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gﬂﬁ 2 UEAINTLEANTIINTUOIAUNTNID 1T TUIUNTRUVOIUTEN Sinopec Corp.

Mate 2008
RME millions
Assets
Currant assats
Cash at bank and in hand 4 8,723
Bills receivable 5 8,757
Trade accounts receivable & 15,590
Other receivables 7 10,557
Advance payments ] 5,392
Inventaries 9 53,041
Total current assats 142,100
Long-tarm aquity invastmants (I ncluding equity investmant diffarences of
RME 13,322 millien (2005: RMB 2,003 millien)) 10 27,483
ixnad assets
Fixed assets, at cost 650,685
Less: Accumulated depreciation 251,151
Met book value ol fized assels befare impairment losses 11 359538
Less: Provision for impairmenl losses an fized assels 11 6,025
Met book value al fized assels 353513
Construclion malerials 12 413
Canstruslion in progress 13 B2 F5T7
Total fixed assets 406,683
TSN IE SeCOIC SN0 CINET SeCHE
Intangible assels 14 6,575
Long-term deferred expenses 15 4898
Tetal intangible assats and other assats 11,574
Daferrad tax assats 18 6,710
Total assats 594,550
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2 SIGNIFICANT ACCOUNTING POLICIES

{i) Fixad assets and construction in prograss
Fixed assets represent the assels held by the Group for use in the production of goods and for administralive purposes with useful life awer 1 year

and comparatively high unil value,

Fised assels are slated in Lhe balance sheet at cost or revalued amount less accumulated depreciation and impairment losses {see nate 2w)).
Construction in progress is stated in the balance sheet at cost or revalued amount less impairment losses (see nate 2(w)). The revalued amount
represents the amaunt of assels, which 15 determined by revaluation carried aut in accordance with the relevant rules and regulations.

All direct and indirect costs related Lo the purchase or construction of fixed assels, incurred before the assels are ready fr their intended uses, are |
capilalised a5 construchion in progress, Those costs include barrawing costs (including foreign exchange differences arising from the loan pringipal
and the relaled interest) on specific barrowings for the construction of the fixed assets during the construction periad.

Canstruction in progress is transferred Lo flied assels when the assel is ready for il inlended use. No depreciation s provided against construction
in progress,

() Oil and gas propartias

Cosls of develapment wells and the relaled supporl equipment are capitalised. The costof exploratary wells is inilially capilalised as construclion

in progress pending delerminalion of whether the well has found proved reserves. Exploratory well cosls are charped Lo expenses upan Lhe |
determination that the well has nol found proved reserves, Howewer, in the absence of a delermination of the discovery of proved reserves,
exploratory well cosls are not carried as an asset for mare than ong year bllowing completion of drilling. If after one year has passed, adetermination
af the discovery of proved reserves cannol be made, the explaratory well costs are impaired and charged Lo expense. All other explaration cosls,
including gealogical and geaphysical coste, are charged to the income slatement in the period as incurred.
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Fined assets af the Group ar4dﬂplfﬂlalﬂd using the straight.line method over their estimated useful lwes. Thqusllrnalﬂd useful lives and the
estimated rate of residual valuesadopled Tor respeclive classes ol Txed assels are as Tollows.!

Estimated  Estimated rate of

useful e residual value

Land and buildings 15.45 years 3%5%
Oil and gas properties 10-14 years 0939
Plant, machinery, eguipment, vehicles and athers 4. 18 years 3
Ol depots and storape tanks B 14 years i
Service stalions 25 years b
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38 NOM-OPERATING EXPENSES

The Group
2006 2005
RME milllons RMB millians
Lass an dispasal af feed aseats 1 FRE . 2422
Impairment losses an fized assets 00 | 1,851
TNes, pendllics and compensanan 73] 150
Donations 45 203
Employee reduction expenses (Note) 236 3659
Others 578 OEd
Total 3,459 £ 969
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11 FIXED ASSETS (Continued)

The Group - by assat class

Total
RMB milllans

Cost/valuation:

Balance at 1 January 2006 49,318 165,941 72217 280,989 572 465
Rddition far the year 655 — 1,071 671 2410
Transferred from construction in progress 2674 24 564 14184 3TElE FERE]
Aequisition of a subsidiary 1,053 EEED — fod4 10,637
Reclassification {1,569) 10 3170 (1,611) —
Dispasals (880) (5,171) (1,658) (6, 127) (13,836)
Balance at 31 Dacembar 2006 51,264 198,324 88,969 312 132 650,689
Accumulated depreciation:

