
MANAGEMENTT'S DISCUSSION
AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF
OPERATIONS

F o r  t h e  s i x  m o n t h s  e n d e d  Ju n e  3 0 ,  2 0 0 1 ,  p r o f i t
be f o r e  t ax at io n  o f  t h e  G r o u p  w as  R M B 3 9 , 9 9 8  m i l l i o n ,
r e pr e s e n t in g a n  in c r e as e  o f  1 5 . 4 %  c o m par e d  w i t h  t h e
c o r r e s p o n d i n g  p e r i o d  l a s t  y e a r .  N e t  p r o f i t  w a s
R M B 2 7 , 1 6 8  m i l l i o n ,  r e p r e s e n t in g an  in c r e as e  o f  1 7 . 8 %
c o m p ar e d w i t h  t h e  c o r r e s p o n d i n g p e r i o d  la s t  y e ar .
T h e  G r o u p  a t t r i bu t e s  t h e  i n c r e as e  i n  p r o f i t a b i l i t y  t o
in c r e as e s  in  p r ic e s  o f  p r in c ipa l  p r o du c t s ,  a  r i s e  in  s a le s ,
a n d  t h e  c o n t i n u o u s  i m p l e m e n t a t i o n  o f  o n - g o i n g
r e s t r u c t u r i n g  a n d  c o s t  r e du c t i o n  s t r a t e g ie s  f o l l o w in g
t h e  l i s t i n g  o f  t h e  C o m p a n y .  P r o f i t s  w e r e  p r i m ar i l y
d e r i v e d f r o m t h e s a l e o f c r u d e o i l f r o m t h e G r o u p t ' s
e x p lo r a t i o n  a n d  p r o d u c t i o n  s e g m e n t .

In rev iewi ng the fol lowing d iscuss ion , please also refer to the C ompanyt 's
consol idated financial statements  and their  notes con tained in  th is  in ter im  report .

O ve r v ie w

For  the six month s ended June 30 ,  2001,  prof it  before taxation  of  the Group was
RMB39,998  m ill ion,  represent ing an increase of 15 .4% compared with  the corresponding
per iod las t  year. Net profi t  was RMB27,168  mill ion , represen ting an  increase of  17 .8%
compared with  the cor responding per iod las t  year. The Group at tr ibu tes  the increase
in  prof itabil i t y to increases in pr ices of  pr incipal products ,  a r ise in  sales , and the
cont inuous implementat ion of  on-going res t ructur ing and cost reduct ion  s t rategies
fol lowing the l is t ing of  the Company. Prof i ts  were pr imar ily der ived f rom the sale of
crude oi l f rom the Groupt' ex ploration and production segment .

Bas ic and di luted earn ings per  share of  the C ompany for  the s ix  month s  ended
June 30 , 2001  was RMB0.15.



Si x  Mo nth s  En de d  J un e  3 0 ,  2 0 0 1  Com pa r e d To S ix  M ont hs  E nde d J u ne

3 0 ,  2 0 0 0

Consolidated Operating Results

Tu r n over   Tu rn ov er i n creased 10 .2% f rom  R MB 110 ,896 m i l l i on  f or t h e s i x  m on t h s  en ded

J u n e 30, 2000 t o R MB 122,1 69 m i l l i on  f or t h e s i x  m on t h s  en ded J u n e 30, 2001 . Th i s  ref l ect s

t h e i n cre ase  i n  re ven u e o f  t h e Gro u pÕ s re f i n i n g  an d m arke t i n g s egm en t  an d  n a t u r al

ga s a n d pi p el i n es  se gm e n t  du e  m a i n l y t o h i g h er  pr i ce s a n d sal es  vol u m e  of  re f i n ed

pro du ct s  an d an  i n c rease  i n  t h e sal e s  vol u m e of  n at u r al  g as.

Op er a t i n g E x pe n se s   Ope ra t i n g e x p en s es i n c re ase d 9 .7 % f rom  R M B 7 3,5 65 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 80 ,671 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 30 , 20 01. Th i s  w as  du e  pri m ari l y t o t h e i n crea sed ex pe n ses  i n  pu rc h ase s, s ervi ces

an d o t h e r e x pe n se s, sel l i n g a n d adm i n i s t ra t i v e e x pe n se s a s  w el l  as  t a x es  ot h er  t h an

i n co m e  t ax es .

P u r ch a ses , Se r vi ces an d  Ot h er  Ex p en se s   P u r ch as es,  se rvi ces an d  ot h er  ex p en s es

i n cr ea se d 1 4. 9%  f rom  R MB 30 ,58 4 m i l l i on  f or  t h e s i x  m on t h s  en ded  J u n e 30,  2 00 0 t o

R M B 3 5, 129  m i l l i o n  f or  t h e s i x  m on t h s  en d ed  J u n e  3 0, 20 01 . T h i s  m ai n l y r ef l ec t s  t h e

i n c rease d cru de oi l  pu r ch ase  ex pe n ses resu l t i n g  f rom  a h i gh er vol u m e of  proce ssed oi l

by  t h e  ref i n i n g a n d m arke t i n g se gm en t , i n cr ease s of  raw  ch em i c al  m at e ri al  pri ces as

w e l l  a s  l a rger  vo l u m e  of  n at u ral  gas  bei n g pu rc h ase d.

Em pl oy ee  C om pe n s at i o n  C o st s   Em pl oy ee  c om pe n s at i o n  co st s  i n cr ea se d 0. 6%

f rom  R MB 6 ,291 m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 30, 2000 t o R MB 6,328 m i l l i o n  f or t h e

s i x  m o n t h s  en d ed J u n e  30,  200 1.

Sel l i n g,  Gen e r al  a n d Ad m i n i s t r at i ve E x pen s es   S el l i n g, gen e ral  an d adm i n i s t rat i ve

ex pe n s es i n cre as ed  26 .6 % f ro m  R MB 8, 162  m i l l i o n  f or  t h e  s i x  m on t h s  en d ed  J u n e  3 0,

20 00 t o R M B 10 ,334  m i l l i o n  f o r t h e s i x  m on t h s  e n de d J u n e 30, 2001 .  Th i s  i n crea se w as

du e pr i m ari l y t o t h e h i gh er t ran sport at i on  cost s  r esu l t i n g f r om  an  i n cre ased sal es  vol u m e

i n  t h e r ef i n i n g se gm en t  an d i n cre ases i n  sal es  an d adm i n i s t rat i v e cos t s  of  t h e en t i t i es

co vere d b y t h e c on s ol i d at e d f i n an ci a l  s t at e m en t s  i n  r el at i on  t o an  ex pa n s i on  of  t h e



sa l es  an d di s t ri bu t i o n  n e t w or ks  a n d t h e acqu i s i t i on  of  serv i ce s t at i on s .  H i gh e r se l l i n g,

ge n era l  an d a dm i n i s t r at i v e e x pen ses al s o re su l t ed f rom  i n c rea ses i n  l osse s  r el at i n g t o

t h e ba d d ebt s  i n  t h e  ch em i c al s  an d m a rke t i n g  se gm en t .

D e p r e c i a t i o n ,  D e pl e t i o n  a n d  A m o r t i s a t i o n   D ep r e c i a t i o n ,  d ep l e t i o n  a n d

am o rt i s at i o n  i n c reas ed 1. 0% f rom  R MB 18 ,009  m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 30,

200 0 t o R MB 18 ,195 m i l l i on  f o r t h e  s i x  m on t h s  en ded J u n e 3 0, 20 01.

Ta x es Ot h e r  t h an  I n c om e Tax e s   Tax es o t h e r t h an  i n c om e  t a x es i n c rea sed 12. 1%

f rom  R MB 6 ,591 m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 30, 2000 t o R MB 7,390 m i l l i o n  f or t h e

s i x  m on t h s  en ded  J u n e 30, 20 01. Th i s  i n c rease w as du e  pri m a ri l y t o an  i n creas e i n  s al es

t a x  an d ot h er rel e van t  t a x es resu l t i n g f r om  an  i n cre ased  sal es  v ol u m e i n  t h e re f i n i n g

a n d  m ar ke t i n g  s eg m e n t .

P r of i t  F r o m  O per at i on s   P r of i t  f ro m  o pe rat i o n s  i n c re ase d 11. 2%  f r om  R M B 37 ,3 31

m i l l i on  f or t h e  s i x  m on t h s  en ded  J u n e  30, 2 000 t o  R MB 4 1,498 m i l l i o n  f or  t h e s i x  m on t h s

en de d J u n e  3 0,  2 00 1.

Ne t  Ex ch an ge  G ai n  ( L os s)   Ne t  ex ch an ge  g ai n  de cr ea se d 68 .0 % f r om  R MB 89 6

m i l l i on  f or t h e  s i x  m o n t h s  e n ded  J u n e 30, 200 0 t o R MB 28 7 m i l l i on  f or  t h e s i x  m on t h s

en de d J u n e 3 0, 2001 .  Th i s  decreas e w as du e t o t h e  repaym en t  of  a  su bst a n t i al  am ou n t

of  f ore i gn  cu rren cy l oan s i n  t h e  f i rs t  h al f  o f  2000.

Net  I n t er es t  Ex pe n se   N et  i n t erest  ex pen s e decr eased 44.3% f rom  R MB 3,75 3 m i l l i on

f o r t h e s i x  m o n t h s  en d ed J u n e 30, 2000  t o R MB 2,09 0 m i l l i o n  f o r t h e s i x  m o n t h s  en d ed

J u n e 30,  20 01 . T h i s  de cre ase  w a s du e  pr i m a ri l y t o d ec rea ses  i n  t h e i n t e re st  rat es  on

f or ei gn  borr ow i n gs, d ecre ases i n  f orei g n  bo rrow i n gs,  an d  repa ym en t s  of  l oa n s re su l t i n g

i n  a s u bs t an t i al  de cre ase i n  t h e  ave rag e b al an ce of  debt s .

P r of i t  B ef or e Tax at i on   P rof i t  be f ore t ax at i on  i n creas ed 15.4% f rom  R MB 34, 646 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 39 ,998 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e  30 , 2 00 1.

