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Sinopec Corp. Announces 2006 Interim Results

Beijing, People’s Republic of China (PRC) — 28 August, 2006 — China Petroleum & Chemical Corporation (“Sinopec Corp.” or “the Company”) (HKEX: 386; NYSE: SNP; LSE: SNP; CH: 600028) today announced its interim results for the 6 months ended 30 June, 2006. 

Under PRC Accounting Rules and Regulations, in the first half of 2006, the Company’s income from principal operations was RMB481.99 billion (US$ 60.06 billion), an increase of 34.17%.  Net profit was RMB 20.68 billion (US$ 2.58 billion), up by 14.6% compared with the same period of 2005. 
Under International Financial Reporting Standards (IFRS), in the first half of 2006, the Company’s turnover with other operating revenues and income was RMB 493.13 billion (US$ 61.45 billion), an increase of 33.8%. Profit attributable to shareholders was RMB 21.40 billion (US$ 2.67 billion), an increase of 8.92% over the same period of 2005.  
The Board of Directors proposed a dividend of RMB 0.04 per share for the six months ended June 2006, which is equivalent to RMB 4.00 per American Depositary Share (ADS).

“Confronted with soaring global crude prices, tight domestic price controls on refined oil products, as well as wide fluctuation in the petrochemical market during the first half of 2006, Sinopec has fully leveraged its integrated business portfolio, deepened reforms, accelerated asset restructuring, expanded resources, and consolidated its market position.  This allowed us to deliver satisfactory structural reforms and operating performance.” Said Mr. Chen Tong Hai, the Chairman of Sinopec.  

Note: In this press release, US$1= RMB 8.025 for data in the first half of 2006

Operating Highlights

Financial Highlights in Accordance with PRC Accounting Rules and Regulations
	Items
	At 30 June 2006
	At 31 December 2005
	Changes from the end of last year (%)

	
	RMB millions
	RMB millions
	

	Current assets
	161,351
	141,896
	  13.71

	Current liabilities
	211,744
	167,792
	26.19

	Total assets
	568,888
	520,572
	9.28

	Shareholders’ funds (excluding minority interests)
	228,510
	215,623
	5.98

	Net assets per share (RMB/share) (Fully diluted)
	2.636
	2.487
	5.98

	Adjusted net assets per share (RMB/share)
	2.570
	2.426
	   5.94


	Items
	Six-month periods ended 30 June
	Changes over the same period of the preceding year (%)

	
	2006
	2005
	

	
	RMB millions
	RMB millions
	

	Net profit
	20,679
	18,044
	  14.60 

	Net profit before extraordinary gains 
and loses
	20,776
	18,087
	  14.87

	Return on net assets (%) (Fully diluted)
	9.05
	9.13
	   (0.08) percentage point 

	Return on net assets (%) (Weighted average)
	9.20
	9.29
	  (0.09) percentage point 

	Earnings per share (RMB/share) (Fully diluted)
	0.239
	0.208
	14.60 

	Earnings per share (RMB/share) (Weighted average)
	0.239
	0.208
	  14.60 

	Net cash flow from operating activities
	25,166
	25,044
	  0.49 


Financial Highlights (IFRS)
	Items
	Six-month periods ended 30 June
	Changes over the same period of the preceding year (%)

	
	2006 
	2005
	

	
	RMB millions
	RMB millions
	

	Operating profit
	34,238
	33,682
	1.65

	Profit attributable to equity shareholders of the Company
	21,406
	19,653
	8.92

	Return on capital employed (%)note
	5.46
	6.17
	(0.71) percentage point

	Basic earnings per share (RMB/share)
	0.247
	0.227
	8.92

	Net cash flow from operating activities
	21,478
	21,082
	1.88


Note: Return on capital employed = operating profit x (1 - income tax rate)/capital employed 
	Items
	At 30 June 2006
	At 31 December 2005 
	Changes from the end of last year (%)

