My
19, 2006. Sinopec Group Conpany will be able to exercise all the rights of a
control ling sharehol der, including the election of directors and voting in
respect of amendnents to our articles of association. Sinopec Goup Company, as
our controlling sharehol der, will be subject to certain mnority sharehol der
protection provisions under our articles of association.

W have engaged fromtine to time and will continue to engage in a
variety of transactions wth Sinopec G oup Conpany, which provide a nunber of
services to us, including ancillary supply, transport, educational and comunity
services. The nature of our transactions with Sinopec G oup Conpany are governed
by a nunber of service and other contracts between Sinopec G oup Conpany and us.
A di scussion of these agreements and arrangenents is set forth under the heading
"Item 7 - Major Shareholders and Related Party Transacti ons-Related Party
Transactions" in our annual report on Form20-F filed with the Securities and
Exchange Commi ssion on April 17, 2001
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At the third nmeeting of our Second Session of the Board of Directors,
the Board approved the Proposal Regarding the New Lease of Land Use Rights from
Si nopec Group Conpany, and approved the | ease of the land use rights by us of an
area of 51.71 million square neters from Si nopec Group Conpany. The parties
entered into an Agreenent on Lease of Land Use Rights in August 2003. The anount
of rent under the | ease agreenent incurred in this reporting period was
approxi mately RMB 300 nmillion.

The proposals of the acquisition of petrochemi cal assets, catalyst
assets and petrol station assets from Sinopec Goup and di sposal of downhol e
operation assets were approved by our sharehol ders at the extraordi nary genera
nmeeting held on Decenber 21, 2004. The total consideration payable for these
acquisitions was RVMB 5.3 billion and the consideration receivable for the
di sposal was RVMB 1.7 billion, resulting in a net cash consideration of RVB 3.6
billion payable to Sinopec G oup Conpany.

Qur aggregate ampunt of connected transactions actually occurred during
2005 was RVMB 179.296 billion, of which, incom ng trade anounted to RVB 84. 073
billion, and outgoing trade amunted to RVB 95.223 billion (including, RVB
95.123 billion of sales of products and services, RVMB 52 nillion of interest
earned, RVMB 48 mllion of income fromagency fee). Al of these transactions
satisfied the conditions of waiver granted by the Hong Kong Stock Exchange. In
2005, the products and services provided by Sinopec G oup Conpany (procurenent,
storage, transportation, exploration and production services, production-related
services) to us were RVB 75.486 billion, representing 9.86% of our operating
expenses for 2005, a decrease of 1.33 percentage points conpared with those in
2004, which were within the cap of 18%for waiver. The auxiliary and community
services provided by Sinopec G oup Conpany to us were RVMB 1.79 billion,
representing 0.23% of the operating expenses, with a slight decrease conpared
with 0.31%in the preceding year, which were within the cap of 2% for waiver. In
2005, the product sales fromus to Sinopec G oup Conpany anmpunted to RVB 58.579
billion, representing 7.12% of our operating revenue, which were within the cap
of 14% for waiver. Wth regard to the Leasing Agreenent for Land Use Rights, the
anmount of rent paid by us as of Decenber 31, 2005 was approximately RVB 2.557
billion.

Pl ease al so see Note 30 to our consolidated financial statenents
i ncl uded el sewhere in this annual report.

C. | NTERESTS OF EXPERTS AND COUNSEL
Not applicabl e.
| TEM 8. FI NANCI AL | NFORVATI ON
A CONSOLI DATED STATEMENTS AND OTHER FI NANCI AL | NFORMATI ON

See F-pages followi ng Item 19.
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Legal Proceedi ngs

W are involved in certain judicial and arbitral proceedings before
Chi nese courts or arbitral bodies concerning matters arising in connection with
t he conduct of our businesses. W believe, based on currently avail able
information, that the results of such proceedings, in the aggregate, wll not
have a material adverse effect on our financial condition or results of
operations.

Di vidend Distribution Policy

Qur board of directors will determnmine the payment of dividends, if any,
with respect to our shares on a per share basis. Any final dividend for a
financial year shall be subject to sharehol ders' approval. The board nmay decl are
interimand special dividends at any time under general authorization by a
sharehol ders' ordinary resolution. A decision to declare or to pay any dividends
in the future, and the anmount of any dividends, will depend on our results of
operations, cash flows, financial condition, the paynment by our subsidiaries of
cash dividends to us, future prospects and other factors which our directors may
determnmine are inportant.

For hol ders of our H shares, cash dividend paynents, if any, shall be
decl ared by our board of directors in Renmnbi and paid in HK dollars. The
depositary will convert the HK dollar dividend payments and distribute themto
hol ders of ADSs in US dollars, |ess expenses of conversion.

In addition to cash, dividends nay be distributed in the form of
shares. Any distribution of shares, however, must be approved by specia
resol ution of the shareholders. Dividends in the formof shares will be
distributed to the depositary and, except as otherw se described in the Deposit
Agreerment, will be distributed by the depositary in the formof additional ADSs,
to hol ders of ADSs.