Tax at i on   Tax at i on  i n c reased 14 .6% f rom  R MB 11,482 m i l l i on  f or t h e s i x  m on t h s  en ded

J u n e  30, 200 0 t o R MB 13,160 m i l l i on  f or t h e s i x  m on t h s  en ded  J u n e 30 , 2001 d u e pri m a ri l y

t o a n  i n cre ase i n  prof i t  bef ore  t ax at i on .

Net  P r of i t   Net  pro f i t  i n c rea sed 17. 8% f rom  R MB 23, 069 m i l l i on  f o r t h e s i x  m on t h s

en d ed J u n e 3 0, 20 00 t o R MB 27,16 8 m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 30 , 20 01.



 Se gme nt  Informat ion

Th e G r ou p i s  en g aged in  a br oad r an g e of petr o leu m  an d r elated act ivi ties  th r ou gh

i ts  fou r  m ajor  bu s in es s  s egm en ts : th e explo r ation  an d pr odu ctio n  s egm en t, th e r ef i n in g

an d m a r k e tin g s e gm e n t, th e  ch em ic al s  an d  m a r k e tin g  s e gm e n t, an d  th e  n a tu r al  g as

an d pi pel in es  s e gm en t.

Ex pl or a t io n a n d Pr od uc ti on

T h e  ex p l o r a t io n  a n d  p r o d u c t i o n  s e g m e n t  i s  e n g a ge d  i n  t h e e x p l o r at i o n ,

de velo pm en t, p r odu cti on  a n d s ale of c r u de  oi l  an d n a tu r a l  ga s .

Tu r n o ver   Tu r n over de creased 3.2% f ro m  R MB 81, 442 m i l l i on  f or t h e s i x  m on t h s  e n ded

J u n e 30 , 2000 t o R M B 78,849 m i l l i on  f or t h e s i x  m on t h s  en ded J u n e 30, 2001. Th i s  d ecrease

w as du e  pri m ari l y t o a decrease i n  t h e sal es  of  ou r cru d e oi l  (n ot  i n cl u di n g con d en sat e)

an d a  de cl i n e i n  i t s  av era ge rea l i s ed sel l i n g pri ce.  As  t h e C om p an y Õs  oi l  pr i ce s a re

di rect l y l i n ked t o t h e i n t ern at i on al  oi l  pri ces ,  decl i n es i n  t h e i n t ern at i on al  oi l  pri ces h ave

t h eref ore cau s ed a de crea se of  2 .7% i n  t h e C om p an yÕ s  av era ge r eal i sed  sel l i n g  pri ce

of  c ru de  o i l ,  f r om  R MB 20 9. 82 pe r ba rr el  i n  t h e s i x  m on t h s  en de d J u n e  3 0,  2 00 0 t o

R M B 204 .10 per barr el  i n  t h e s i x  m on t h s  en ded J u n e  30,  200 1.

I n t e rsegm en t  sal e s  i n cre ased 2. 4% f ro m  R MB 57 ,032 m i l l i on  f or t h e  s i x  m o n t h s  e n ded

J u n e 30, 2000 t o R MB 58 ,393 m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 3 0, 2001.  Th i s  i n c rease

w a s du e  pr i m ari l y  t o  an  i n cr eas e i n  t h e v ol u m e  of  c ru d e o i l  so l d t o  ot h e r b u s i n e ss

s e g m e n t s .

Op er a t i n g E x pe n se s   Ope rat i n g  ex pen ses  de cre ase d 3 .2%  f r om  R MB 38, 186  m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 36 ,951 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 30, 200 1. Th i s  de cre ase w as  du e pr i m a ri l y t o  de cre ases  i n  pu rch a se,  se rvi c e a n d

ot h e r e x p en s es  an d dec re ase s i n  ex pl ora t i on  ex pen se s.

P r of i t  F r om  Oper at i on s   P rof i t  f rom  operat i on s  decreased 3.1% f rom  R MB 43,256 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 41 ,898 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e  30 , 2 00 1.



Re fi ni ng  a nd  M a r k e ti ng

Th e r e fi n i n g  a n d  m ar k e ti n g  s eg m e n t  i s  en ga ge d in  t h e  r ef in in g of  c r u de  o i l ,

tr an s por t ati on ,  s to r ag e a n d m ar k eti n g of petr ole u m  pr od u ct s .

Tu r n ov er   S al es  a n d  o t h er  o pe r at i n g re ve n u e i n cr ea se d  2 2. 2%  f ro m  R M B 7 0, 66 6

m i l l i on  f or t h e  s i x  m on t h s  en ded  J u n e  30, 2 000 t o  R MB 8 6,380 m i l l i o n  f or  t h e s i x  m on t h s

en ded  J u n e 30, 2001. Th i s  i n crease  w as du e p ri m ari l y t o i n creas es i n  t h e sal es  vol u m e of

di esel  oi l  an d g asol i n e . Th e i n cre ase  w as  al so d u e t o t h e f act  t h at ,  w h e reas  pr i or t o

J u n e 2 000 , t h e p ri ce s o f  do m es t i c ref i n ed  pro du c t s  w ere  adj u st ed b y t h e g ove rn m e n t

w i t h  ref ere n ce  t o  t h e pr i ce s o f  r ef i n ed  pr odu ct s  on  t h e i n t e rn at i on al  m ar ket s ,  s i n ce

J u n e 200 0 pri c es i n  t h e dom es t i c re f i n ed  prod u ct s  m arket  h ave  been  di re ct l y l i n ked  t o

pri ces i n  t h e i n t ern at i on al  ref i n ed p rodu ct s  m arket ,  w i t h  adj u st m en t s  on  a m on t h l y bas i s .

Th e i n crease i n  t ot al  reven u e w as al so pri m aril y du e t o i n creases i n  t h e pri ces of  gasol i n e,

ke ros en e, di e se l  o i l  an d  l u br i ca n t s ,  as  a r es u l t  of  a  ge n er al  re cov ery  i n  t h e re f i n ed

p ro du c t s  m a rk et .

Sa l e s  r eve n u e f rom  g aso l i n e i n c rea se d 3 3.2 % f ro m  R MB 18, 008  m i l l i on  f or t h e  s i x

m o n t h s  en ded  J u n e 30,  200 0 t o R MB 2 3,9 92 m i l l i on  f o r t h e s i x  m on t h s  en ded J u n e 3 0,

20 01.   Th i s  i n c reas e w as du e pri m ar i l y t o an  i n cr eas e i n  t h e s al e s  vo l u m e a n d i n  t h e

aver age rea l i sed s el l i n g  pri ce of  gaso l i n e. T h e aver age rea l i sed s el l i n g  pri ce of  gaso l i n e

i n cr ea sed  1 8. 9%,  f ro m  R MB 2, 289  p er  t o n  f o r t h e  s i x  m o n t h s  en de d J u n e 30 , 2 00 0 t o

R MB 2,72 1 pe r t o n  f or  t h e  s i x  m on t h s  en ded  J u n e 30 , 20 01.

Sal es  reven u e f rom  di esel  i n cr eased 29.0% f rom  R MB 28, 596 m i l l i on  f or t h e s i x  m on t h s

en de d J u n e  30, 2 000 t o  R MB 36 ,889 m i l l i on  f or t h e s i x  m on t h s  en de d J u n e  30, 2 001.  Th i s

i n cr ea se w a s d u e  p ri m ar i l y  t o an  i n cre as e i n  t h e s al es  vo l u m e an d i n  t h e a ve ra ge

re al i s ed sel l i n g  pr i ce  of  di e sel .  Th e a ver age rea l i s ed s el l i n g  pri ce of  di es el  i n c reas ed

12 .7%,  f r om  R MB 2 ,14 7 p er t on  i n  t h e s i x  m on t h s  en ded J u n e 30 , 2 000  t o R MB 2,4 19 p er

t on  f or t h e s i x  m on t h s  en ded  J u n e 30, 20 01.

Sa l e s  re ven u e  f rom  k er os en e  d ec re ase d 6. 0% f r om  R MB 2 ,3 51  m i l l i o n  f or  t h e  s i x

m o n t h s  en d ed J u n e 30,  20 00  t o  R M B 2, 21 7 m i l l i o n  f or t h e  s i x  m on t h s  e n de d J u n e 3 0,

200 1.  T h i s  decre ase w as d u e pr i m ari l y t o a d ecrea se i n  t h e  sal e s  vo l u m e of  ke rose n e.

I n t e rsegm e n t  sal es  dec reased  0.6% f rom  R MB 4,37 2 m i l l i on  f o r t h e s i x  m o n t h s  e n ded

J u n e  30, 2 000 t o  R MB 4, 346 m i l l i on  f or t h e s i x  m on t h s  en ded  J u n e 30, 20 01.

Op er at i n g Ex p en se s   Ope rat i n g ex p en s es i n cr eas ed 10. 7% f rom  R M B 77 ,52 9 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 85 ,799 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 3 0, 2 001.  Th i s  i n crea se w as du e pri m ari l y t o  an  i n cr eas e i n  t h e  cos t  of  cru de o i l

pu r ch as ed as  a r esu l t  of  a n  i n creas e i n  t h e vol u m e of  cru d e oi l  pro cess ed.

P r o f i t  F r om  Oper at i o n s   P rof i t  f r om  o pera t i on s  i n crea sed f rom  a l oss  of  R MB 6, 863

m i l l i on  f or t h e s i x  m on t h s  en d ed J u n e 30 , 2000  t o a  gai n  of  R M B 581 m i l l i on  f or  t h e s i x

m o n t h s  en d ed  J u n e  30 , 2 00 1.



Ch e m ic a l s  a n d Ma rk e t in g

Th e ch em ical s  an d  m ar k etin g s egm en t i s  en gaged in  th e pr odu ct ion  an d m ar k etin g

o f b as i c pe t r o c h e m ic a l  pr o du c ts ,  d e r i va t i v e  p e tr o ch e m i ca l  p r od u ct s , an d  o t h e r

c h e m i ca l  pr od u c ts .

