














NOTES ON THE INTERIM FINANCIAL STATEMENTS (CONTINUED)

for the six-month period ended 30 June 2007

31 RELATED PARTY TRANSACTIONS (Continued)

(a) Transactions with Sinopec Group Company and fellow subsidiaries, associates and jointly controlled entities (Continued)
(viii)Agency commission income represents commission earned for acting as an agent in respect of sales of products and purchase of materials for certain
entities owned by Sinopec Group Company.

(ix) Interest received represents interest received from deposits placed with Sinopec Finance Company Limited, a finance company controlled by Sinopec
Group Company. The applicable interest rate is determined in accordance with the prevailing saving deposit rate. The balance of deposits at 30 June
2007 was RMB 657 million (2006: RMB 689 million).

(x) Interest paid represents interest charges on the loans and advances obtained from Sinopec Group Company and Sinopec Finance Company Limited.
(xi) Deposits withdrawn from related parties represent net deposits withdrawn from Sinopec Finance Company Limited.
(xii)The Group obtained loans from/repaid loans to Sinopec Group Company and Sinopec Finance Company Limited.

In connection with the Reorganisation, the Company and Sinopec Group Company entered into a number of agreements under which 1)
Sinopec Group Company will provide goods and products and a range of ancillary, social and supporting services to the Group and 2)
the Group will sell certain goods to Sinopec Group Company. The terms of these agreements are summarised as follows:

(a) The Company has entered into a non-exclusive Agreement for Mutual Provision of Products and Ancillary Services (“Mutual Provision
Agreement”) with Sinopec Group Company effective from 1 January 2000 in which Sinopec Group Company has agreed to provide
the Group with certain ancillary production services, construction services, information advisory services, supply services and other
services and products. While each of Sinopec Group Company and the Company is permitted to terminate the Mutual Provision
Agreement upon at least six months notice, Sinopec Group Company has agreed not to terminate the agreement if the Group is
unable to obtain comparable services from a third party. The pricing policy for these services and products provided by Sinopec
Group Company to the Group is as follows:

e the government-prescribed price;
e where there is no government-prescribed price, the government-guidance price;
e where there is neither a government-prescribed price nor a government-guidance price, the market price; or

e where none of the above is applicable, the price to be agreed between the parties, which shall be based on a reasonable cost
incurred in providing such services plus a profit margin not exceeding 6%.

(b) The Company has entered into a non-exclusive Agreement for Provision of Cultural and Educational, Health Care and Community
Services with Sinopec Group Company effective from 1 January 2000 in which Sinopec Group Company has agreed to provide the
Group with certain cultural, educational, health care and community services on the same pricing terms and termination conditions
as agreed to in the above Mutual Provision Agreement.
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(c) The Company has entered into a series of lease agreements with Sinopec Group Company to lease certain land and buildings at a
rental of approximately RMB 3,234 million and RMB 568 million, respectively, per annum. The Company and Sinopec Group
Company can renegotiate the rental amount every three years for land and every year for buildings, however such amount cannot
exceed the market price as determined by an independent third party. The Group has the option to terminate these leases upon six

months notice to Sinopec Group Company.

(d) The Company has entered into agreements with Sinopec Group Company effective from 1 January 2000 under which the Group has
been granted the right to use certain trademarks, patents, technology and computer software developed by Sinopec Group Company.

(e) The Company has entered into a service stations franchise agreement with Sinopec Group Company effective from 1 January 2000
under which its service stations and retail stores would exclusively sell the refined products supplied by the Group.
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31 RELATED PARTY TRANSACTIONS (Continued)

(a) Transactions with Sinopec Group Company and fellow subsidiaries, associates and jointly controlled entities (Continued)
Amounts due from/to Sinopec Group Company and fellow subsidiaries, associates and jointly controlled entities included in the following
accounts captions are summarised as follows:

At 30 June At 31December

2007 2006
RMB millions RMB millions
Trade accounts receivable 7,221 4,786
Prepaid expenses and other current assets 3,055 2,343
Total amounts due from Sinopec Group Company and fellow
subsidiaries, associates and jointly controlled entities 10,276 7,129
Trade accounts payable 7,416 3,463
Accrued expenses and other payables 9,681 12,561
Short-term loans and current portion of long-term loans from
Sinopec Group Company and fellow subsidiaries 6,818 6,128
Long-term loans excluding current portion from Sinopec Group
Company and fellow subsidiaries 37,290 39,020
Total amounts due to Sinopec Group Company and fellow
subsidiaries, associates and jointly controlled entities 61,205 61,172

Amounts due from/to Sinopec Group Company and fellow subsidiaries, associates and jointly controlled entities, other than short-term
loans and long-term loans, bear no interest, are unsecured and are repayable in accordance with normal commercial terms. The terms
and conditions associated with short-term loans and long-term loans payable to Sinopec Group Company and fellow subsidiaries are
set out in Note 25.

As at and for the six-month period ended 30 June 2007, and as at and for the year ended 31 December 2006, no significant impairment
losses for bad and doubtful debts were recorded in respect of amounts due from Sinopec Group Company and fellow subsidiaries,
associates and jointly controlled entities.

(b) Key management personnel emoluments
Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities
of the Group, directly or indirectly, including directors and supervisors of the Group. The key management personnel compensations
are as follows:

Six-month periods
ended 30 June

2007 2006

RMB’000 RMB’000

Short-term employee benefits 2,469 1,977
Retirement scheme contributions 91 68
2,560 2,045

Total emoluments are included in “personnel expenses” as disclosed in Note 6.

(c) Contributions to defined contribution retirement plans
The Group participates in various defined contribution retirement plans organised by municipal and provincial governments for its staff.
The details of the Group’s employee benefits plan are disclosed in Note 32. As at 30 June 2007 and 31 December 2006, there was no
material outstanding contribution to post-employment benefit plans.