	
	RMB millions
	RMB millions
	

	Current assets
	165,170
	145,291
	13.68

	Current liabilities
	215,165
	170,649
	26.09

	Total assets
	586,915
	537,321
	9.23

	Total equity attributable to equity shareholders of the Company
	237,159
	223,556
	6.08

	Net assets per share (RMB/share)
	2.735
	2.578
	6.08

	Adjusted net assets per share (RMB/share)
	2.670
	2.518
	6.04


Operating Profit by Segment

	
	Six month period ended June 30
	Changes

	
	2006
	2005
	

	
	 (RMB millions)
	(%)

	Exploration and Production Segment
	
	
	

	Operating revenue
	70,217 
	48,023 
	46.2 

	Operating expenses
	36,873 
	30,228 
	22.0 

	Operating profit
	33,344 
	17,795 
	87.4 

	Refining Segment
	
	
	

	Operating revenue
	271,313 
	210,969 
	28.6 

	Operating expenses
	287,923 
	212,265 
	35.6 

	Operating profit/(Loss)
	(16,610)
	(1,296)
	1,181.6 

	Marketing and Distribution Segment
	
	
	

	Operating revenue
	275,397 
	208,616 
	32.0 

	Operating expenses
	264,636 
	201,973 
	31.0 

	Operating profit
	10,761 
	6,643 
	62.0 

	Chemicals Segment
	
	
	

	Operating revenue
	101,519 
	86,016 
	18.0 

	Operating expenses
	94,321 
	75,201 
	25.4 

	Operating profit
	7,198 
	10,815 
	(33.4)

	Corporate and others
	
	
	

	Operating revenue
	93,913 
	53,493 
	75.6 

	Operating expenses
	94,368 
	53,768 
	75.5 

	Operating profit/(Loss)
	(455)
	(275)
	65.5 


MARKET ENVIRONMENT AND BUSINESS REVIEW
In the first half of 2006, Chinese GDP grew by 10.9% and demand for petroleum and petrochemical products continued to expand.  According to the Company’s statistics, apparent domestic consumption of refined oil products (i.e. gasoline, diesel and kerosene) in the first half of this year increased by 7.1% over that of the same period last year while the apparent domestic consumption of petrochemical products (equivalent of ethylene) increased by 6.3% over that of the same period last year. 
International oil prices continued to climb, reaching record levels and the price of chemical products remained high.  Due to the tight price control on domestic refined oil products, the price gap between the domestic and overseas markets remained substantial despite two upward adjustments in domestic prices.  The Company responded to these challenges with flexibility, fully leveraging its integrated business structure, substantially expanding oil & gas resources, accelerating structural adjustments, strengthening coordination between production and sales, optimizing resource allocation and maintaining its dominant market position.  As a result, both the production volume and financial returns recorded stable growth. 

 BUSINESS REVIEW 
Exploration and Production:  In the first half of 2006, international crude oil prices continued to climb. The Platt’s Brent spot price averaged USD 66.56 per barrel, up by 29.49% over that of the first half of 2005. The average crude price realized by the Company during the first half of 2006 was RMB 3,309.71 per barrel, up by 42.88% over that of the same period last year.

The Company strengthened its innovation in oil & gas exploration theory and technology, in particular with respect to marine facies sedimentation, and further accelerated exploration. This lead to a series of important discoveries, including the Puguang Oil Field. 

The Company capitalized on crude prices to optimize and accelerate the construction of new oil production capacity. A series of major capacity building projects were completed.  Efforts were also made to stabilize production in mature oil fields by restoring marginal wells  As a result, overall production in mature oil fields improved.  
With respect to natural gas exploration, the Company further developed the Erdos Daniudi Gas Field in North China, and preparations for the development of the Puguang Oil Field in northeast Sichuan Province were accelerated.   