Tu r n o ver   Sal es  an d o t h er ope rat i n g r even u e d ecreased  5.2% f r om  R MB 16 ,787 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 15 ,913 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 3 0, 2 001 . Th i s  d ecr ease  w as  du e pr i m ar i l y  t o ove ral l  dec rea ses i n  t h e pri c es a n d

sal es  vol u m e of  pri n ci pal  ch em i cal  produ ct s  as  a resu l t  of  t h e dow n t u rn  i n  t h e ch em i cal s

m a rk e t .

Op er a t i n g E x pe n se s   Ope ra t i n g e x p en s es i n c re ase d 8 .3 % f rom  R M B 1 5,4 56 m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 16 ,732 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 30, 2001.  Th i s  i n cre ase re su l t e d pri m ari l y  f rom  i n cre ases i n  pu r ch ases , ser vi ces an d

ot h er  ex pen s es du e  t o  i n cre ase s i n  t h e p ri c es of  raw  m at eri al s .   Ope rat i n g ex p en s es

al so  i n cre ased d u e t o h i gh er  sal es  an d a dm i n i s t rat i ve  ex pen ses as  a res u l t  of  i n cre ased

l o sse s  r el a t ed  t o  ba d d ebt s .

P r o f i t  F r om  Oper at i o n s   P rof i t  f r om  o pera t i on s  de crea sed 161. 53% f rom  a g ai n  of

R MB 1 ,331 m i l l i on  f or  t h e s i x  m on t h s  en ded J u n e 30, 2000 t o a l oss  o f  R MB 819  m i l l i on  f or

t h e  s i x  m on t h s  en ded  J u n e 30 , 20 01.

Na tura l  G a s  a nd P ip e l in e s

Th e n atu r al  g as  an d p ipel in es  s egm en t  i s  en ga ged in  t h e tr an s m is s ion  of cr u de  oi l

an d  n atu r al  g as , a n d th e s a le of  n atu r al  g as .

Tu r n o ver   Sa l es  an d ot h er  opera t i n g re ven u e i n creas ed 51.7 % f rom  R MB 3,5 54 m i l l i on

f o r t h e s i x  m o n t h s  en d ed J u n e 30, 2000  t o R MB 5,39 1 m i l l i o n  f o r t h e s i x  m o n t h s  en d ed

J u n e 30,  200 1. Th i s  i n cr ease  w a s d u e pri m ari l y t o an  i n c reas e i n  t h e sal es  v ol u m e of

n at u ral  gas an d t o t h e t r an sf e r of  t h e pi pel i n e t ran s m i ss i on  b u s i n ess  f rom  t h e r ef i n i n g

an d m arket i n g segm e n t  t o t h e n at u r al  gas a n d pi pel i n es se gm en t .  Th e sal es  vol u m e of

n at u ral  gas i n cre ased 5.9%  f rom  206. 9 bi l l i on  cu bi c f e et  i n  t h e s i x  m on t h s  en d ed J u n e

30, 2000 t o  219.1  bi l l i o n  cu bi c  f eet  i n  t h e s i x  m on t h s  en d ed J u n e 30, 2 001.



Op er a t i n g E x pe n se s   Ope ra t i n g e x p en s es i n c re ase d 4 9. 9% f ro m  R MB 3,4 89 m i l l i on

f o r t h e s i x  m o n t h s  en d ed J u n e 30, 2000  t o R MB 5,23 0 m i l l i o n  f o r t h e s i x  m o n t h s  en d ed

J u n e 30,  200 1. Th i s  i n crea se w a s du e  pri m ari l y t o an  i n creas e i n  n at u ral  g as p u rch a sed

an d i n creases i n  t h e t ran sm i ss i on  cost s  f or cru de oi l  cau sed by t h e t ran sf er of  t h e pi pel i n e

t ra n sm i ss i o n  bu s i n e ss  f rom  t h e ref i n i n g  an d  m ar ket i n g s egm e n t .

P r of i t  F r om  Oper a t i on s   P ro f i t  f rom  operat i o n s  i n cre ased 147 .7% f rom  R MB 65 m i l l i on

f or t h e s i x  m on t h s  en d ed J u n e 30, 20 00 t o R MB 161 m i l l i on  f or t h e  s i x  m on t h s  en ded J u n e

3 0,  2 0 01 .

 L iquidi ty and Capi tal  Resource s

As  at  J u n e 3 0, 2 001 , t h e G rou pÕs  pri m ar y s ou rc es of  f u n d i n g  w e re c ash  pr ovi d ed

b y op er at i n g  a ct i v i t i es ,  sh or t - t er m  an d l on g- t e rm  bo rr ow i n g s,  a n d  c as h  a n d  c as h

equ i val en t s .  Th e Gro u pÕs f u n ds w ere p ri m ari l y u se d f or  capi t al  ex p en di t u res ,  repaym en t

of  sh or t - t er m  an d l on g- t e rm  bo rrow i n gs,  an d di s t ri bu t i on s  of  d i vi d en ds t o s h areh ol de rs .

As  of  t h e s i x  m o n t h s  en ded  J u n e 30, 2001, sh or t - t erm  deb t  com pri se d approx i m at el y

4. 70 % o f  ou r  ca pi t al  e m pl oy ed as  co m p are d w i t h  a pp rox i m at e l y  8. 34 % a s o f  t h e  s i x

m o n t h s  en ded  J u n e 3 0, 200 0. Ou r abi l i t y t o  ob t ai n  a dequ at e  f i n an ci n g  t o  sa t i s f y o u r

ca pi t a l  ex pen d i t u r es  a n d d ebt  serv i ci n g re qu i r em en t s  m ay b e l i m i t e d by  ou r  f i n an ci al

con di t i on  an d t h e resu l t s  of  operat i on s ,  an d by t h e l i qu i di t y of  i n t ern at i on al  an d dom est i c

cap i t al  m ark et s .  I n  a ddi t i on , pri o r t o acces s i n g  i n t e rn at i on al  cap i t al  m ark et s ,  w e m u st

obt ai n  a pprov al s  f rom  vari o u s  P R C  gov ern m e n t  au t h ori t i es .  I n  g en er al ,  w e m u s t  obt ai n

P R C  gov ern m en t  appr oval s  f or  an y  pro j ect  i n vo l vi n g s i gn i f i can t  cap i t al  i n v est m en t  f or

ou r r ef i n i n g  an d m a rke t i n g, a n d ch e m i c al s  an d  n a t u ra l  g as segm en t s .

W e pl an  t o f u n d t h e  capi t al  a n d rel at ed i n ves t m en t s  pri n ci pal l y t h rou gh  t h e c ash

pr ovi de d b y o per at i n g  ac t i v i t i es ,  s h or t - t erm  an d l on g- t erm  de bt , a n d cas h  a n d  ca sh

eq u i va l en t s .  N et  cash  pro vi de d by  op erat i n g act i vi t i es  f or t h e s i x  m on t h s  en de d J u n e

30, 2001 w as  R MB 41,4 05 m i l l i on . As  of  t h e s i x  m on t h s  en ded  J u n e 3 0, 2001,  w e h ad cash

an d ca sh  equ i val e n t s  of  R MB 15,2 41 m i l l i on .  C a sh  a n d cash  eq u i va l en t s  w ere pri m ari l y

de n o m i n at ed  i n  R en m i n b i  ( R e n m i n b i  ac cou n t i n g f or  a pp rox i m at el y  9 6%  a n d Un i t ed

St at e s  D ol l ar acc ou n t i n g  f o r a ppr ox i m at el y  4% ) .

I n  t h e  opi n i on  o f  t h e m an a gem en t , ou r w ork i n g c api t al  i s  abl e t o f u l f i l  t h e p resen t

re qu i rem en t s  f o r o u r i n v est m en t s  an d ope rat i on s .



Th e t abl e bel o w  set s  f ort h  ou r cash  f l ow s f or each  of  t h e s i x  m on t h s  en ded J u n e 30,

20 00 an d 200 1 a n d ou r  cas h  e qu i val en t s  at  t h e e n d of  each  pe ri o d.

                                                                                           Six m onths  end e d June  30 ,

              2 00 1                2 00 0

( R MB  m i l l i o n ) ( R MB  m i l l i o n )

  Ne t c a s h  p ro v i d e d  b y  o p e r a t in g  a c ti v i t i e s 4 1 , 4 0 5 5 7 , 6 2 3

  Ne t c a s h  u s e d  f o r  inv e s tin g  a c t iv i t i e s ( 2 4 , 9 7 3 ) ( 1 7 , 8 4 0 )

  Ne t c a s h us e d  fo r  f ina nc ing  a c t iv i t i e s ( 1 9 , 2 5 1 ) ( 3 5 , 0 6 9 )

  C a s h  a nd  c a s h  e q u iv a le nt s  a t th e  e n d  o f

    e a c h p e r i o d 1 5 , 2 4 1 2 2 , 5 6 2

 Cash Provided by O perat ing Act iv i t ie s

Ou r n et  cas h  p rov i de d b y o per at i n g act i v i t i es  dec rea sed  f r om  R MB 57, 623  m i l l i on

f or  t h e s i x  m on t h s  en d ed J u n e 30 , 200 0 t o R MB 41 ,405 m i l l i on  f o r t h e s i x  m on t h s  en ded

J u n e 30,  20 01.  Th i s  dec rea se w as  du e p ri m ari l y t o i n c rea ses  i n  i n com e t ax  pay m en t s

a n d  re c ei v ab l es .

As  at  J u n e  30,  200 0, w e h a d a w ork i n g capi t al  def i c i t  of  R MB 4, 065 m i l l i on .  As  at

J u n e 30 , 20 01, w e h a d a w ork i n g capi t al  s u rpl u s  o f  R MB 17,9 00 m i l l i on . T h i s  su rp l u s  w as

du e pr i m a ri l y t o  t h e re pay m en t  of  ou r sh ort - t e rm  l i ab i l i t i es  w i t h  i n t e rn al l y gen erat ed

n et  cash  f l ow  i n  t h e s i x  m on t h s  en de d J u n e  30, 2 001.