(d) Transactions with other state-controlled entities in the PRC
The Group is a state-controlled energy and chemical enterprise and operates in an economic regime currently dominated by entities
directly or indirectly controlled by the PRC government through its government authorities, agencies, affiliations and other organisations
(collectively referred as “state-controlled entities”).

Apart from transactions with Sinopec Group Company and fellow subsidiaries, the Group has transactions with other state-controlled
entities include but not limited to the following:

e sales and purchase of goods and ancillary materials;
erendering and receiving services;

e lease of assets;

e depositing and borrowing money; and

e use of public utilities.

These transactions are conducted in the ordinary course of the Group’s business on terms comparable to those with other entities that
are not state-controlled. The Group has established its procurement policies, pricing strategy and approval process for purchases and
sales of products and services which do not depend on whether the counterparties are state-controlled entities or not.



31 RELATED PARTY TRANSACTIONS (Continued)

(d) Transactions with other state-controlled entities in the PRC (Continued)
Having considered the transactions potentially affected by related party relationships, the entity’s pricing strategy, procurement policies
and approval processes, and the information that would be necessary for an understanding of the potential effect of the related party
relationship on the financial statements, the directors are of the opinion that the following related party transactions require disclosure
of numeric details:

(i) Transactions with other state-controlled energy and chemical companies
The Group’s major domestic suppliers of crude oil and refined petroleum products are China National Petroleum Corporation and
its subsidiaries (“CNPC Group”) and China National Offshore Oil Corporation and its subsidiaries (“CNOOC Group”), which are
state-controlled entities.

During the six-month period ended 30 June 2007, the aggregate amount of crude oil purchased by refining segment from CNPC
Group and CNOOC Group and refined petroleum purchased by marketing and distribution segment from CNPC Group was RMB
31,773 million (2006: RMB 31,112 million).

The aggregate amounts due from/to CNPC Group and CNOOC Group are summarised as follows:

At 30 June At 31December

2007 2006
Trade accounts receivable 298 111
Prepaid expenses and other current assets 319 115
Total amounts due from CNPC Group and CNOOC Group 617 226
Trade accounts payable 2,162 1,231
Accrued expenses and other payables 67 7
Total amounts due to CNPC Group and CNOOC Group 2,229 1,238

(ii) Transactions with state-controlled banks
The Group deposits its cash with several state-controlled banks in the PRC. The Group also obtains short-term and long-term loans
from these banks in the ordinary course of business. The interest rates of the bank deposits and loans are regulated by the PBOC.
The Group’s interest income from and interest expense to these state-controlled banks in the PRC are as follows:

Six-month periods
ended 30 June

2007 2006
Interest income 318 198
Interest expense 3,091 2,511

The amounts of cash deposited at and loans from state-controlled banks in the PRC are summarised as follows:

At 30 June At 31December

2007 2006

RMB millions RMB millions

Cash and cash equivalents 8,751 5,957
Time deposits with financial institutions 3,033 615
Total deposits at state-controlled banks in the PRC 11,784 6,572
Short-term loans and current portion of long-term loans 38,238 34,294
Long-term loans excluding current portion of long-term loans 46,607 54,648

Total loans from state-controlled banks in the PRC 84,845 88,942




NOTES ON THE INTERIM FINANCIAL STATEMENTS (CONTINUED)

for the six-month period ended 30 June 2007

32 EMPLOYEE BENEFITS PLAN
As stipulated by the regulations of the PRC, the Group participates in various defined contribution retirement plans organised by municipal
and provincial governments for its staff. The Group is required to make contributions to the retirement plans at rates ranging from 17.0%
to 30.0% of the salaries, bonuses and certain allowances of its staff. A member of the plan is entitled to a pension equal to a fixed

proportion of the salary prevailing at his or her retirement date. The Group has no other material obligation for the payment of pension

benefits associated with these plans beyond the annual contributions described above. The Group’s contributions for the six-month period
ended 30 June 2007 were RMB 1,185 million (2006: RMB 953 miillion).

33 SEGMENTAL REPORTING
The Group has five operating segments as follows:

(i) Exploration and production, which explores and develops oil fields, produces crude oil and natural gas and sells such products to the
refining segment of the Group and external customers.

(ii) Refining, which processes and purifies crude oil, that is sourced from the exploration and production segment of the Group and external
suppliers, and manufactures and sells petroleum products to the chemicals and marketing and distribution segments of the Group and
external customers.

(iiiyMarketing and distribution, which owns and operates oil depots and service stations in the PRC, and distributes and sells refined
petroleum products (mainly gasoline and diesel) in the PRC through wholesale and retail sales networks.

(iv) Chemicals, which manufactures and sells petrochemical products, derivative petrochemical products and other chemical products
mainly to external customers.

(v) Corporate and others, which largely comprise the trading activities of the import and export companies of the Group and research and
development undertaken by other subsidiaries.

The segments were determined primarily because the Group manages its exploration and production, refining, marketing and distribution,
chemicals, and corporate and others businesses separately. The reportable segments are each managed separately because they manufacture
and/or distribute distinct products with different production processes and due to their distinct operating and gross margin characteristics.
In view of the fact that the Company and its subsidiaries operate mainly in the PRC, no geographical segment information is presented.