During the period the Company set a new production record in both oil and gas, with 140.89 million barrels of crude oil and 126.2 billion cubic feet of natural gas produced, representing a year on year increase of 3.07% and 20.42% respectively.  
Summary of Operations of Exploration, Development and Production 

	
	Six month period ended June 30
	Changes

(%)

	
	2006
	2005
	

	Crude oil production (mmbbls) Note1
	140.89
	136.69
	3.07

	Natural Gas Production (bcf)
	126.2
	104.8
	20.42

	Newly added proved crude reserve of crude oil (mmbbls)
	143.89
	85.69
	67.92

	Newly added proved gas reserve of natural gas (bcf)Note2

	175.5
	518.1
	(66.13)


	
	At June 
30, 2006
	At December 31, 2005
	Changes from the end of last year (%)

	Proved reserve of crude oil at the end of the reporting period (mmbbls)
	3,297
	3,294
	0.09

	Proved gas reserve to natural gas at the end of the reporting period (bcf) Note2
	3,001.0
	2,951.7
	1.67


Note 1: Crude oil production is converted at 1 tonne = 7.1 barrels, and natural gas production is converted at 1 cubic meter = 35.31 cubic feet.
Note 2: gas reserve of Puguang Gas Field is not included.
Refining: In order to meet market demand the Company strengthened operation at its facilities and achieved full-load operation, increased refined oil production and improved the overall quality of its refined oil products.  Cost savings in both crude oil storage and transportation were realized by fully leveraging the Ningbo-Shanghai-Nanjing crude oil pipeline and the newly operational Yizheng-Changling crude oil pipeline and optimizing resource allocation. The Company increased the processing volume of sour and heavy crude in order to reduce procurement cost.  In addition, the Company improved processing plan and product mix and increased the production of high value-added products, resulting in further improvement in light yield and refining yield.
Summary of Refining Operations

	
	Six month period ended June 30
	Changes

(%)

	
	2006
	2005
	

	Crude throughput (million tonnes)
	71.68
	68.08
	5.29

	of which: sour crude throughput(million tonnes)
	17.60
	16.87
	4.33

	Gasoline, diesel and kerosene output (million tonnes)
	42.73
	41.02
	4.17

	of which:    Gasoline (million tonnes)
	11.23
	11.32
	(0.80)

	Diesel (million tonnes)
	28.32
	26.31
	7.64

	Kerosene including jet fuel (million tonnes)
	3.18
	3.39
	(6.19)

	Light chemical feedstock (million tonnes)
	11.47
	10.16
	12.89

	Light products yield (%)
	74.81
	74.24
	0.57 percentage point

	Overall refining yield (%)
	93.73
	93.11
	0.62 percentage point


Note:
Crude throughput is converted at 1 tonnene = 7.35 barrels.
Marketing and Distribution Segment: The Company worked to maintain its market position  by organizing and mobilizing resources, making structural adjustments, limiting and fully leveraging storage and transportation facilities such as the southwest refined oil pipeline.  As a result of improved brand awareness and service quality, sales to end-users and sales volume per station further increased and the Company’s position in the refined oil market continued to strengthen.   The Company also extensively engaged in non-fuel related businesses with the establishment of a strategic partnership with Mcdonald’s.  The customer base for petrol IC cards continued to grow, reaching a total of 11 million cards issued.

Summary of Marketing and Distribution Operations of Refined Oil Products
	
	Six month period ended June 30
	Changes

(%)

	
	2006
	2005
	

	Total domestic sales volume of refined oil products (million tonnes)
	54.32
	50.77
	6.99

	of which:    retail volume (million tonnes)
	35.33
	29.56
	19.52

	direct sales volume (million tonnes)
	9.69
	10.39
	(6.74)

	wholesale volume (million tonnes)
	9.30
	10.82
	(14.05)

	Total No. of service stations 
	29,198
	30,352
	(3.80)

	of which:    No. of self-operated service stations
	27,628
	26,870
	2.82

	                      No. of franchised service stations
	1,570
	3,482
	(54.91)

	Average annual throughput per station (tonne)
	2,558
	2,200
	16.27


Chemicals: The Company fully leveraged its newly built production capacity and strengthened operation management at its facilities to ensure safe, stable, long-term, full-capacity and high quality operation of key facilities. The production of ethylene and other major chemical products, such as synthetic resins, monomers and polymers for synthetic fibers increased.  The Company further improved product mix and increased output of high value-added products.
During the reporting period, the Chemical Sales Company operating strategy began to pay off, its adaptability to market conditions further improved and the percentage of direct sales grew steadily.  These positive developments lay a solid foundation for maximizing overall returns in the chemicals segment. 