 Cash Prov ide d by (Use d for ) F inancing Act ivi t ie s

Ou r  n et  bor row i n gs f or t h e y ear e n ded  Dec em be r 31,  200 0 an d f or  t h e  s i x  m on t h s

en ded J u n e  30,  200 1 w e re a s  f o l l ow s:

J un e  3 0 ,  2 0 0 1 D e c e m b e r  3 1 ,  2 0 0 0

( R MB  m i l l i o n ) ( R MB  m i l l i o n )

  S ho rt - t er m  d eb t  ( i n cl ud i n g

    cu rr en t  p or t i on  o f  l on g - te rm  d eb t ) 1 7 , 7 5 2 3 9 , 0 7 6

  L o ng - te r m  d eb t 6 9 , 4 5 2 5 3 , 3 4 1

  T ota l  d e b t              8 7 ,2 0 4                        92 , 41 7

  Le s s :

    C a s h a n d  c a s h e q uiv a l e n ts 1 5 , 2 4 1 1 8 , 0 6 0

    Sh o r t-t e r m  inv e s tm e n ts 1 2 , 2 7 0 5 , 8 1 5

    Lo ng -t e rm  i nv e s tm e n ts                5 , 50 6                          4 , 78 4

    Ne t d e b t              5 4 ,1 8 7                        63 , 75 8

T h e  m a tur it y  p ro f i le  o f  l o ng -t e r m  d e b ts  o f  t he  Gr o u p  i s  a s  fo l l o w s :

P r in c i p a l a s  a t  J un e  3 0 ,  2 0 0 1

( R MB  m i l l i o n )

  T o  b e  re p a id  w it h i n o ne  y e a r 4 , 2 8 1

  T o  b e  re p a i d  w ith in o ne  to  t w o  y e a rs 6 , 5 6 7

  T o  b e  r e p a id  w ith in thre e  t o  f iv e  y e a r s 4 4 , 3 4 3

  T o  b e  re p a id  a f te r  f iv e  y e a r s                                     1 8, 54 2

                                    7 3, 73 3



Of  t h e  t ot al  deb t s  of  t h e Grou p as a t  J u n e 30,  2001, app rox i m at el y  35% w ere f i x ed-

rat e l o an s a n d  65% w ere f l oat i n g- rat e l oan s.  Of  t h e t o t al  d ebt s  as  a t  J u n e 30 , 20 01,

a pp ro x i m at el y 7 8. 06 % w er e de n om i n at e d i n  R e n m i n b i ,  a pp r ox i m at e l y  1 8. 0 0%  w er e

den om i n at ed i n  Un i t ed  S t at es  D ol l ar ,  app rox i m at el y 1.6 6% w ere d en om i n at e d i n  B ri t i sh

P o u n d,  ap prox i m a t el y 1. 21%  w er e d en om i n a t ed  i n  J ap an es e Y en , app rox i m at el y  0.6 4%

w er e  de n om i n at e d  i n  F r e n c h  F r a n c ,  ap p ro x i m a t el y  0. 2 6 % w er e  de n om i n at e d  i n

De u t sch e Mar k  an d  a ppr ox i m a t e l y 0. 17%  w e re  de n o m i n at ed i n  Sp an i sh  P ese t a s.

As at  J u n e 30, 200 0 an d J u n e 30, 2001, t h e am ou n t  of  sh ort - t erm  debt s  ow ed t o t h e

rel at ed part i es  w a s R MB 8,548  m i l l i on  a n d R MB 3,713  m i l l i on , respe ct i ve l y.  A s  at  J u n e 30,

20 00 an d  J u n e 30,  20 01,  t h e a m ou n t  of  l on g- t er m  d ebt s  o w ed  t o  t h e r el a t ed  pa rt i es

w e re R MB 8, 164 m i l l i on  an d  R MB 20,8 12 m i l l i on ,  res pect i vel y.

As  at  J u n e 30 , 2 001,  ou r de bt s  i n c l u d ed s h or t - t e rm  an d l on g- t e rm  debt s  o w ed t o

C h i n a P et rol eu m  F i n an ce C om pan y L i m i t ed o f  R MB 3,708 m i l l i on  an d  R MB 2 0,812  m i l l i on ,

re sp ect i v el y.

Ou r  n et  cash  u sed f or f i n an c i n g a ct i vi t i es  f or t h e s i x  m on t h s  e n ded J u n e 30, 2 001

sh ow ed  a d ecr ease  of  45. 1% c om p ared  w i t h  t h e s i x  m on t h s  e n ded  J u n e 3 0, 2000 . Th i s

de crea se w as p ri m a ri l y  res u l t ed f rom  t h e f ol l ow i n g:

- an i n cre ase i n n ew sh ort - t erm l oan s l ead i n g t o an i n cre ase o f R MB 1 0.897 bi l l i on

ca sh  i n f l o w ;

- an i n cr ease i n n ew l o n g- t erm l oan s l ead i n g t o an i n cr ease of R MB 18 .634 bi l l i on



ca sh  i n f l o w ;

- a d ec re as e i n t h e re pa ym e n t o f l o n g - t e rm l oa n s l e ad i n g t o a de cr ea se o f

R M B 14. 587  bi l l i o n  c ash  ou t f l o w ;

- a d ec re as e i n t h e r ep ay m e n t o f sh or t - t e rm l oa n s l ea di n g t o a de cr ea se o f

R M B 4.4 44 b i l l i on  cas h  ou t f l o w ;

- a di s t ri bu t i on of R MB 2 .64 bi l l i on t o C NP C i n 2000 , w h i l e n o ex pe n di t u re of t h e

sam e k i n d  i n  2 001, l eadi n g t o a decr ease i n  cas h  ou t f l ow  a s at  J u n e 30, 20 01.

Su c h  i n cr ease w as of f set  by  t h e f ol l ow i n g:

- an i n cre ase i n t h e di s t r i bu t i on of di vi d en ds l eadi n g t o an i n creas e of R MB 14. 473

bi l l i on  cas h  ou t f l ow ;

- n e w sh are s w e re i s su ed i n 2 000 w h e reas n o n ew sh ares h a s be en i s su ed du ri n g

t h e  peri od l ea di n g t o a decre ase o f  R MB 2 0.336  bi l l i on  c ash  i n f l ow  i n  s i x  m on t h s

en de d J u n e  3 0,  2 00 1.

Th e b an k  l o an s s ecu red  by  f i x ed  as set s  as  at  J u n e 3 0, 200 1 a m ou n t ed t o R MB 53

m i l l i on  (R MB 230 m i l l i on  as  at  J u n e  30, 20 00) .

Th e debt  t o cap i t al i sat i on  rat i o (debt  t o ca pi t al i sat i on  rat i o =  i n t erest - beari n g debt s/

( i n t er est -  bea ri n g  deb t s  +  sh areh ol de rÕs  equ i t y) )  as  at  J u n e  30,  200 1 w a s 23 .4% (26. 5%

as at  J u n e 30, 2000 ) .

 Capi tal Expendi ture s

Th e  t ab l e b el ow  set s  f ort h  ou r ca pi t al  ex p en di t u res  by bu s i n ess  segm e n t  f or e ach

o f  t h e  s i x  m o n t h s  en de d J u n e 3 0,  2 0 00  a n d  t h e s i x  m o n t h s  e n de d 2 00 1.  C a pi t a l

ex pe n di t u r es  i n c reased  32.5%  f rom  R MB 14, 133 m i l l i on  f or t h e s i x  m on t h s  en ded  J u n e 30,

20 00 t o R M B 18, 727 .8 m i l l i on  f or t h e s i x  m on t h s  e n de d J u n e 3 0, 2 001.  Th e i n crea se w as

du e p ri m a ri l y t o an  i n cre ase  of  i n v est m en t  i n  t h e o i l  a n d n at u ra l  ga s d eve l opm en t s ,

an d an  i n crease o f  i n vest m e n t  i n  t h e e x pan s i on  of  t h e ref i n e d produ ct s  ret ai l  m ar ket i n g

n e t w ork  an d st o rag e i n f ra st r u ct u r e.



                                                         As  at June  30 ,

                                               2 00 0                           2 00 1                   2 0 0 1 ( e s tima te d  v a lue )

( R M B % ( R M B % ( R M B %

m i l l i o n ) m i l l i o n ) m i l l i o n )

  E xp lo ra t io n a n d

    p ro d u c ti o n 1 1 , 3 3 0 8 0 . 1 7 1 3 , 2 6 5 7 0 . 8 3 3 8 , 3 4 3 6 0 . 5

  R e f in in g  a n d

    m a r k e ti ng 1 , 6 6 9 1 1 . 8 1 4 , 0 3 5 2 1 . 5 5 1 1 , 9 4 0 1 8 . 9

  C h e m ic a ls  a n d

    m a r k e ti ng 8 5 5 6 . 0 5 5 9 0 3 . 1 5 4 , 0 9 0 6 . 4

  Na tu ra l g a s  a n d

     p i p e line s 2 3 2 1 . 6 4 6 8 5 3 . 6 6 6 , 0 0 0 9 . 5

  Ot he r        4 7    0 . 3 3      1 5 2    0 . 8 1   2 , 9 6 7     4 . 7

  T o ta l 1 4 , 1 3 3     1 0 0 1 8 , 7 2 7    1 0 0 6 3 , 3 4 0    1 0 0

Ex pl or a t io n a n d Pr od uc ti on

Th e m aj ori t y  of  ou r  capi t al  ex pen d i t u res  a n d i n ve st m en t s  rel at es  t o t h e  ex pl ora t i on

an d  pro du ct i on  s egm en t . C a pi t a l  ex p en di t u res  f or  t h e s i x  m on t h s  en d ed J u n e 3 0, 2 001

t o t al l e d R MB 1 3, 265  m i l l i on , i n cl u d i n g  R M B 3, 15 9 m i l l i o n  f or ex pl o rat i on  a ct i vi t i e s  a n d

R M B 8, 728  m i l l i on  f or  dev el o pm e n t  act i vi t i e s .  C ap i t a l  e x pe n di t u re s  f or t h e  s i x  m on t h s

en ded J u n e 30, 2000 t ot al l ed R MB 11,330 m i l l i o n , i n cl u di n g R MB 3,156 m i l l i on  f or ex pl orat i on

act i vi t i es  an d R MB 7, 849 m i l l i on  f or d evel opm en t  ac t i vi t i es .  Th e  i n c reas e i n  ou r capi t al

ex pen d i t u r es  f rom  t h e  s i x  m o n t h s  en ded J u n e 30 , 20 00 t o t h e s i x  m on t h s  en de d J u n e

30,  200 1 w a s du e pri m ari l y t o an  i n cr ease  i n  t h e ex pl o rat i on  a n d p rodu c t i on  act i vi t i es

t o  m e et  t h e req u i r em e n t s  of  bu s i n e ss  deve l op m en t .