The Group evaluates the performance and allocates resources to its operating segments on an operating income basis, without considering
the effects of finance costs or investment income. The accounting policies of the Group’s segments are the same as those described in the
principal accounting policies (see Note 2). Corporate administrative costs and assets are not allocated to the operating segments; instead,
operating segments are billed for direct corporate services. Inter-segment transfer pricing is based on cost plus an appropriate margin, as
specified by the Group’s policy.
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33 SEGMENTAL REPORTING (Continued)
Reportable information on the Group’s business segments is as follows:

Six-month periods
ended 30 June

2007 2006
RMB millions RMB millions
Turnover
Exploration and production
External sales 10,394 12,185
Inter-segment sales 46,624 53,362
57,018 65,547
Refining
External sales 50,132 52,821
Inter-segment sales 245,230 216,161
295,362 268,982
Marketing and distribution
External sales 307,083 273,153
Inter-segment sales 1,240 1,962
308,323 275,115
Chemicals
External sales 104,598 86,155
Inter-segment sales 7,330 5,225
111,928 91,380
Corporate and others
External sales 82,135 55,799
Inter-segment sales 120,003 38,335
202,138 94,134
Elimination of inter-segment sales (420,427) (315,045)
Turnover 554,342 480,113
Other operating revenues
Exploration and production 5,706 4,720
Refining 2,556 2,331
Marketing and distribution 224 282
Chemicals 3,792 3,543
Corporate and others 210 232
Other operating revenues 12,488 11,108
Turnover and other operating revenues 566,830 491,221

Six-month periods

ended 30 June

2007 2006
RMB millions RMB millions
Result
Operating profit
By segment
— Exploration and production 22,750 34,533
— Refining 5,492 (16,626)
— Marketing and distribution 16,795 10,761
— Chemicals 8,542 6,176
— Corporate and others (233) (455)
Total operating profit 53,346 34,389
Share of profits less losses from associates and jointly controlled entities
— Exploration and production 87 122
- Refining 24 40
— Marketing and distribution 179 158
— Chemicals 1,635 800
— Corporate and others 242 125
Aggregate share of profits less losses from associates and jointly controlled entities 2,167 1,245
Finance costs
Interest expense (3,804) (3,282)
Interest income 368 243
Fair value loss on embedded derivative component of convertible bonds (897) —
Foreign exchange loss (60) 47)
Foreign exchange gain 800 157
Net finance costs (3,593) (2,929)
Investment income 650 140
Profit before taxation 52,570 32,845
Taxation (14,945) (10,500)

Profit for the period 37,625 22,345




33 SEGMENTAL REPORTING (Continued)
Assets and liabilities dedicated to a particular segment’s operations are included in that segment’s total assets and liabilities. Assets which
benefit more than one segment or are considered to be corporate assets are not allocated. “Unallocated assets” consists primarily of cash
and cash equivalents, time deposits with financial institutions, investments, deferred tax assets and other non-current assets. “Unallocated
liabilities” consists primarily of short-term and long-term debts, loans from Sinopec Group Company and fellow subsidiaries, income tax
payable and deferred tax liabilities.

Interests in and share of profits from associates and jointly controlled entities are included in the segments in which the associates and
jointly controlled entities operate. Information on associates and jointly controlled entities is included in Notes 18 and 19. Additions to
long-lived assets by operating segment are included in Notes 14 and 15.

At 30 June At 31December

2007 2006
i RMB millions
Assets
Segment assets
- Exploration and production 172,197 155,043
- Refining 170,836 163,898
— Marketing and distribution 117,247 108,053
— Chemicals 111,494 108,597
— Corporate and others 38,737 22,641
Total segment assets 610,511 558,232
Interest in associates and jointly controlled entities
— Exploration and production 1,059 1,063
— Refining 1,101 1,117
— Marketing and distribution 5,105 4,692
— Chemicals 11,076 10,481
— Corporate and others 4,064 3,500
Aggregate interest in associates and jointly controlled entities 22,405 20,853
Unallocated assets 29,351 23,992
Total assets 662,267 603,077
Liabilities
Segment liabilities
— Exploration and production 36,835 30,082
- Refining 38,425 30,162
— Marketing and distribution 29,442 27,090
— Chemicals 19,316 19,142
— Corporate and others 46,794 35,913
Total segment liabilities 170,812 142,389
Unallocated liabilities 178,343 175,899
Total liabilities 349,155 318,288

Segment capital expenditure is the total cost incurred during the period to acquire segment assets that are expected to be used for more
than one year.

Six-month periods
ended 30 June

2006
RMB millions

Capital expenditure

Exploration and production 18,277 12,263
Refining 6,180 6,476
Marketing and distribution 4,922 6,685
Chemicals 3,296 5,930
Corporate and others 1,071 1,040
33,746 32,394
Depreciation, depletion and amortisation
Exploration and production 8,148 6,353
Refining 4,079 3,490
Marketing and distribution 2,074 1,655
Chemicals 4,594 4,345
Corporate and others 358 205
19,253 16,048
Impairment losses on long-lived assets
Exploration and production 25 —
Refining 923 —
Marketing and distribution 571 5
Chemicals 123 29




34 PRINCIPAL SUBSIDIARIES
At 30 June 2007, the following list contains the particulars of subsidiaries which principally affected the results or assets of the Group.

Percentage of equity

Particulars held by the
of issued Type of held by the ~ Company’s
Name of company capital legal entity Company  subsidiary Principal activities
(millions) %
China Petrochemical International RMB 1,663 Limited 100.00 —  Trading of petrochemical products
Company Limited company
Sinopec Sales Company Limited RMB 1,700 Limited 100.00 — Marketing and distribution of
company refined petroleum products
Sinopec Qilu Petrochemical RMB 1,950 Limited 99.76 — Manufacturing of intermediate
Company Limited company petrochemical products and
petroleum products
Sinopec Yangzi Petrochemical RMB 2,330 Limited 99.81 —  Manufacturing of intermediate
Company Limited company petrochemical products and
petroleum products
Sinopec Zhongyuan Petroleum RMB 875 Limited 99.35 —  Exploration and production of
Company Limited company crude oil and natural gas
Sinopec Shengli Oil Field Dynamic RMB 364 Limited 97.71 — Exploration and production of
Company Limited company crude oil and distribution of
petrochemical products
Sinopec Fujian Petrochemical RMB 2,253 Limited 50.00 — Manufacturing of plastics,
Company Limited (i) company intermediate petrochemical
products and petroleum products
Sinopec Shanghai Petrochemical RMB 7,200 Limited 55.56 — Manufacturing of synthetic fibres,
Company Limited company resin and plastics, intermediate