Balance al 1 January 2006 21,130 85,896 12738 145 847 265,611
Depreciatian charge for the year 1,850 12,085 3,652 15,990 33 6237
Acauisition af a subsidiary 103 2,046 — 184 2,333
Reclassification (455) (45) 1,072 (532) —
Writlen back on disposal {38E) (4.574) (747 (4,314) (10,420)
Balance at 31 Decembar 2006 22,203 95,018 16,755 157,175 291,151
Net book valua:

Balance at 31 December 2006 29,061 103,306 72,214 154 957 359 538

Balance at 31 Decembar 2005 28,188 84,045 59479 135,142 306,854
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314 FINAMCIAL EXPENSES

The Group
2006 ]
RME millians
Leat, i = i | GIMA 1 ?,166
Less: Capitalised interesl expenses B32 I &01
T eRpANEBE LT 6 565
Interest income ({554) (382)
Foreign exchange losses 153 79
Foreign exchange gains (534) (956)
Total 6,729 5 266
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2 SIGNIFICANT ACCOUNTING POLICIES
{p) Borrowing costs

Borrawing costs incurred on specilic borrawings far the construction of fixed assels are capilalised into the costof Uhe fized assels during the
canslruclion period until the fxed assels are ready for their intended uses.

Excepl for the above olher borrawing cosls are recognised as financial expenses in the income slalement when neurred,
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13 CONSTRUCTION IN PROGRESS

The Group

Explaration Marketing

and and
Refining  distrlbution  Chemleals Others Total
RME mil RME millions  RMB millans  RMB millions  RMB millions  RMB millians
Balance al 1 January 2006 10,884 14,185 4456 10402 2145 48073
Addition for the year 35447 21714 4502 12,185 1714 T
Addition for the year of jaintly controlled entities 41 - - 138 - 229
Aequisition of a subsidiary 462 5,544 - - - 6456
Dry hole casts wrilten off 13,960) - - - - {3,%0)
Translerred Lo fised assels {26 504) {26449) {8.707) (15,752 {161) (75,013)
Balance at 31 Dacembar 2006 16,420 15,044 10,151 7443 169 52,757

The interest rates per annum at which barrowing cosls were capitalised for the year ended 31 December 2006 by the Group ranged from 3 6% to 6.1%
(2008 3.3% lo 6.6%).

The Group's proportionate share of the jaintly contralled entities’ construction in progress at 31 December 2006 in the exploration and prad uetion and
the chemicals segments were RMB 2 980 million (2005: RMB 2,888 million) and RMB 603 million (2005: RME 504 million), respectively.
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2 SIGNIFICANT ACCOUNTING POLICIES (Continyed)

Provisions and contingant liabllities
Provisions arg recopnised when the Group has a presenl obligation as a result of 2 pas evenl, i1 1s probable that an autflow of economic benefils
wWill b required Lo setlle the abligations and a reliable eslimale can be made,

Where it is nol probable that the seltiement of the above abligation will cause an outflow of econamic benefils, or the amount of the outflaw cannat
bie estimated reliably, the abligation is disclosed a5 a conlingent |iability.
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16 DEFERRED TAX ASSETS AND LIABILITIES
The Group
2006 ]
RME millions RME millions
Curant
| Provisions, primarily for receivables and inventories 3,526 | 3,444
Troal 855 456
Non-current
Fized assels 2,220 1,642
Tax value of losses carried forward b3 128
Others 46 31
Deferred tax assats 6,710 5,701
dy A aw v 9
“'lnﬂiﬂ‘ﬂ 11 L’]JL!@]'JE]81\1ﬂ"lﬁllﬁﬂ\ﬁ"lﬂﬂTilﬂfJ']ﬂ‘U’]Ji HIUNTHUTUNVIBNA TUY

’inJﬂﬁGl‘L!\TLIﬂ1iNL!Lm$l’]JﬂLNEJ"U’E]llvﬁiuﬁ%Wﬂ!ﬁﬂﬂi%ﬂ@ﬂﬂUﬂﬁNu (PN‘L!

F2

dyuniiduieezinadu viEna Wamedoyaninertocluninemiglsznenay

P v

A a K = 9

9 v 9 9 ]
=3

a 9 1 o a [ Aa A a o Aa A
NI1TINUY "lmm maﬁum‘wammjﬂmawuaummﬁ]%mmu uINYsTIMTHEaUN



50

b4

d‘ a oA a 9 a d' [ A A d'
sUn 12 uﬁmumﬂgwﬂumiLﬂmwamau"aGlu‘nmamanJ‘izﬂam‘ummummwwuauﬂ

U

a &
DI1UNAVU

45 CONTINGENT LIABILITIES

(a) The Compary has been advised by its PRC lawyers thal, except for liabilities canstituling or arising out of or refating 1o the business assumed by the
Compary in the Rearganisation, no other liabilities were assumed by the Company, and the Company is not jointly and severally liable for ather
debts and obligations incurred by Sinapes Group Compary prior Lo the Reorganisation,