W e  an t i ci p at e t h a t  ca pi t a l  e x pen di t u res  an d  i n v est m en t s  f o r ou r ex pl o rat i on  a n d

pr odu c t i o n  se gm e n t  f or t h e  yea r e n ded  De cem ber 31,  200 1 w i l l  am o u n t  t o R MB 38,3 43

m i l l i on . Appro x i m at el y R MB 6,070  m i l l i on  i s  ex pect ed t o be u sed f or ex pl orat i on  act i v i t i es

an d  app rox i m at el y  R MB 31,97 3 m i l l i on  f or deve l opm e n t  ac t i vi t i es .  W e pl an  t o f o cu s ou r

ex p l ora t i on  an d produ ct i o n  ef f ort s  i n  t h e Er dos,  Tari m , J u n gga r, S on gl i ao b as i n s ,  B o h ai

B a y,  S i ch u an  an d Qai dd am  bas i n s .

Re fi ni ng  a nd  M a r k e ti ng

C a pi t al  ex p en d i t u res  f or  ou r r ef i n i n g a n d m ar ket i n g  se gm e n t  f or t h e  s i x  m on t h s

en de d J u n e  30, 2 001 w as  R MB 4, 035 m i l l i on , of  w h i ch  R MB 2 ,931 m i l l i on  w as sp en t  on  t h e

ex pan s i o n  o f  o u r ref i n ed  pr odu ct  ret ai l  m a rke t i n g n et w ork  an d st ora ge i n f ras t ru ct u re

f ac i l i t i es ,  an d  R MB 1,08 4 m i l l i on  w as  spe n t  o n  t h e re n ova t i on  of  o u r r ef i n i n g f aci l i t i es .

Tot al  c api t al  ex pen di t u res  f or t h e s i x  m on t h s  en ded J u n e  30, 2000 w er e R MB 1,669 m i l l i on .

Th e i n crease i n  capi t a l  ex pen di t u res  f r om  t h e s i x  m on t h s  en ded J u n e 30, 20 00 t o t h e s i x

m o n t h s  en d ed  J u n e 30 , 2 001  w as du e p ri m ar i l y  t o  a n  i n c rea se of  i n ves t m en t  i n  t h e

e x p an s i on  o f  r ef i n ed  p r od u c t  re t a i l  m a rk et i n g n et w o rk  a n d  st or ag e i n f ra st ru ct u r e

f aci l i t i es .



W e  a n t i ci p at e t h a t  c ap i t a l  e x p en d i t u re s  a n d  i n ve st m en t s  f or  o u r re f i n i n g  a n d

m a rket i n g segm en t  f or  t h e  ye ar e n ded  Dec em b er 3 1, 2 001  w i l l  am ou n t  t o  R MB 11,9 40

m i l l i on , w h i ch  i n cl u de:

- app rox i m at el y R M B 6,04 0 m i l l i on f or t h e con s t ru c t i on an d ex pan s i on of r ef i n i n g

f ac i l i t i e s ,  i n c l u di n g  t h e ex pan s i on  of  ou r a n n u al  pri m a ry di s t i l l a t i on  c apaci t y an d t h e

con st ru ct i o n  of  cat a l yt i c ref orm i n g u n i t s  at  D al i a n  P e t roch em i c al ;  an d

- ap pro x i m at el y R M B 5, 90 0 m i l l i on f or i n v est m en t s i n ou r r ef i n e d p rod u ct r et a i l

m ar ket i n g n et w or k  i n  ord er t o  add  m or e ser vi ce  s t a t i on s  an d  st o rage f aci l i t i es .

Ch e m ic a l s  a n d Ma rk e t in g

C api t al  ex pe n di t u res  f or ou r  ch em i ca l s  an d m arket i n g segm en t  (ex cl u di n g cap i t al

ex pen di t u r es  f or  as set s  ret ai n ed by C NP C )  f o r t h e s i x  m o n t h s  en d ed J u n e 30,  20 01

de cr ea sed  3 0. 99%  f ro m  R MB 85 5 m i l l i on  f o r t h e  s i x  m o n t h s  en de d J u n e 30 , 2 00 0 t o

R M B 5 90  m i l l i o n  f or  t h e  s i x  m o n t h s  en de d J u n e 30,  2 00 1.   T h e  d ecr ea se  i n  c ap i t al

e x p en di t u re s  w a s du e pr i m a ri l y  t o ou r ad op t i on  o f  a m or e ri go ro u s  r et u r n - ba se d

ev al u at i o n  sys t e m , ca u s i n g  a  su bs t an t i al  de cr eas e i n  ca pi t al  e x pe n d i t u re s  f or  t h e

c h e m i c al s  se g m e n t .

W e an t i ci pa t e t h at  capi t al  ex pe n di t u res  an d  i n v est m en t s  f or  ou r  ch e m i ca l s  a n d

m a rke t i n g s egm en t  f or  t h e y ear  en ded  De cem ber  31 , 2 001  w i l l  a m ou n t  t o R MB 4,0 90

m i l l i on , w h i ch  i n cl u d e t h e  cap i t al  ex pen di t u res  a n d i n vest m en t s  f or  t h e con st ru ct i on

of  et h yl en e pr odu ct i on  f aci l i t i es  a t  L an zh ou  R ef i n e ry.

Na tura l  G a s  a nd P ip e l in e s

C api t al  ex pen di t u res  i n  ou r n a t u ral  g as an d  pi pel i n es se gm en t  f or t h e s i x  m o n t h s

en ded J u n e 30, 2 001 t ot al l ed R MB 685 m i l l i on , of  w h i ch  R MB 6 3 m i l l i on  w as spen t  on  t h e

W e st - Ea st  gas  p i pe l i n e pro j ec t  an d  R M B 62 2 m i l l i o n  w as  sp en t  o n  t h e  u p gra di n g of

ex i s t i n g p i pel i n e s an d t h e con st ru ct i on  of  n ew  pi p el i n es .  C api t al  ex p en di t u r es  f or  t h e

s i x  m o n t h s  en d ed J u n e  30,  20 00 t ot al l ed R MB 232 m i l l i on .  Th e i n crea se i n  o u r c api t al

ex p en di t u res  f rom  t h e s i x  m o n t h s  en ded  J u n e  30, 2000 t o t h e s i x  m on t h s  en ded J u n e

30 , 20 01 w as d u e pri m ari l y t o an  i n c reas e i n  i n vest m en t  i n  t h e  Se- N i n g- L a n  pi pel i n e

co m pl et i on  an d  t h e c om m en c em e n t  of  t ri al  op era t i o n , t h e  co m m e n ce m en t  o f  t h e

i n i t i al  p rep ara t i on  ph ase  f or  t h e W est - Eas t  g as p i pe l i n e pr oj e ct ,  an d  an  i n crea se i n

i n v est m e n t  i n  t h e u pgra di n g  of  e x i s t i n g pi pel i n es.

W e an t i ci pat e t h at  c api t al  ex pe n di t u r es  an d i n ve st m en t s  f or  ou r n at u ra l  gas an d

pi pe l i n es se gm e n t  f o r t h e ye ar en d ed  De cem be r 3 1, 20 01 w i l l  am o u n t  t o R MB 6 ,0 00

m i l l i o n . A ppro x i m at el y R M B 3, 014 m i l l i on  i s  ex pe ct ed  t o be i n ve st ed  i n  t h e  W es t - Ea st

ga s pi pel i n e  pro j ec t  an d t h e Z h on g- W u , L an - C h e n g- Y u  a n d Se- N i n g - L an  n a t u r al  g as

pi pe l i n es.  W e cu rr en t l y e x pect  t h at  app rox i m at e l y R MB 1 ,106 m i l l i on  w i l l  be i n vest e d i n

t h e n at u ra l  g as s t o rag e i n f ras t ru ct u re pro j e ct s  an d o t h e r n at u ra l  g as pi p el i n e s a n d

approx i m at el y R MB 1,880 m i l l i on  w i l l  be u sed f or i n vest m en t s  i n  t h e t ran sm i ss i on  pi pel i n es

f or  cru de o i l  a n d r ef i n ed p rodu ct .



O t h e r

Ou r n on  se gm en t - speci f i c cap i t al  e x pen di t u res  an d i n vest m e n t s  f o r t h e s i x  m o n t h s

en ded  J u n e 3 0, 200 0 t o t h e s i x  m on t h s  en ded  J u n e 30, 200 1 w ere  R M B 47  m i l l i o n  a n d

R MB 15 2 m i l l i on , re sp e ct i v el y.  Ou r n o n  se g m e n t - s pe c i f i c  c ap i t a l  ex pe n d i t u re s  an d

i n ves t m e n t s  r el a t ed  pr i m a ri l y t o t h e  n o n  s egm en t - sp ec i f i c e qu i pm e n t  pu r ch ase s a n d

re se ar ch  an d dev el op m en t  ac t i v i t i e s .

W e  an t i c i pa t e  t h at  t h e  Gr ou p Õs n on  se gm en t - sp eci f i c  ca pi t al  ex p en di t u re s  a n d

i n ves t m en t s  f or  t h e ye ar en d i n g  Dec em b er 31,  20 01 w i l l  am ou n t  t o  R M B 2, 967  m i l l i o n ,

w h i ch  w i l l  be pri m ari l y  u sed f or t h e c on st ru ct i on  of  w at er an d el ec t ri c i t y su ppl y syst em s,

an d r oad s a n d t el ec om m u n i cat i on s s yst em  t o be u se d b y var i ou s  s egm en t s .