Production of Major Products


	Unit: thousand tonnes
	Six month period ended June 30
	Changes

(%)

	
	2006
	2005
	

	Ethylene
	3,031
	2,434
	24.53

	Synthetic Resin
	4,184
	3,528
	18.59

	Synthetic fiber monomers and polymers
	3,577
	3,152
	13.48

	Synthetic fiber
	770
	756
	1.85

	Synthetic rubber
	318
	308
	3.25

	Urea
	906
	998
	(9.22)


Note: 100% production of the two ethylene joint ventures, namely BASF-YPC and Shanghai Secco was included.
COST SAVING

In the first half of 2006, the Company reduced total costs by RMB 1,382 million (US$172 million), including RMB 396 million (US$49 million) from Exploration and Production, RMB 348 million (US$43 million) from Refining, RMB 287 million (US$36 million) from Marketing and Distribution, and RMB 351 million (US$44 million) from Chemicals.  This was made possible by a series of saving measures, including better resource allocation and leverage of its modern logistics system to reduce transportation costs, increases in processing volumes of sour and heavy crude to reduce procurement costs, optimized facilities operations to cut down material and energy consumption, and improved utilization of oil and water wells.  
CAPITAL EXPENDITURES
The Company’s total capital expenditure was RMB 30.452 billion (US$3.79 billion).  Capex for Exploration and Production totaled RMB 11.676 billion (US$1.46 billion). The Company achieved a number of important exploration results through strengthening progressive exploration and preliminary exploration in new blocks.  The newly built production capacity of crude oil and natural gas was 2.95 million tonnes per year and 758 million cubic meters per year  respectively.  Refining spent RMB 5.121 billion (US$0.64 billion) and completed the construction of the Yizheng-Changling crude oil pipeline progressed smoothly with the refinery projects in Guangzhou, Yanshan and Qingdao. Capex for Chemicals was RMB 5.93 billion (US$0.74 billion). The Sinopec Yangzi PX and PTA expansion and revamping project was completed and commenced production; the second round of the Maoming ethylene expansion project, the ethylene projects of Fujian and Tianjin as well as the fertilizer facilities revamping projects proceeded as planned.  Marketing and Distribution spent RMB 6.685 billion (US$0.83 billion). The construction and acquisition of petrol stations in key areas continued and the newly added 353 petrol stations further improved the marketing network.  Capital expenditures for Corporate and Others amounted to RMB 1.04 billion (US$0.13 billion) and RMB 179 million (US$22.31 million) for jointly controlled entities.
FUTURE DEVELOPMENT 