petrochemical products and
petroleum products

Sinopec Shijiazhuang Refining RMB 1,154 Limited 79.73 — Manufacturing of intermediate
Chemical Company Limited company petrochemical products and
petroleum products
Sinopec Kantons Holdings Limited HKD 104 Limited — 72.40 Trading of crude oil and
company petroleum products
Sinopec Wuhan Petroleum Group RMB 147 Limited 46.25 — Marketing and distribution of
Company Limited (i) company refined petroleum products
Sinopec Yizheng Chemical Fibre RMB 4,000 Limited 42.00 — Production and sale of polyester
Company Limited (i) company chips and polyester fibres
Sinopec Zhongyuan Petrochemical RMB 2,400 Limited 93.51 — Manufacturing of chemical
Company Limited company products
Sinopec Shell (Jiangsu) Petroleum RMB 830 Limited 60.00 — Marketing and distribution of
Marketing Company Limited company refined petroleum products
BP Sinopec (Zhejiang) Petroleum RMB 800 Limited 60.00 — Marketing and distribution of
Company Limited company refined petroleum products
Sinopec Qingdao Refining and RMB 800 Limited 85.00 —  Manufacturing of intermediate
Chemical Company Limited company petrochemical products and
petroleum products
China International United Petroleum RMB 223 Limited 100.00 —  Trading of crude oil and
and Chemical Company Limited company petrochemical products
Sinopec Hainan Refining and RMB 3,986 Limited 75.00 — Manufacturing of intermediate
Chemical Company Limited company petrochemical products and
petroleum products
Sinopec (Hong Kong) Limited HKD 5,477 Limited 100.00 —  Trading of crude oil and
company petrochemical products

Except for Sinopec Kantons Holdings Limited, which is incorporated in Bermuda, all of the above principal subsidiaries are incorporated in
the PRC.

(i) The Group consolidated the results of the entity because the Group controlled the board of this entity and had the power to govern its
financial and operating policies.
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for the six-month period ended 30 June 2007

35 FINANCIAL RISK MANAGEMENT

Overview
Financial assets of the Group include cash and cash equivalents, time deposits with financial institutions, investments, trade accounts
receivable, bills receivable, amounts due from Sinopec Group Company and fellow subsidiaries, advances to third parties, amounts due
from associates and jointly controlled entities, and other receivables. Financial liabilities of the Group include bank and other loans, loans
from Sinopec Group Company and fellow subsidiaries, trade accounts payable, bills payable, amounts due to Sinopec Group Company and
fellow subsidiaries, receipts in advance, and advances from third parties. The Group has no derivative instruments that are designated and
qualified as hedging instruments at 30 June 2007 and 31 December 2006.

The Group has exposure to the following risks from its use of financial instruments:
ecredit risk;

e liquidity risk; and

e market risk.

The Board of Directors has overall responsibility for the establishment, oversight of the Group’s risk management framework, and developing
and monitoring the Group’s risk management policies.

The Group’s risk management policies are established to identify and analyse the risks faced by the Group, to set appropriate risk limits
and controls, and to monitor risks and adherence to limits. Risk management policies and systems are reviewed regularly to reflect
changes in market conditions and the Group’s activities. The Group, through its training and management standards and procedures, aims
to develop a disciplined and constructive control environment in which all employees understand their roles and obligations. Internal audit
department undertakes both regular and ad hoc reviews of risk management controls and procedures, the results of which are reported to
the Group’s audit committee.

Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to meet its contractual
obligations, and arises principally from the Group’s receivables from customers. The carrying amounts of cash and cash equivalents, time
deposits with financial institutions, trade accounts and bills receivables, and other current assets, except for prepayments and deposits,
represent the Group’s maximum exposure to credit risk in relation to financial assets.

The majority of the Group’s trade accounts receivable relate to sales of petroleum and chemical products to related parties and third
parties operating in the petroleum and chemical industries. The Group performs ongoing credit evaluations of its customers’ financial
condition and generally does not require collateral on trade accounts receivable. The Group maintains an impairment loss for doubtful
accounts and actual losses have been within management’s expectations. No single customer accounted for greater than 109 of total
revenues.
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No other financial assets carry a significant exposure to credit risk.

Liquidity risk
Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The Group’s approach to managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, under both normal and
stressed conditions, without incurring unacceptable losses or risking damage to the Group’s reputation. The Group prepares monthly cash
flow budget to ensure that they will always have sufficient liquidity to meet its financial obligation as they fall due. The Group arranges and
negotiates financing with financial institutions and maintains a certain level of standby credit facilities to reduce the liquidity risk.

At 30 June 2007, the Group had standby credit facilities with several PRC financial institutions which allowed the Group to borrow up to
RMB 164,500 million (2006: RMB 130,000 million) on an unsecured basis, at 5.427% (2006: 5.020%). At 30 June 2007, the Group’s
outstanding borrowings under these facilities were RMB 15,301 million (2006: RMB 4,420 million) and were included in short-term bank
loans.

Market risk
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while optimising the return on risk.

(a) Currency risk
Substantially all of the revenue-generating operations of the Group are transacted in Renminbi, which is not fully convertible into
foreign currencies. On 1 January 1994, the PRC government abolished the dual rate system and introduced a single rate of exchange as
quoted by the PBOC. However, the unification of the exchange rate does not imply convertibility of Renminbi into United States dollars
or other foreign currencies. All foreign exchange transactions continue to take place either through the PBOC or other banks authorised
to buy and sell foreign currencies at the exchange rates quoted by the PBOC. Approval of foreign currency payments by the PBOC or

other institutions requires submitting a payment application form together with suppliers’ invoices, shipping documents and signed

contracts.