W e a n t i ci p at e t h at  t h e  Grou p Õs n on  segm e n t - spe ci f i c capi t a l  ex pe n di t u r es  f or  t h e

ye ar en di n g Dec em b er 3 1, 200 1 w i l l  i n c l u d e:

- ap pr ox i m a t el y R MB 2, 304 m i l l i o n f or t h e con st ru c t i on of w a t e r a n d el ec t ri c i t y

su ppl y sys t em s,  ro ads  a n d t el ec om m u n i ca t i o n s sy st e m ;

- ap pro x i m at e l y R MB 498 m i l l i on f or eq u i pm en t pu rch ase s , an d f o r n on seg m en t -

sp eci f i c r ese ar ch  an d  d eve l op m e n t  act i v i t i es ;  a n d

- appro x i m at el y R MB 165 m i l l i on f or t h e i m provem en t of ou r i n f orm at i on t ech n ol ogy

s y st e m .

 Fore ign Exchange  Rate  Risk

W e co n du ct  ou r  bu s i n ess  pri m ari l y i n  R en m i n bi .  Ho w ever,  a port i on  o f  ou r R en m i n bi

reven u e i s  con ver t ed i n t o ot h er cu rren c i es  t o m ee t  f orei gn  c u rren cy f i n an ci al  i n st ru m en t

ob l i g at i on s  an d t o  pa y f or i m p ort ed equ i pm en t  an d  m a t er i al s .

Th e R en m i n b i  i s  n ot  a f r eel y co n vert i b l e cu r ren cy. L i m i t at i on s  on  f orei gn  ex ch an ge

t r an s act i on s i m p ose d b y t h e P R C  go ver n m e n t  co u l d  ca u se  f u t u r e e x ch an ge rat es  t o

vary s i gn i f i can t l y f rom  c u rren t  or h i s t ori cal  ex ch an ge rat es .  Th e  f l u ct u at i on s i n  R en m i n bi

ex ch a n ge rat es  w i l l  af f ec t  o u r abi l i t y  t o  pe rf o rm  o u r f or ei g n  ex ch a n ge  de n om i n at ed

obl i gat i on s.   Su ch  f l u ct u at i on s w i l l  al so af f ect  ou r abi l i t y t o pay di vi den ds i n  Ho n g K on g

Dol l ars  or t o  pay di vi d en ds i n  re spect  of  Am eri ca n  dep os i t a ry re cei pt s  i n  Un i t e d S t a t es

Dol l ars .   W e be l i ev e t h at  t h e C om pa n y i s  or  w i l l  be  abl e t o  obt ai n  su f f i c i e n t  f orei gn

ex ch an ge f or t h e  perf or m an ce of  su c h  obl i g at i on s .   W e do n ot  h edge agai n s t  cu rr en cy

ri s k s  t h rou g h  t h e  u se  of  f i n an ci al  con t ract s  or o t h er  agre em en t s .



E mp l o ye e s

N um be r of  Em pl oy e e s

As  a t  J u n e  3 0, 20 00 an d J u n e  3 0, 20 01,  w e  h ad 47 3,5 18 an d 4 30 ,22 6 em p l oy ee s,

re sp ec t i ve l y .  Th e  t ab l e  b el ow  s et s  f or t h  t h e  n u m b er  o f  ou r em pl oye es  b y bu s i n e ss

se gm en t  as  at  J u n e  30,  200 1.

N u m b e r  o f  E m p l o y e e s %  o f  to ta l

  E x p l o r a ti o n a n d  p r o d uc t io n 2 3 1 , 1 1 7 5 3 . 7 2

  R e f i n i ng  a n d  m a r k e t in g 1 1 9 , 5 1 7 2 7 . 7 8

  C he m ic a ls  a n d  m a r k e t in g 6 7 , 5 0 2 1 5 . 6 9

  Na tu ra l g a s  a n d  p i p e li ne s 9 , 7 6 6 2 . 2 7

  Othe r ( 1 )                              2 , 32 4          0. 5 4

  T o ta l                          4 30 , 22 6           1 0 0



C o m p e n s a t i o n

Th e t o t al  com pen s at i o n  pa yab l e b y t h e C om pa n y f or t h e s i x  m on t h s  en de d J u n e

30, 2 001 w as R MB  3,733  m i l l i on ,  bei n g t h e t ot al  m on t h l y s al ari es  o f  ou r em pl oyees d u ri n g

t h e  repo rt  pe ri od.  C om pen sa t i on  of  ou r em p l oyee s i s  det er m i n ed  acc ordi n g t o i n du s t ry

pr act i ce  an d t h e act u al  con di t i on s  o f  t h e C om pan y, an d  ba sed on  t h e  pr i n c i pl es  of

at t ract i n g an d ret ai n i n g  t h e best  peopl e an d  m ot i vat i n g al l  s t af f  f or t h e r eal i s at i on  of

t h e  best  resu l t s .

Ou r  sen i or m an ag em en t  co m pen sat i o n  sy st em  l i n k s  se n i or  m an agem e n t  m em be rsÕ

f i n an ci al  i n t eres t s  ( i n cl u di n g t h os e of  ou r e x ecu t i ve di re ct ors  an d ou r su per vi sor s)  w i t h

t h e G ro u pÕ s o pe rat i n g  r esu l t s  an d t h e  m a rk et  per f o rm a n ce  of  o u r sh a re s .  Ou r  s en i or

m a n a gem en t  m em b er s  h av e e n t ere d i n t o p er f or m a n ce  co n t rac t s  w i t h  u s .  U n d er t h i s

s ys t e m , t h e  s e n i o r m a n ag e m e n t  m e m be rs Õ  c o m p en s at i on  h a s t h r ee  co m po n e n t s ,

n am el y, f i x ed  sal a ri es ,  perf orm an ce bo n u ses an d s t ock  appre ci at i on  ri gh t s .  Th e vari a bl e

com pon en t s  i n  t h e i r co m pen s at i on  acco u n t  f or a pprox i m at e l y 70 % t o 75% of  ou r sen i or

m a n ag em e n t  of f i ce rsÕ  t o t al  po t en t i a l  c om p en sat i on , i n cl u di n g app rox i m a t el y 1 5% t o

25%  f or m i n g t h e p erf o rm an c e bon u s c om pon en t  a n d a pprox i m at e l y 5 0% t o  60% f orm i n g

t h e st o ck  ap pre ci at i on  ri gh t s  com po n en t . V a ri a bl e c om pen sat i o n  r ew ard s are  l i n k ed

t o t h e at t ai n m en t  of  speci f i c perf orm an ce t a rget s ,  su ch  as n e t  i n com e, ret u rn  o n  capi t al

an d c os t  r edu ct i on  t a rge t s .  Th e c h a rt  bel ow  set s  f or t h  t h e  co m p on e n t s  of  t h e t ot al

po t en t i al  com p en sa t i on  f or  key  of f i cer s .

%  B a s i c %  S t o c k %  P e r f o r m a n c e

    s a la ry a p p r e c i a t i o n  r i g h t s                 b onus

  C h a i rm a n 3 0 7 0 0

  P r e s id e n t 2 5 6 0 1 5

  V i c e  P r e s i d e nt 2 5 6 0 1 5

  D e p a r t m e nt  G M 2 5 5 0 2 5



De t ai l s  of  t h e  di rec t or sÕ  an d  su per vi s or sÕ  em o l u m en t s  f or t h e  s i x  m on t h s  en d ed

J u n e 30,  2000  an d t h e s i x  m on t h s  e n ded J u n e 30, 2 001 ar e as  f ol l o w s:

                                                                                            Six m onths  end e d June  30 ,

          20 0 1           20 0 0

( R M B Õ 0 0 0 ) ( R M B Õ 0 0 0 )

  Fe e  f o r  d i re c to r s  a nd  s up e rv i s o r s 8 7 8 3

  Sa la r i e s ,  a l lo w a nc e s  a n d  o t he r  b e ne f i ts 4 9 8 2 7 7

  C o n tr i b u ti o n  to  r e t i re m e nt  b e ne f i t  s c h e m e              1 1              1 2

           59 6            37 2

Th e  em ol u m en t s  of  t h e di rect o rs  an d  su pe rvi so rs  f al l  w i t h i n  t h e f o l l ow i n g ban ds:

                                                                                             Six mo nths  e nde d  June  30 ,

       2 0 0 1        2 0 0 0

N u m b e r N u m b e r

N il  -  R M B 1 , 0 0 0 , 0 0 0            1 2           1 1

 W or k fo rc e  Re d uc tio n P l a n

I n  t h e  s i x  m on t h s  e n d ed  J u n e 3 0,  2 00 1,  t h e  C o m p an y re du ced  t h e  n u m be r of

em pl oy ees by 14,0 00 a n d t h e act u al  ex pe n di t u re  f or  su ch  r edu c t i o n  h a s a m ou n t ed t o

R M B 1.1 3 bi l l i o n , o f  w h i ch  R MB 1.08  bi l l i on  h as  bee n  pr ovi d ed f or i n  t h e p rof i t  an d l o ss

ac co u n t  of  2 00 0.

 S ha r e  Opt ion  S c he me

Th e C o m pa n y h as gran t ed  sh a re opt i on s  t o  m em ber s  of  t h e se n i o r m a n ag em en t .

Up on  ex er ci s e of  t h ese  s h ar e opt i o n s,  m e m b ers  o f  t h e  se n i or m a n ag em en t  w i l l  n ot

recei ve an y sh ares  i n  t h e C om pan y,  bu t  w i l l ,  by w ay of  s t ock  appreci at i on  ri gh t s ,  recei ve

a m on et ar y s u m  w h i ch  i s  c al c u l a t ed on  t h e  ba s i s  of  t h e  sh are  pri ce of  t h e  H s h ar es

l i s t e d on  t h e HK SE.