We have entered a phase of high crude oil prices compounded by typical cyclical fluctuation in the petrochemical sector. Against this background, an important mission for the Board is to capitalize on the opportunities presented by the steady growth in domestic demand for energy and chemical products and successfully address numerous challenges such as market fluctuation and intensified competition, in order to further improve the overall competitiveness of Sinopec in the global arena.  During the next three years, the Board will continue the policy of “reform, adjustment, innovation and development”, further improve corporate governance and continue to transform the Company into a resource-conservation and environment-friendly enterprise, with the ultimate goal of achieving balanced and sustainable development. These development objectives are reflected in the following: 
Continue to improve corporate governance and expand reforms: The Company will continue to improve its corporate governance practice, undertake further management reforms, and reinforce the efficacy of the Board of Directors by increasing the role of the independent directors as well as of the three specialized committees of the Board, with an aim to enhance informed decision-making. Driven by domestic and foreign regulatory requirements, as well as the need for reform and development to improve overall management efficiency, the Company will further rationalize its internal control systems to improvement risk management. The reform oriented toward a sole-tier legal entity structure will be pushed forward to achieve the integration of internal managerial resources, more centralized decision-making process for significant business activities and allocation of resources, as well as efficiency improvements in the  business units.
Speed up adjustments to the layout and portfolios of assets as well as corporate structure: The Company will speed up adjustments to the layout and portfolios of assets as well as corporate structure.  The key is to expand resources and markets, and boom the growth of the refining and chemicals businesses in line with our advancements achieved on the front of resources and markets.
· Resource expansion remains the first priority.  The Company’s strategy will  focus on maintaining production at the existing mature blocks in Eastern China, expanding production in northeast Sichuan and Tahe (where new reserves and structural belt have been discovered)  through accelerated exploration and the construction of new production capacity, and conducting research in promising areas.  It is expected that by 2008, crude oil production will reach 42 million tonnes, and natural gas production will reach 10 billion cubic meters. 

· Expand markets extensively, rationalize the marketing network and consolidate the Company’s market position.  The brand will be leveraged throughout marketing and distribution of refined oil products. Both retail and direct sales volume will be expanded, and terminal sales improved.  In the marketing of chemicals, the new centralized marketing company will be leveraged to expand direct sales, improve customer service, and, therefore, enhance market competitiveness.  The Company expects that by 2008, the sales volume of refined oil products will reach 120 million tonnes, with retail accounting for 75 million tonnes and direct sales representing 65% of total sales volume.     

· As an important value-creation link between resources and markets, the refining business will operate on a large scale basis through resource optimization, improvement in quality, product mix and economic returns, asset adjustments, and increased industrial concentration.  As a result, three regional large scale refinery groups will take shape around the Yangtze River Delta, the Pearl River Delta, and the Bohai Bay area.  It is estimated that by 2008, crude oil processing capacity will reach 187 million tonnes, and ethylene production capacity will reach 7.1 million tonnes.   

· Accelerate the construction of modern logistics systems and improve facilities such as pipelines and wharfs for crude oil, refined oil products and natural gas. The Company shall optimize resource flow with the help of modern information technology and optimization techniques for logistics to ensure the safe and efficient handling and shipping of resources.  We expect that by 2008, the receiving and unloading capacity of major crude oil wharfs will reach 150 million tonnes, crude oil and refined oil products pipelines will respectively total 6300km and 7600km in length, with around 90% of crude oil and 40% of refined oil transported by pipelines. 

· Global operations and trading will be expanded to become a new growth area for the Company, through further leveraging synergies in its integrated operations, and will  play a more important role in ensuring the safe and stable supply of oil and gas resources, and rational adjustment to its industrial structures. 

Continue technological and scientific innovation to increase asset value: The Company’s ability to achieve original innovation, integrated innovation and innovation by assimilation shall be strengthened. In particular, the Company will develop a series of core proprietary technologies and key technical know-how in oil & gas exploration and production as well as efficient resource utilization to improve the Company’s overall technological competency.  
Build the Company into a resource-saving and environment-friendly enterprise: As a large energy and chemical company, Sinopec Corp. will continue the implementation of its HSE management, focusing on resource and environment conservation.  Clean production will be achieved through advances in science and technology.  More efforts will be done to promote a recycling economy through greater resource conservation and more comprehensive utilization, with an aim to achieve low consumption, low emission and high efficiency.  We expect that by 2008, a significant decrease in fresh water consumption, overall energy consumption and COD emission will be decreased significantly as compared with the 2005 levels.  
BUSINESS OUTLOOK
China’s economy will continue to grow rapidly and demand for petroleum and petrochemical products will increase steadily, while international crude prices are expected to remain high.  Domestic refineries will face considerable pressure as the price of chemical products is expected to remain high due to the effects of high raw materials price and other factors.  In addition, under China’s WTO accession commitment, China will fully open its domestic wholesale market for refined oil products by the end of 2006, which will result in intensified market competition. 
Confronted with this challenging market environment, the Company will adopt flexible operating strategies, deepen reforms, strengthen management, optimize resources and make structural adjustments while organizing various production and operations activities as follows: 
Exploration and Production: The Company will endeavor to increase oil and gas production to fully capitalize on high crude prices.  The Company intends to focus on building production capacity in the Tahe Oilfield in western China and the Erdos blocks, while taking action to stabilize its production in the mature oilfields to increase reserves.  Gas exploration in northeast Sichuan will be accelerated, especially the development of the Puguang Gas Field, to prepare for the project of transporting gas from Sichuan to the east.  In the second half of 2006, the Company plans to produce 20.16 million tonnes of crude oil and 3.5 billion cubic feet of natural gas.