With the authorisation from the PRC government, the PBOC announced that the PRC government reformed the exchange rate regime by
moving into a managed floating exchange rate regime based on market supply and demand with reference to a basket of currencies on
21 July 2005.

The Group has no hedging policy on foreign currency balances, and principally reduces the currency risk by monitoring the level of
foreign currency. Other than the amounts as disclosed in Note 25, the amounts of other financial assets and liabilities of the Group are
substantially denominated in the functional currency of respective entity of the Group.
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35 FINANCIAL RISK MANAGEMENT (Continued)

(b) Interest rate risk
The interest rates and terms of repayment of short-term and long-term debts of the Group are disclosed in Note 25.

Capital management

The Group also optimises the structure of its capital, comprising equity and loans. In order to maintain or adjust the capital structure, the
Group may adjust the amount of dividends paid to shareholders, issue new shares, adjust the capital expenditure plan, sell assets to
reduce debt, or adjust the proportion of short-term and long-term loans. The Group monitors capital on the basis of debt-to-equity ratio,
which is calculated by dividing long-term loans, including long-term debts and loans from Sinopec Group Company and fellow subsidiaries,
by the total of equity attributable to equity shareholders of the Company and long-term loans, and liability-to-asset ratio, which is calculated
by dividing total liabilities by total assets. The Group’s strategy is to make appropriate adjustments according to the operating and
investment needs and the changes of market conditions, and has maintained the debt-to-equity ratio and the liability-to-asset ratio at a
range considered as reasonable by management. As at 30 June 2007, the debt-to-equity ratio and the liability-to-asset ratio of the Group
were 27.1% (2006: 27.7%) and 52.7% (2006: 52.8%), respectively.

The schedule of the contractual maturities of loans and commitments are disclosed in Notes 25 and 30, respectively.

There were no changes in the Group’s approach to capital management during the period. Neither the Company nor any of its subsidiaries
are subject to externally imposed capital requirements.

Fair values

The disclosures of the fair value estimates, methods and assumptions, set forth below for the Group’s financial instruments, are made to
comply with the requirements of IFRS 7 and IAS 39 and should be read in conjunction with the Group’s consolidated financial statements
and related notes. The estimated fair value amounts have been determined by the Group using market information and valuation methodologies
considered appropriate. However, considerable judgement is required to interpret market data to develop the estimates of fair value.
Accordingly, the estimates presented herein are not necessarily indicative of the amounts the Group could realise in a current market
exchange. The use of different market assumptions and/or estimation methodologies may have a material effect on the estimated fair value
amounts.

The Group has not developed an internal valuation model necessary to make the estimate of the fair value of loans from Sinopec Group
Company and its affiliates as it is not considered practicable to estimate their fair value because the cost of obtaining discount and
borrowing rates for comparable borrowings would be excessive based on the Reorganisation of the Group, its existing capital structure and
the terms of the borrowings.

The following table presents the carrying amount and fair value of the Group’s long-term indebtedness other than loans from Sinopec
Group Company and fellow subsidiaries at 30 June 2007 and 31 December 2006:

At 30 June At 31December

2007 2006

RMB millions RMB millions

Carrying amount 91,006 76,935
Fair value 90,686 76,585

The fair value of long-term indebtedness is estimated by discounting future cash flows thereon using current market interest rates offered
to the Group for debts with substantially the same characteristics and maturities.

Unquoted equity securities are individually and in the aggregate not material to the Group’s financial condition or results of operations.
There are no listed market prices for such interests in the PRC and, accordingly, a reasonable estimate of fair value could not be made
without incurring excessive costs. The Group intends to hold these unquoted equity securities for long term purpose.

The fair values of all other financial instruments approximate their carrying amounts due to the nature or short-term maturity of these
instruments.
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36 ACCOUNTING ESTIMATES AND JUDGEMENTS
The Group’s financial condition and results of operations are sensitive to accounting methods, assumptions and estimates that underlie
the preparation of the interim financial statements. The Group bases the assumptions and estimates on historical experience and on
various other assumptions that the Group believes to be reasonable and which form the basis for making judgements about matters that
are not readily apparent from other sources. On an on-going basis, management evaluates its estimates. Actual results may differ from
those estimates as facts, circumstances and conditions change.

The selection of critical accounting policies, the judgements and other uncertainties affecting application of those policies and the sensitivity
of reported results to changes in conditions and assumptions are factors to be considered when reviewing the interim financial statements.
The principal accounting policies are set forth in Note 2. The Group believes the following critical accounting policies involve the most
significant judgements and estimates used in the preparation of the interim financial statements.

Oil and gas properties and reserves

The accounting for the exploration and production’s oil and gas activities is subject to accounting rules that are unique to the oil and gas
industry. There are two methods to account for oil and gas business activities, the successful efforts method and the full cost method. The
Group has elected to use the successful efforts method. The successful efforts method reflects the volatility that is inherent in exploring for
mineral resources in that costs of unsuccessful exploratory efforts are charged to expense as they are incurred. These costs primarily
include dry hole costs, seismic costs and other exploratory costs. Under the full cost method, these costs are capitalised and written-off or
depreciated over time.

Engineering estimates of the Group’s oil and gas reserves are inherently imprecise and represent only approximate amounts because of
the subjective judgements involved in developing such information. There are authoritative guidelines regarding the engineering criteria
that have to be met before estimated oil and gas reserves can be designated as “proved”. Proved and proved developed reserves estimates
are updated at least annually and take into account recent production and technical information about each field. In addition, as prices and
cost levels change from year to year, the estimate of proved and proved developed reserves also changes. This change is considered a
change in estimate for accounting purposes and is reflected on a prospective basis in related depreciation rates.