 Tr a i ni ng  P ro gr a m me s

Th e C o m pa n y h as est a bl i sh ed  a n ew  t rai n i n g m e ch a n i sm  w h i ch  pro vi de s m arke t -

o ri e n t e d  an d  e f f i c i e n c y - f o c u s e d  p e r so n n e l  t r a i n i n g.  T h e  m ec h a n i s m  o f  m a r ke t

com pet i t i on  h as been  i n t rodu ced t o ou r t rai n i n g w ork  by gradu al l y s h i f t i n g f rom  ex cl u s i ve

i n - h ou se t rai n i n g provi ded by t h e en t erpri se i t sel f  t o m arket  an d soc i et y ori en t ed t rai n i n g,

i n  ord er t o m ake f u l l  u s e of  dom est i c a n d f ore i gn  t ra i n i n g re sou rces , re du c e t r ai n i n g

cos t s ,  i m pr ove t rai n i n g qu al i t y an d m ax i m i se t h e ben ef i t s  of  t rai n i n g. On  F ebru ary 10,

2 00 1,  i t  w a s an n o u n c ed  a t  t h e t r ai n i n g  pr og ra m m e co - o rd i n a t i on  m ee t i n g  o f  t h e

C om pa n y t h a t  f ro m  t h i s  y e ar  o n w a r ds , t ra i n i n g  pr og r am m es  w o u l d  g ra d u a l l y  b e

a rr an ge d t h r ou gh  o pe n  t en de r.  Th e C o m p a n y  i s s u e d  t h e  Ò P r ov i s i on al  M e as u r es  o f



P e t roC h i n a C o m pa n y L i m i t ed f or  t h e  Ad m i n i s t ra t i o n  of  Te n der  I n vi t a t i o n  an d B i ddi n g

f or Trai n i n g  P rogra m m esÓ  o n  Apri l  12, 200 1, w h i c h  ex pres s l y s t i pu l at es  t h e pri n ci pl es  an d

pr oced u re s t o be  ad opt e d b y t h e C om p an y i n  i t s  i n v i t a t i on s  f or t en d ers  an d  bi ds  f or

t r ai n i n g  pr ogr am m es.  Th e C om p an y  h e l d a t r ai n i n g  pr ogr am m e t en d er i n v i t a t i o n  a n d

bi dd i n g  co n f ere n c e o n  Apr i l  18 , 2 00 1, at  w h i ch  t en d er s  w ere  i n vi t e d a n d  bi ds  w e re

m ad e f or  t h e  f i rs t  l ot  of  seven  t rai n i n g  prog ram m e s i n  acco rdan c e w i t h  t h e pri n ci p l es

of  Òop en n ess ,  eq u al i t y,  co m pet i t i on  a n d m eri t Ó .  Acc ord i n g t o pre l i m i n ar y es t i m at i o n ,

co st s  w i l l  be  re du c ed  by  ap pro x i m at el y  30 %. Th ere  h a ve bee n  m ar ked  i m pro ve m en t s

i n  t h e d es i gn  of  t h e t ra i n i n g  progr am m es , qu a l i f i c at i on s  of  t rai n e rs  an d ot h e r are as.

 Cont inge nt  Liabil i t ie s

I n f orm at i on  on  t h e  Grou pÕs con t i n gen t  l i ab i l i t i es  as  o f  J u n e 30, 2 001 i s  as  f o l l ow s:

Ba nk  a n d ot he r  g ua r a n te e s

As  at  J u n e  30,  20 01, t h e Grou p h ad c on t i n gen t  l i abi l i t i es  i n  re spe ct  o f  ba n k a n d

ot h e r gu a ra n t e es  a n d ot h er  m at t er s  ar i s i n g  i n  t h e  or di n a ry co u rs e of  bu s i n es s  f r om

w h i ch  i t  i s  an t i c i pat ed t h at  n o m at eri al  l i abi l i t i es  w i l l  ari se.

En v ir on me n ta l  l ia b i l i ti e s

C N P C  an d t h e  Gr ou p h av e b een  ope rat i n g i n  C h i n a f or m an y ye ars  an d ce rt a i n

en vi ro n m e n t al  pr obl em s h av e de vel oped . C h i n a h a s a dopt ed ex t e n s i ve en vi ron m en t al

l aw s an d regu l a t i on s  t h a t  af f ect  t h e operat i on  of  t h e  oi l  an d g as i n du st ry.  Th e ou t com e

of  en vi ron m en t a l  l i abi l i t i e s  u n der prop osed  or f u t u re e n vi r on m e n t al  l eg i s l a t i on  can n ot

be e st i m at ed  at  pres en t ,  bu t  cou l d b e m at eri al .  Un de r t h e ex i s t i n g l egi s l at i on , h ow e ver,

t h e  m an agem e n t  be l i ev es t h at  t h ere are n o pr obabl e en v i ron m en t a l  l i abi l i t i es ,  ex c ept

t h ose  am ou n t s  w h i ch  h a ve al rea dy been  r ef l ect ed  i n  t h e f i n an ci al  s t at em en t s ,  t h at  w i l l

h av e a m a t eri a l l y ad verse  ef f ec t  on  t h e f i n an ci al  po s i t i on  of  t h e Gro u p.



Le ga l  c o nti ng e n c i e s

Th e  Grou p  i s  t h e n a m ed de f en da n t  i n  cert a i n  i n s i gn i f i can t  l aw s u i t s  as  w el l  as  t h e

n a m ed  pa rt y  i n  ce rt a i n  ot h er pro cee di n gs ar i s i n g i n  t h e  or di n ary  co u rs e o f  b u s i n es s .

W h i l e  t h e  ou t co m es  of  su c h  c on t i n g en c i es ,  l a w su i t s  or  ot h er pro cee di n gs c an n ot  be

det erm i n ed a t  pre sen t ,  t h e  m an a gem en t  bel i eve s t h a t  an y  resu l t i n g l i a bi l i t i es  w i l l  n ot

h av e a m a t eri a l l y ad verse  ef f ec t  on  t h e f i n an ci al  po s i t i on  of  t h e Gro u p.

 Le a s in g of roa d s ,  la nd a nd bu i ldi ngs

Ac co rdi n g t o  t h e R es t r u ct u ri n g  Ag re em e n t  en t er ed  i n t o  be t w een  t h e C om pa n y

an d C N P C , C NP C  h a s u n der t ake n  t o t h e C o m pa n y t h e f ol l ow i n g:

C NP C  w i l l  u se i t s  b est  e n dea vou r s  t o  obt a i n  f orm a l  l a n d u se ri gh t  cert i f i c at es  t o

repl ac e t h e en t i t l em en t  cert i f i cat es i n  rel at i on  t o t h e 28,64 9 parcel s  o f  l an d w h i c h  w ere

l ea se d or  t r an sf er re d t o t h e C o m p a n y  f ro m  C NP C ,  w i t h i n  o n e  y ea r f ro m  Au gu st ,

Se pt em ber  an d  Oc t obe r 1 999 w h e n  t h e r el ev an t  en t i t l e m en t  ce rt i f i ca t es  w er e i s su e d.

C N P C  w i l l  c o m pl e t e ,  w i t h i n  o n e  y e a r  f r o m  N o v e m be r  5 ,  1 9 9 9 , t h e  n e c e s sa r y

go vern m en t al  p roc edu r es f or t h e requ i s i t i on  of  t h e col l ect i vel y- ow n ed  l an d on  w h i ch

1 16  s er v i c e s t a t i on s  o w n e d by  t h e C o m p a n y  a r e l o ca t ed ; a n d  C NP C  w i l l  o bt ai n

i n di vi du al  bu i l di n g ow n ers h i p cert i f i c at es  i n  t h e n am e  of  t h e C om p an y f or al l  of  t h e

57 ,48 2 b u i l d i n g s t ran sf e rre d t o  t h e C om p an y  by  C NP C , bef ore  No vem ber 5,  200 0.

Un t i l  n ow , C NP C  h as obt ai n ed som e of  t h e f orm al  l an d u se ri gh t  cert i f i cat es f or t h e

ab ov e- m en t i o n ed  p arc el s  o f  l an d, i n di v i d u al  b u i l di n g ow n er sh i p cer t i f i c at e s f or  t h e

ab ove - m e n t i on ed  bu i l d i n g s, an d  h a s c om pl et e d n on e  of  t h e n ece ssa ry g ove rn m en t al

pr oc edu res  f or t h e a bo ve- m en t i on e d ser vi c e s t a t i on s  l oca t ed  o n  c ol l ec t i vel y- o w n ed

l an d. Th e D i rect ors  of  t h e C om pa n y con f i rm  t h at  t h e u s e of  an d t h e con du ct  of  rel evan t

ac t i vi t i e s  a t  t h e a bov e- m e n t i on e d pa rce l s  o f  l an d , se rvi ce s t at i on s  a n d b u i l di n gs a re

n ot  af f ect ed by t h e f act  t h at  t h e rel evan t  l and u se ri gh t  cert i f i cat es or i n di vi du al  bu i l di n g

o w n e r s h i p  ce r t i f i c a t e s  h a v e  n o t  be e n  o b t a i n e d  o r  t h e  f ac t  t h a t  t h e  re l e va n t

go ver n m e n t a l  p roc edu res  h a ve n ot  be en  com pl e t ed , a n d t h a t  t h es e w i l l  n o t  h ave  a

m at eri a l l y adve rse ef f e ct  o n  t h e re su l t s  of  oper at i o n s  o r t h e f i n an c i al  pos i t i on  of  t h e

G r o u p .