Refining: The Company will pursue its strategy of diversified sources of crude oil, and strive to increase the procurement and refining volumes of sour and heavy crude to reduce purchasing cost. In addition, the Company will optimize its product mix by increasing the production of liquefied gas, paraffin wax, lubricant oil and benzene products to reduce losses and improve returns.  In the second half of 2006, the Company plans to process 73.30 million tonnes of crude oil.
Marketing and Distribution:  The Company will closely monitor market trends, promptly adjust operational strategies and appropriately deploy resources.  The modern logistics system will be fully exploited by optimizing resource allocation and ensuring balanced resources in key areas.  Operational management will also be strengthened, and the sales structure will be optimized to improve economic returns.  In the second half of 2006, the Company will target its total domestic sales volume of refined oil products at 56.0 million tonnes.
Chemicals: The Company will start new facilities, fully exploit the newly added chemical production capacity and maintain full-load operations at major chemical facilities.  The product mix will also be optimized, and the linkage between production and sales will be strengthened to produce more profitable and high-demand products so as to increase profitability.  In addition, the Company will fully utilize the newly established chemical sales company to improve its overall competitiveness. In the second half of 2006, the Company plans to produce 3.03 million tonnes of ethylene.
Notice: Sinopec Corp. will announce its 2006 interim results at www.sinopec.com and in major newspapers on 28 August, 2006.  An archived webcast to discuss Sinopec Corp. Corp’s results will be posted on the same day on the Company’s website at www.sinopec.com
About Sinopec Corp.
Sinopec Corp. is the first Chinese company that has been listed in Hong Kong, New York, London and Shanghai.  The Company is an integrated energy and chemical company with upstream, midstream and downstream operations.  The principal operations of Sinopec Corp. and its subsidiaries include: exploring, developing, producing and trading crude oil and natural gas; processing crude oil into refined oil products; producing, trading, transporting, distributing and marketing refined oil products; and producing and distributing chemical products.  Based on 2005 turnover, Sinopec Corp. is one of the largest listed companies in China.  The Company is one of the largest crude oil and petrochemical companies in China and Asia.  It is also one of the largest gasoline, diesel and jet fuel and other major chemical products producers and distributors in China and Asia.  

For additional information about Sinopec Corp., please visit the Company’s website at www.sinopec.com
Disclaimer
This press release includes "forward-looking statements". All statements, other than statements of historical facts that address activities, events or developments that Sinopec Corp. expects or anticipates will or may occur in the future (including but not limited to projections, targets, reserve volume, other estimates and business plans) are forward-looking statements. Sinopec Corp.'s actual results or developments may differ materially from those indicated by these forward-looking statements as a result of various factors and uncertainties, including but not limited to the level of demand for telecommunications services; competitive forces in more liberalized markets; the effects of tariff reduction initiatives; changes in the regulatory policies and other risks and factors beyond Sinopec Corp.'s control.  In addition, Sinopec Corp. makes the forward-looking statements referred to herein as of today and undertakes no obligation to update these statements.
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