Future dismantlement costs for oil and gas properties are estimated with reference to engineering estimates after taking into consideration
the anticipated method of dismantlement required in accordance with industry practices in similar geographic area, including estimation
of economic life of oil and gas properties, technology and price level. The present values of these estimated future dismantlement costs
are capitalised as oil and gas properties with equivalent amounts recognised as provisions for dismantlement costs.

Despite the inherent imprecision in these engineering estimates, these estimates are used in determining depreciation expense, impairment
expense and future dismantlement costs. Depreciation rates are determined based on estimated proved developed reserve quantities (the
denominator) and capitalised costs of producing properties (the numerator). Producing properties’ capitalised costs are amortised based
on the units of oil or gas produced.
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Impairment for long-lived assets
If circumstances indicate that the net book value of a long-lived asset may not be recoverable, the asset may be considered “impaired”, and
an impairment loss may be recognised in accordance with IAS 36 “Impairment of Assets”. The carrying amounts of long-lived assets are
reviewed periodically in order to assess whether the recoverable amounts have declined below the carrying amounts. These assets are
tested for impairment whenever events or changes in circumstances indicate that their recorded carrying amounts may not be recoverable.
When such a decline has occurred, the carrying amount is reduced to recoverable amount. For goodwill, the recoverable amount is estimated
annually. The recoverable 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 the Group’s assets or cash-generating units are not readily available. In determining the value in use,
expected cash flows generated by the asset or the cash-generating unit are discounted to their present value, which requires significant
judgement relating to level of sale volume, selling price and amount of operating costs. The Group uses all readily available information in
determining an amount that is a reasonable approximation of recoverable amount, including estimates based on reasonable and supportable
assumptions and projections of sale volume, selling price and amount of operating costs.

Depreciation
Property, plant and equipment, other than oil and gas properties, are depreciated on a straight-line basis over the estimated useful lives of
the assets, after taking into account the estimated residual value. The Group reviews the estimated useful lives of the assets regularly in
order to determine the amount of depreciation expense to be recorded during any reporting period. The useful lives are based on the
Group’s historical experience with similar assets and taking into account anticipated technological changes. The depreciation expense for
future periods is adjusted if there are significant changes from previous estimates.

Impairment for bad and doubtful debts
The Group estimates impairment losses for bad and doubtful debts resulting from the inability of the customers to make the required
payments. The Group bases the estimates on the ageing of the accounts receivable balance, customer credit-worthiness, and historical
write-off experience. If the financial condition of the customers were to deteriorate, actual write-offs would be higher than estimated.
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NOTES ON THE INTERIM FINANCIAL STATEMENTS (CONTINUED)

for the six-month period ended 30 June 2007

37 POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE FOR THE ANNUAL
ACCOUNTING PERIOD ENDING 31 DECEMBER 2007

Up to the date of issue of these interim financial statements, the IASB has issued the following amendments, new standards and interpretations
which are not yet effective for the annual accounting period ending 31 December 2007 and which have not been adopted in these interim
financial statements:

Effective for
accounting period
beginning on or after

IFRS 8, Operating Segments 1 January 2009
IAS 23 (March 2007), Borrowing costs 1 January 2009
IFRIC 11, IFRS 2 — Group and treasury share transaction 1 March 2007
IFRIC 12, Service concession arrangements 1 January 2008
IFRIC 13, Customer loyalty programmes 1 July 2008
IFRIC 14, IAS 19 - The limit on a defined benefit asset, minimum funding requirements and their interactions 1 January 2008

The Group is in the process of making an assessment of what the impact of these amendments, new standards and new interpretations is
expected to be in the period of initial application. Up to the date of issuance of these interim financial statements, the Group believes that
the adoption of IFRIC 11, IFRIC 12, IFRIC 13 and IFRIC 14 are not applicable to any of the Group’s operations and that the adoption of IFRS
8 and IAS 23 (March 2007) are unlikely to have a significant impact on the Group’s results of operations and financial position.

38 PARENT AND ULTIMATE HOLDING COMPANY
The directors consider the parent and ultimate holding company of the Group as at 30 June 2007 is Sinopec Group Company, a state-
owned enterprise established in the PRC. This entity does not produce financial statements available for public use.

Financial Statements (International)
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Other than the differences in the classifications of certain financial statements captions and the accounting for the items described below, there are
no material differences between the Group’s financial statements prepared under the PRC Accounting Standards for Business Enterprises and IFRS.
The reconciliation presented below is included as supplemental information, is not required as part of the basic financial statements and does not
include differences related to classification, display or disclosures. Such information has not been subject to independent audit or review. The major
differences are:

(i) Oil and gas properties
The difference is primarily due to that oil and gas properties are depreciated on a straight-line basis under the PRC Accounting Standards for
Business Enterprises. Under IFRS, oil and gas properties are depreciated on the unit of production method.

(ii) Revaluation of land use rights
Under the PRC Accounting Standards for Business Enterprises, land use rights are carried at revalued amount. Under IFRS, land use rights are
carried at historical cost less amortisation. Accordingly, the surplus on the revaluation of land use rights, credited to revaluation reserve, was
eliminated.

Effects of major differences between the net profit under the PRC Accounting Standards for Business Enterprises and the profit for the period
under IFRS are analysed as follows:

Six-month periods ended 30 June

2007 2006

RMB millions RMB millions

Net profit under the PRC Accounting Standards for Business Enterprises 36,357 21,290
Adjustments:

Oil and gas properties @) 91 1,259

Reduced amortisation on revaluation of land use rights (ii) 15 15

Effects of the above adjustments on taxation and change in tax rate on deferred tax 1,162 (219)

Profit for the period under IFRS* 37,625 22,345

Effects of major differences between the shareholders’ funds under the PRC Accounting Standards for Business Enterprises and the total equity
under IFRS are analysed as follows:

At 30 June At 31 December

Note 2007 2006
RMB millions RMB millions

Shareholders’ funds under the PRC Accounting Standards for Business Enterprises 307,023 279,931
Adjustments:

Oil and gas properties 0) 10,907 10,816

Revaluation of land use rights (ii) (1,057) (1,072)

Effects of the above adjustments on taxation and change in tax rate on deferred tax (3,761) (4,886)
Total equity under IFRS* 313,112 284,789

*  The above figure is extracted from the financial statements prepared in accordance with IFRS which have been audited by KPMG.