 G ro up in s ur a n c e

Ex cept  f or l i m i t ed i n s u ran ce coverage f or veh i cl es  an d cert ai n  a sset s  w i t h  s i gn i f i can t

ope rat i n g ri s k s ,  t h e Gr ou p does n ot  c arry an y o t h er i n su r an ce f or p rope rt y,  f aci l i t i es  or

equ i p m en t  w i t h  respect  t o  i t s  bu s i n ess  opera t i on s .  I n  addi t i on ,  t h e Grou p  does n ot  carry

an y t h i r d- p art y l i abi l i t y i n su ran ce aga i n s t  cl ai m s r el a t i n g t o p ers on a l  i n j u r y,  pro per t y

an d e n v i ro n m e n t al  dam ag es or bu s i n ess  i n t e rru pt i on  i n su ran ce s i n ce  su ch  i n su r an ce

co ver age  i s  n ot  cu st o m ar y i n  C h i n a . W h i l e t h e p ot e n t i al  l i ab i l i t y of  u n d er- i n su ran ce

ca n n ot  be  r ea son ab l y  es t i m a t ed  a t  pre se n t ,  m an ag em e n t  b el i ev es  i t  c ou l d h a ve  a

m at eri al l y i m pa ct  on  t h e op erat i n g resu l t s  or  f i n an ci al  p os i t i o n  of  t h e Gro u p.



 C os t  re duc ti on me a s ur e s

I n  ad di t i o n  t o  w o rk f o r ce  r ed u ct i o n  an d  s h u t - d ow n  of  ce rt ai n  m an u f a ct u r i n g

f ac i l i t i e s ,  t h e  C om pa n y i s  cu rre n t l y e val u at i n g op t i on s t o f u rt h er s t ream l i n e p rodu ct i on

f aci l i t i es  a n d i m pl e m en t  ot h er cost  redu ct i o n  m easu res  w i t h i n  t h e n ex t  seve ral  year s  t o

f u r t h er  i m pr ov e  t h e  o p er at i n g  e f f i c i en cy  a n d co m p e t i t i ve n es s  of  t h e Gr o u p . Th e

m a n ag em en t  h a s n ot  ap pr ove d a l l  s i gn i f i c an t  a ct i on s t o b e t ak en  t o  co m pl et e t h e

abo ve pl a n . Th e  m an ag em en t  does n ot  bel i eve t h e pl an  w i l l  h ave  a m at eri al l y adve rse

i m pact  on  t h e  Gro u pÕ s f i n an ci al  po s i t i on , bu t  cer t ai n  co st  redu ct i on  m easu res  cou l d

h av e m a t eri a l l y adver se e f f ect  on  t h e Grou p Õs r esu l t s  of  oper at i o n s .

 Prospects for the  Second Half  of  2001

Th e C o m pan y h a d a ch i e ved en c ou ra gi n g  res u l t s  f o r t h e f i rs t  h al f  of  20 01 d espi t e

t h e f ac t  t h a t  c ru d e oi l  pr i c es h a ve dec re ase d c om par ed  w i t h  t h e s am e  p eri od l a st

ye ar .  F o r t h e  s ec on d h al f  of  2 00 1, t h e C o m p an y w i l l  ac t i vel y ad op t  t h e  f ol l o w i n g

m e asu r es  t o i n crea se i t s  com p et i t i ven ess  an d  t o crea t e h i gh e r va l u e  f or  sh a reh o l der s .

I n  rel at i on  t o  t h e ex pl o rat i o n  an d produ ct i on  segm e n t , t h e C o m pan y  w i l l  act i v el y

i n c r e as e  i t s  r e s er v es  a n d  p ro d u c t i on  ca p a ci t y ,  i n c l u di n g  t h e a c ce l er a t i o n  an d

i m pro ve m en t  o f  ex p l or at i on  ac t i vi t i es  m ai n l y i n  t h e J u n gga r ba s i n , Sh aan - G an - N i n g

bas i n  an d t h e sou t h e rn  Son g L i ao bas i n . Th er e w i l l  al so be an  en h a n cem en t  of  cru de  oi l

produ c t i on , an  ex pan s i on  of  produ ct i on  f aci l i t i es  i n  n ew  key areas an d h i gh er u t i l i sat i on

of  r eserve s i n  l ow er c ost  ef f i c i en c y area s u s i n g  co- op erat i v e ef f o rt s .

Th e r ef i n i n g  an d m arke t i n g se gm e n t  an d  t h e c h em i ca l s  an d  m a rke t i n g se gm en t

w i l l  s t ri v e t o  i n c reas e p rof i t abi l i t y .  Th e r ef i n i n g an d m ark et i n g se gm en t  w i l l  f oc u s on

i n crea s i n g  t h e l i gh t  oi l  rec ove ry r at e , t h e co m po s i t e  co m m od i t y rat e an d t h e d i ese l -

gas ol i n e rat i o, an d t o f u rt h e r i m p rove  vari ou s  econ om i c an d t ech n i cal  i n d i cat o rs ,  an d

t o i n cre ase t h e propor t i on  of  vari ou s  ref i n ed produ ct s  bei n g sol d  t h rou gh  t h e C om pan yÕs

ow n  ope ra t i o n s .  T h e ch em i ca l s  an d m ar ket i n g  s egm en t  w i l l  a dj u st  a n d opt i m i se  i t s

prod u ct  m i x  accor di n g t o  m arke t  con di t i on s ,  an d w i l l  con t i n u e t o adj u s t  t h e u t i l i sa t i on

rat e of  i t s  f aci l i t i es  w i t h  a vi e w  t o i n creas i n g m argi n al  prof i t s .

T h e  n a t u r al  g a s a n d  p i pe l i n es  se g m e n t  w i l l  ac t i v el y  s t re n g t h e n  i t s  pi p el i n e

con s t ru ct i on  an d  m arket  devel opm en t  act i vi t i es .  Th e C o m pan y ex pect s  t o m a ke f u r t h er

progress  i n  t h e n ex t  f e w  m on t h s  i n  t h e sel ect i on  of  f orei gn  i n vest m en t  part n er( s)  f or t h e

W e st - Eas t  gas  pi pel i n e  pr oj ect .  T h e m aj or pi pel i n e  co n st ru ct i on  w or k  i s  e x p ect ed t o

com m en c e i n  t h e f ou r t h  qu art e r of  t h i s  yea r.  T h e Se - N i n g- L a n  pi p el i n e i s  ex pe ct ed  t o

be  i n  f u l l  o pe ra t i o n  by t h e e n d  of  2 001 . Th e c on st r u c t i o n  of  t h e Z h o n g - Ha n  l i n e i s

ex pect ed t o c om m en c e i n  t h e se con d h a l f  of  2001 . T h e S h aa n - J i n g pi p el i n e n et w o rk

w i l l  be f u r t h e r d eve l op ed.  Th e p ri n ci p al  w or k  o n  t h e L an - C h en g - Y u  re f i n ed pro du c t s

pi pel i n e i s  ex pect e d t o be com p l et ed i n  t h e  secon d h al f  of  t h i s  yea r,  an d t h e C om pan y



ai m s t o  com pl et e co n st r u ct i on  a n d c om m e n ce prod u ct i on  i n  t h e f i rs t  qu ar t er of  n ex t

year.  I n  t h e m ean t i m e, t h e C om pa n y w i l l  pu t  ex t ra em ph as i s  on  s t ren gt h en i n g  i t s  m arket

pos i t i on . Th e  C om p an y w i l l  m ake f u l l  u se of  i t s  r esou r ce ri ch  po s i t i o n  so as  t o  bu i l d a

st ron ger  co m pe t i t i ve edg e i n  t h e m ar ket s .

I n  t h e com i n g f ew  m on t h s ,  t h e C o m pan y w i l l  co n t i n u e t o adop t  su ch  m easu re s  as

on - goi n g re st ru ct u r i n g,  m an agem en t  opt i m i sa t i on , t e ch n o l ogy  i m p rove m en t , em pl oy ee

ra t i on al i sa t i on  an d ef f i c i e n c y i m p ro ve m en t  so  a s  t o ac h i e ve  o u r  ob j e ct i ve  o f  co st

re du ct i o n  t a rg et s .

Th e C om pa n y w i l l  c on t i n u e  t o  ev al u a t e var i ou s  bu s i n ess  dev el o pm e n t  pl an s a n d

t h e c api t al  ex p en di t u r es  requ i re d. I t  w i l l  i m pl em en t  ri goro u s an d  pru den t  i n ves t m e n t

pl an s w i t h  a n  ai m  t o  i n creas i n g t h e rat e of  f i n an ci a l  ret u rn  on  ou r i n vest m e n t s .

Th e e- c om m er ce w e bs i t e  w w w . en erg ya h ea d. co m  o f  t h e  C om p an y w as  f orm al l y

l a u n ch ed t h i s  J u l y.   As  a n eu t r al  an d col l abo rat i ve e- co m m e rce t ra n sac t i on  pl at f o rm

f or  t h e o i l  an d  pet ro ch em i c al  i n d u st ri e s ,  i t  of f er s  a se rvi ce t o t h e  en erg y i n du st ry b ot h

dom est i cal l y an d ab road .  Th e C o m pan y be l i ev es t h at  t h e l au n c h  of  t h e  e- c om m e rce

s i t e pr ovi des  i t  w i t h  be t t er con di t i o n s  f or  f u rt h er  i m pro vi n g cor po rat e m an a ge m en t ,

re du ci n g pu rc h as i n g cost s ,  i n cr eas i n g econ om i c be n ef i t s  an d  pro m ot i n g i n t e rn a t i on al

op er at i o n s .   Th i s  pl at f o rm  se rv es  a s  a n  ef f ec t i ve  w ay t o  c om pre h e n s i v el y  e n h an ce

co rp or at e va l u e an d co m p et i t i v en es s .

F o l l ow i n g t h e at t a i n m e n t  o f  su cc es sf u l  re su l t s  i n  2 00 0,  t h e  C om pa n y  r em ai n s

com m i t t ed t o re st ru ct u r i n g an d t o f u rt h e r re du ci n g c ost s .  I n  t h e m ean t i m e , t h ere h as

bee n  s i gn i f i can t  pr ogre ss  i n  t h e ex pl or at i on  f or  oi l  an d  gas . Mo reov er,  t h e prel i m i n ary

w ork  on  t h e W est - East  gas pi pel i n e proj ect  i s bei n g carri ed ou t  i n  a t i m el y an d syst em at i c

m a n n er .  Th e C o m pa n y  i s  co n f i d en t  t h a t  t h e op er at i n g  r es u l t s  o f  t h i s  ye ar  w i l l  be

m ai n t ai n ed at  i m pres s i ve l y h i gh  l eve l s .