(b) At 31 December 2006, guarantees given by the Group and the Company to banks in respect of banking faclities granted to the parties below are

asfollows:
The Group
2006 2005
| RME millions RME millians
Subsidiaries —
Assaciales and jointly controlled entities 160 7o
Total 160 79

Emvironmental contingencles

Todate, the Group has not incurred any significant expenditure for emironmental remed iation, is currently not invalved in any environmental remediatian,
and has not accrued any amounts for enviranmental remediation relating Lo its operations. Under existing legislation, management believes thal there
are no probable liabilities that will have a material adverse effect an the financial position or operating results of the Group, The PRT government,
however, has maved and may move further lowards mare rigoraus enforcement of applicable laws, and towards the adoption of mare stringent
emiranmental standards, Enviranmental liabilities are subject to considerable uncertainties which affect the Group's ability to estimate the ultimate
cost of remediation efforts. These uncer tainties include: | the exact nature and extent of the contamination at various sites including, but not limited
to refineries, oil fields, service slations, terminals and land development areas, whether aperating, closed ar sold: i) the extent of required cleanup
effarts; i) varying costs of alternative remediation strategies; v) changes in emnvironmental remediation requirements; and ¥) the identification of new
remediation sites, The amount of such fulure cost is indeterminable due to such factors as the unknown magnitude of passible contamination and the
unknown timing and extent of the corrective actions that may be required. Accordingly, the autcome of enviranmental liabilities under proposed or
fulure environmental legislation cannal reasanably be estimated al present, and could be material. The Group paid narmal routing pallutant discharge
fee of approximately RMB 1,637 milllan for the year ended 31 December 2006 (2005 RME 453 millian).

Legal contingancles

The Group is a defendant in certain lawsuits a5 well as the named party in other proceedings arising in the ardinary course of business, While the
outcomes of such contingencies, lawsuils or other proceedings cannot be determined at present, management is of the opinion that any resulting
liabilities will not have a matlerial adverse effect on the financial position or aperating results of the Group.
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2 SIGMIFICANT ACCOUNTING POLICIES

(n) Revenue racogn itlan
Revenue is recognised anly when it is probable that econamic benefits will flaw to the enterprises, and the amaunt of the inflow of economic
benefils can be measured reliably, Revenue is recognised according Lo the following measures:

(il Revenues from salesof goods

Revenues associaled with the sale of crude ol nalural gas, petroleum and chemical products and all other items are recorded when the
custamer accepls the goods and the significant risks and reward s of awnership and title have been transferred Lo the buyer] No revenue is
TECORNISed 1T INEre are Signlicant Un cer[amTIEs regarding recovery of (e conmgeralion due, Ne poseibIe relurn ol goods, of when the armaunl
of revenue and the costs incurred or to be incurred in respect of the transaction cannol be measu red reliably.

(i) Revenues from rendering services

Revenue fram the rendering of services anly invalving in one accounting year 15 recognised in the income statement upan completion. I 4
transaction lasls more than one accounting years, when the outcame of Lhe transaction invalving the rendering of services can be estimated
reliably, revenue from the rendering of services is recognised in the income statementin proportion to the stage of complelion of the transaction
based on the progress of work performed; or when the oulzame of the Lransaction involving the rendering of services cannat be estimaled
reliably, revenues recognised only to the extent thal cosls incurred are axpecled to be recaverable,

{iil) Interest Income
[nterest income islr::ugms:d on a time propartion basis acoarding to the principal outstanding and the applicable rate.
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32 INCOME FROM PRINCIPAL ORERATIONS
The incame fram pringipal operations represents revenue fram sales of crude oil, natural gas, petroleum and chemical products net of value added tax,
The Group's segmental information s set out in Note 46,

During the year ended 31 December 2006, revenue from sales to top five customers amaunted to RME 88,354 million (2005: RME 62,115 million)
which accounted for 8% (2008 8%) of income from pringipal operations of the Group.

46 SEGMEMNTAL INFORMATION

|
S

RMB millions

Income fmem principal operations
Exploration and production

External sales 23,282
Intar-segment salas 105,666
128,938
Refining
External sales 55,201
Inter-segment sales 471,571
570,772
Marketing and distribution
External sales 588270
Intar-segment salas 4,601
Bo2871
Chemicals
External sales 205,133
Inter-segment sales 12,255
221432
Others
External sales 124 653
Intar-segment salas 136,775
261468
Elirination af inter-segment sales (730,902)
Income frem principal operations 1,044,579
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