(D) SUPPLEMENTAL INFORMATION FOR NORTH AMERICAN SHAREHOLDERS

The Group’s accounting policies conform with IFRS which differ in certain significant respects from accounting principles generally accepted in the
United States of America (“US GAAP”). Information relating to the nature and effect of such differences are set out below. The US GAAP reconciliation
presented below is included as supplemental information, is unaudited, is not required as part of the basic financial statements and does not include
differences related to classification, display or disclosures. Such information has not been subject to independent audit or review.

(a) Foreign exchange gains and losses
In accordance with IFRS, foreign exchange differences on funds borrowed for construction are capitalised as property, plant and equipment to the
extent that they are regarded as an adjustment to interest costs during the construction period. Under US GAAR, all foreign exchange gains and
losses on foreign currency debt are included in current earnings. For the periods presented herein, the US GAAP adjustments represent the
amortisation effect of such originating adjustments described above. Accordingly, the carrying amount of property, plant and equipment under
IFRS was higher than the amount under US GAAP by RMB 172 million (2006: RMB 195 million) as of 30 June 2007.

(b) Revaluation of property, plant and equipment
In connection with the acquisitions of certain entities and related operations from Sinopec Group Company in prior years, the related property,
plant and equipment were revalued by independent valuers in accordance with relevant PRC rules and regulations. Under IFRS, such revaluations
result in an increase in equity with respect to the increase in carrying amount of certain property, plant and equipment above their historical cost
bases and a charge to income with respect to the reduction in carrying amount of certain property, plant and equipment below their historical
cost bases.

Under US GAAP, property, plant and equipment are stated at their historical cost less accumulated depreciation. However, as a result of the
tax deductibility of the net revaluation surplus, a deferred tax asset related to the reversal of the revaluation surplus is created under US
GAAP with a corresponding increase in equity.

In addition, under IFRS, on disposal of a revalued asset, the related revaluation surplus is transferred from the revaluation reserve to retained
earnings. Under US GAAP, the gain and loss on disposal of an asset is determined with reference to the asset’s historical carrying amount and
included in current earnings.

Accordingly, the carrying amount of property, plant and equipment under IFRS was higher than the amount under US GAAP by RMB 406 million
(2006: RMB 441 million) as of 30 June 2007.

(c) Exchange of assets

During 2002, the Company and Sinopec Group Company entered into an asset swap transaction. Under IFRS, the cost of property, plant and
equipment acquired in an exchange for a dissimilar item of property, plant and equipment is measured at fair value. Under US GAAP, as the
exchange of assets was between entities under common control, the assets received from Sinopec Group Company are measured at historical
cost. The difference between the historical cost of the net assets transferred and the net assets received is accounted for as an equity transaction.
For the periods presented herein, the US GAAP adjustments represent the amortisation effect of such originating adjustments described above.
Accordingly, the carrying amount of property, plant and equipment under IFRS was higher than the amount under US GAAP by RMB 474 million
(2006: RMB 486 million) as of 30 June 2007.

(d) Reversal of impairment of long-lived assets
Under IFRS, impairment charges are recognised when a long-lived asset’s carrying amount exceeds the higher of an asset’s fair value less costs
to sell and value in use, which incorporates discounting the asset’s estimated future cash flows.

Under US GAAP, determination of the recoverability of a long-lived asset held for use is based on an estimate of undiscounted future cash flows
resulting from the use of the asset and its eventual disposition. If the sum of the expected future cash flows is less than the carrying amount of
the asset, an impairment loss is recognised. Measurement of an impairment loss for a long-lived asset is based on the difference between the
asset’s carrying value and the fair value of the asset.

In addition, under IFRS, a subsequent increase in the recoverable amount of an asset is reversed to the consolidated income statement to the
extent that an impairment loss on the same asset was previously recognised as an expense when the circumstances and events that led to the
write-down or write-off cease to exist. The reversal is reduced by the amount that would have been recognised as depreciation had the write-off
not occurred. Under US GAAP, an impairment loss establishes a new cost basis for the impaired asset and the new cost basis should not be
adjusted subsequently other than for further impairment losses.

For the periods presented herein, the US GAAP adjustment represents the effect of reversing the recovery of previous impairment charges
recorded under IFRS. Accordingly, the carrying amount of property, plant and equipment under IFRS was higher than the amount under US GAAP
by RMB 398 million (2006: RMB 418 million) as of 30 June 2007.

(e) Capitalised interest on investment in associates
Under IFRS, an investment accounted for by the equity method is not considered a qualifying asset for which interest is capitalised. Under US
GAAP, an investment accounted for by the equity method while the investee has activities in progress necessary to commence its planned
principal operations, provided that the investee’s activities include the use of funds to acquire qualifying assets for its operations, is a qualifying
asset for which interest is initially capitalised and subsequently amortised when the operation of the qualifying assets begin. Accordingly, the
carrying amount of the interest in associates under IFRS was lower than the amount under US GAAP by RMB 426 million (2006: RMB 446
million) as of 30 June 2007.

Interim Report 2007

127




(f) Goodwill
Under IFRS, with reference to IFRS 3, “Business Combination”, goodwill arising from a business combination for which the purchase agreement
date is on or after 31 March 2004 is not amortised, or goodwill arising from a business combination for which the purchase agreement date was
before 31 March 2004 is no longer amortised from the first annual reporting period beginning on or after 31 March 2004. Instead, goodwill is
tested for impairment annually.