Di vi dends may be paid only out of our distributable profits (less
all ocations to the statutory funds which generally range from 15%to 20% of our
net incone determined in accordance with the PRC Accounting Rules and
Regul ations) and may be subject to PRC withholding tax. Qur articles of
association limt our distributable profits to the | ower of the anopunt
determ ned in accordance with the PRC Accounting Rul es and Regul ati ons and | FRS
Subj ect to the above, we currently expect that we will distribute as dividends
up to 40% of our distributable profits

Qur board has proposed a final dividend of RVMB 0.13 per ordi nary share
for the year ended Decenber 31, 2005, which is equivalent to RVMB 13.0 per ADS
After deducting the interimdividends distribution of RMB 0.04 per ordinary
share, the year end dividend is RVB 0.09 per ordinary share, which is equival ent
to RMB 9.0 per ADS. The total dividend to be paid anbunted to approxi mately RVB
7,803 mllion.
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| TEM 9.

0386),
we conp
is the

donest i
August

low clo

SI GNI FI CANT CHANGES

None.

THE OFFER AND LI STI NG

A OFFER AND LI STI NG DETAI LS

Not applicable, except for Item9A (4) and Item 9C

Qur H Shares have been listed on the Hong Kong Stock Exchange (Code:
and our ADSs, each representing 100 H Shares, have been listed on the New
York Stock Exchange and the London Stock Exchange under the synbol "SNP', since
leted our initial public offering on Cctober 19, 2000. Prior to that
time, there was no public narket for our H Shares. The Hong Kong Stock Exchange
principal non-U. S. trading market for our H Shares. Qur publicly traded

c shares, or A shares,
8, 2001 (Code: 600028).

are listed on the Stock Exchange of Shanghai since

The following table sets forth, for the periods indicated, the high and

sing prices per H Share,

as reported on the Stock Exchange of Hong Kong,

per ADS, as reported on the New York Stock Exchange and per A share, as reported

on the Stock Exchange of Shanghai

<TABLE>
<CAPTI ON>
Peri od
Past 6 nont hs
<C <C
2006 May (up to
May 19)
Apri |
Mar ch
February
January
2005 Decenber
Quarterly Data
2006 First Quarter
2005 Fourth Quarter
Third Quarter
Second Quarter
First Quarter
2004 Fourth Quarter

The Stock Exchange of The New York Stock The Shanghai St ock
Hong Kong Exchange Exchange

Hi gh Low Hi gh Low Hi gh Low

(HK doll ar per H share) (US dol | ar per ADS) (RMB per A share)
<C <C <C <C <G <C
5.35 4.80 68. 60 60. 71 7.24 6.43
5.50 4.60 71.94 60. 08 6. 07 5.09
4.80 4.275 62.0 55.51 5.31 4.79
5.15 4.55 63.73 58. 25 5.4 4.98
4.725 3.875 62. 10 50. 29 5.18 4.53
3.9 3.52 50. 58 45.72 4.75 4.10
5.00 3.875 63.73 50. 29 5.39 4.58
3.90 3.075 50. 58 39. 80 4.66 3.78
3.75 3.00 47. 48 38. 47 4.62 3.41
3.225 2.75 41. 08 35.55 4.38 3.25
3.575 2.950 45. 42 38. 26 4.52 3.89
3.325 2.925 42.31 37.95 4.67 4.30
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Third Quarter 3.175 2.75 41. 05 35.35
Second Quarter 3.125 2. 475 40. 15 32.08
First Quarter 3.85 2.75 49. 90 36. 05
Annual Data
2005 3.90 2.75 50. 58 35.55
2004 3.85 2. 475 49. 90 32.08
2003 3.475 1.24 44. 41 17. 30
2002 1.44 1.05 18. 33 13.50
2001 1.65 1.00 21.00 12. 80

</ TABLE>

Source: Bl oonberg
| TEM 10. ADDI TI ONAL | NFORNMATI ON
A SHARE CAPI TAL
Not appl i cabl e.
B. MVEMORANDUM AND ARTI CLES OF ASSOCI ATI ON

The following is a sunmary of certain provisions of our articles of
associ ation, as anended, the Company Law of the PRC (2006) and certain other
applicable laws and regul ati ons of the PRC. You and your advisors should refer
to the text of our articles of association, as anended, and to the texts of
applicable laws and regul ations for further infornation.

bj ects and Purposes

W are a joint stock linmted conpany established in accordance with the
Conpany Law and certain other |aws and regul ations of the PRC. W are registered
with the PRC State Adm nistration of Industry and Conmerce wi th business |icense
nunber 1000001003298. Article 12 of our articles of association provides that
our scope of businesses includes, anbng other things, exploration, devel opnent
and sal es of petroleum and natural gas; pipeline transportation of petroleum and
natural gas; petroleumrefining; production, sales and storage of refined
petrol eum products, petrochem cal products, chenical fiber products and other
chem cal products; whol esale, retailing and storage of refined petrol eum
products and ot her petrol eum products; operation of convenience stores; power
generation; manufacturing and installation of nachinery; purchase and sal es of
raw materials, charcoal, equipnent and its conponents; research, devel opnent,
application of technology and information; inport and export; and provision of
technol ogy services and | abor services.

Directors

Qur directors shall be elected at our sharehol ders' general neeting.
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