Under US GAAP, with reference to Statement of Financial Accounting Standards No.142, “Goodwill and Other Intangible Assets” (“SFAS No.142"),
goodwill is no longer amortised beginning 1 January 2002. Instead, goodwill is reviewed for impairment at least annually.

As a result, there is no difference in respect of goodwill amortisation effective 1 January 2005. Accordingly, the carrying amount of the goodwill
under IFRS was lower than the amount under US GAAP by RMB 43 million (2006: RMB 43 million) as of 30 June 2007 due to the continued
amortisation of goodwill under IFRS until the end of 2004.

(g) Presentation of minority interests
Under IFRS, minority interests at the balance sheet date are presented in the consolidated balance sheet within equity, separately from the equity
attributable to the equity shareholders of the Company, and minority interests in the results of the Group for the period are presented on the face
of the consolidated income statement as an allocation of the profit for the period between the minority interests and the equity shareholders of
the Company. Under US GAAP, minority interests at the balance sheet date are presented in the consolidated balance sheet either as liabilities or
separately from liabilities and equity. Minority interests in the results of the Group for the period are also separately presented in the consolidated
income statement as a component of net income.

The effect on profit attributable to equity shareholders of the Company of significant differences between IFRS and US GAAP is as follows:

Reference Six-month periods ended 30 June
in note 2007 2007 2006

above US$ millions RMB miillions RMB millions

Profit attributable to equity shareholders

of the Company under IFRS 4,754 36,190 21,870
US GAAP adjustments:
Foreign exchange gains and losses (a) 3 23 23
Depreciation on revalued property, plant and equipment (b) 5 35 1,633
Disposal of property, plant and equipment (b) — — 57
Exchange of assets (c) 2 12 12
Depreciation effect of reversal of impairment
of long-lived assets (d) 3 20 27
Capitalised interest on investments in associates, net
of amortisation effect (e) 3) (20) (20)
Deferred tax effect of US GAAP adjustments (18) (133) (536)
Minority interests (8) (2) (12) (184)
Profit attributable to equity shareholders
of the Company under US GAAP 4,744 36,115 22,882
Basic and diluted earnings per share under US GAAP USDO0.05 RMBO0.42 RMBO0.26
Basic and diluted earnings per ADS under US GAAP* uUsD5.47 RMB41.65 RMB26.39

*  Basic and diluted earnings per ADS is calculated on the basis that one ADS is equivalent to 100 H shares.

The effect on the total equity attributable to equity shareholders of the Company of significant differences between IFRS and US GAAP is as
follows:

Reference At 30 June At 31 December
in note 2007 2007 2006

above US$ millions RMB miillions RMB millions

Total equity attributable to equity shareholders

of the Company under IFRS 38,047 289,614 262,845
US GAAP adjustments:
Foreign exchange gains and losses (a) (23) (172) (195)
Revaluation of property, plant and equipment (b) (53) (406) (441)
Exchange of assets (c) (62) (474) (486)
Reversal of impairment of long-lived assets (d) (52) (398) (418)
Capitalised interest on investments in associates (e) 56 426 446
Goodwill (f) 5 43 43
Effect of US GAAP adjustments on deferred tax assets 45 342 487
Effect of US GAAP adjustments on deferred tax liabilities (14) (109) (121)
Minority interests (g) 16 125 137
Total equity attributable to equity shareholders
of the Company under US GAAP 37,965 288,991 262,297

Note: United States dollar equivalents

For the convenience of readers, amounts in Renminbi have been translated into United States dollars at the rate of US$1.00 = RMB 7.6120 being the noon
buying rate in New York City on 29 June 2007 for cable transfers in Renminbi as certified for customs purposes by the Federal Reserve Bank of New York. No
representation is made that the Renminbi amounts could have been, or could be, converted into United States dollars at that rate.



DOCUMENTS FOR INSPECTION

The following documents will be available for
inspection during normal business hours at
the legal address of Sinopec Corp. from
Friday, 24 August 2007 by the relevant
regulatory authorities and shareholders in
accordance with the Articles of Association of
Sinopec Corp. and the laws and regulations of
the PRC:

1 The original interim report for the first half
of 2007 signed by the Chairman of
Sinopec Corp.;

2 The original audited financial statements
and audited consolidated financial
statements of Sinopec Corp. prepared in
accordance with IFRS and the PRC ASBE
for the six-month period ended 30 June
2007 signed by Mr. Su Shulin, Chairman
of Sinopec Corp., Mr. Wang Tianpu,
Director, President of Sinopec Corp., Mr.
Dai Houliang, Director, Senior Vice
President and Chief Financial Officer of
Sinopec Corp. and Mr. Liu Yun, Head
of the Accounting Department of
Sinopec Corp.;

3 The original auditors’ reports on the above
financial statements signed by the
auditors; and

4 All original documents and
announcements published by Sinopec
Corp. in the newspapers specified by the
China Securities Regulatory Commission
during the reporting period.

By Order of the Board
Su Shulin
Chairman

Beijing, PRC, 24 August 2007
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Confirmation from the
Directors and Senior Management

In accordance with the relevant provisions and
requirements of the Securities Law of the
People’s Republic of China, as the directors
of the Board and senior management of
Sinopec Corp., we have carefully reviewed the
2007 interim report and accounts of Sinopec
Corp. and concluded that this interim report

CONFIRMATION FROM THE DIRECTORS AND SENIOR MANAGEMENT

truly and objectively represents the business
performance of Sinopec Corp. in the first half
of 2007, contains no false representations,
misleading statements or material omissions
and complies with the requirements of the
China Securities Regulatory Commission and
other relevant regulatory bodies.

Signatures of the Directors and Senior Management
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This interim report is published in both
English and Chinese. Should any conflict
regarding meaning arises, the Chinese
version shall prevail.





