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Disclaimer

This interim report contains “forward-looking statements”. All statements, other than
statements of historical facts, that address business activities, events or developments that
the Company expects or anticipates will or may occur in the future (including, but not limited
to projections, targets, estimates and business plans) are forward-looking statements. The
actual results or developments of the Company may differ materially from those indicated by
these forward-looking statements as a result of various factors and uncertainties. The
Company makes the forward-looking statements referred to herein as at 27 August 2004 and,
unless otherwise required by the relevant regulatory authorities, undertakes no obligation to
update these statements.
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IMPORTANT NOTICE: THE BOARD OF DIRECTORS OF CHINA PETROLEUM & CHEMICAL CORPORATION (“SINOPEC
CORP.”) AND THE DIRECTORS WARRANT THAT THERE ARE NO MATERIAL OMISSIONS FROM, OR
MISREPRESENTATIONS OR MISLEADING STATEMENTS CONTAINED IN THIS INTERIM REPORT AND SEVERALLY AND
JOINTLY ACCEPT FULL RESPONSIBILITY FOR THE AUTHENTICITY, ACCURACY AND COMPLETENESS OF THE
INFORMATION CONTAINED IN THIS INTERIM REPORT. MESSRS. MOU SHULING, GAO JIAN, FAN YIFEI, HO TSU
KWOK CHARLES, SHI WANPENG AND ZHANG YOUCAI, DIRECTORS OF SINOPEC CORP,, COULD NOT ATTEND THE
TENTH MEETING OF THE SECOND SESSION OF THE BOARD FOR REASONS OF OFFICIAL DUTIES. MR. MOU
SHULING, DIRECTOR OF SINOPEC CORP., AUTHORISED MR. CAO XIANGHONG; MR. GAO JIAN, DIRECTOR OF
SINOPEC CORP.,, AUTHORISED MR. CHEN TONGHAI, CHAIRMAN; MR. FAN YIFEI, DIRECTOR OF SINOPEC CORP,
AUTHORISED MR. WANG JIMING, VICE CHAIRMAN; AND MESSRS. HO TSU KWOK CHARLES, SHI WANPENG AND
ZHANG YOUCAI, DIRECTORS OF SINOPEC CORP., AUTHORISED MR. CHEN QINGTAI, RESPECTIVELY, TO VOTE ON

THEIR BEHALF IN RESPECT OF THE RESOLUTIONS PUT FORWARD IN THE TENTH MEETING OF THE SECOND
SESSION OF THE BOARD. MR. CHEN TONGHAI, CHAIRMAN OF THE BOARD, MR. WANG JIMING, VICE CHAIRMAN
AND PRESIDENT, MR. ZHANG JIAREN, DIRECTOR, SENIOR VICE PRESIDENT AND CHIEF FINANCIAL OFFICER AND
MR. LIU YUN, HEAD OF THE ACCOUNTING DEPARTMENT WARRANT THE AUTHENTICITY AND COMPLETENESS OF
THE FINANCIAL STATEMENTS CONTAINED IN THIS INTERIM REPORT.
THE FINANCIAL STATEMENTS FOR THE SIX-MONTH PERIOD ENDED 30 JUNE 2004 OF SINOPEC CORP. AND ITS
SUBSIDIARIES (“THE COMPANY”’) PREPARED IN ACCORDANCE WITH THE PRC ACCOUNTING RULES AND
REGULATIONS AND INTERNATIONAL FINANCIAL REPORTING STANDARDS (“IFRS”’) HAVE BEEN AUDITED BY KPMG
HUAZHEN AND KPMG, RESPECTIVELY, AND BOTH FIRMS HAVE ISSUED STANDARD UNQUALIFIED OPINIONS ON THE
FINANCIAL STATEMENTS CONTAINED IN THIS INTERIM REPORT.

COMPANY PROFILE

Sinopec Corp. is the first company in China
listed on the stock exchanges in Hong Kong,
New York, London and Shanghai, and is also
an integrated energy and chemical company
with upstream, midstream and downstream
operations. The principal operations of the
Company include: exploring for and
developing, producing and trading crude oil
and natural gas; processing crude oil,
producing petroleum products and trading,
transporting, distributing and marketing
petroleum products; producing, distributing
and trading petrochemical products. Sinopec
Corp.’s basic information is as follows:

LEGAL NAME
FEAEH IR ERAR]

CHINESE ABBREVIATION
FEIAE

ENGLISH NAME
China Petroleum & Chemical Corporation

ENGLISH ABBREVIATION
Sinopec Corp.

LEGAL REPRESENTATIVE
Mr. Chen Tonghai

AUTHORISED REPRESENTATIVES
Mr. Wang Jiming, Mr. Chen Ge

SECRETARY TO THE BOARD OF
DIRECTORS
Mr. Chen Ge

REPRESENTATIVE ON SECURITIES
MATTERS
Mr. Huang Wensheng

REGISTERED ADDRESS, PLACE OF

BUSINESS AND CORRESPONDENCE

ADDRESS

6A Huixindong Street

Chaoyang District

Beijing, PRC

Postcode: 100029

Tel: 86-10-64990060

Fax: 86-10-64990022

Website: http://www.sinopec.com.cn

Email: ir@sinopec.com.cn
media@sinopec.com.cn

PLACE OF BUSINESS IN HONG KONG
12th Floor, Office Tower, Convention Plaza
1 Harbour Road, Wanchai, Hong Kong

NEWSPAPERS FOR INFORMATION
DISCLOSURE

Mainland China:

China Securities News

Shanghai Securities News
Securities Times

Hong Kong:
Hong Kong Economic Times
South China Morning Post (English)

INTERNET WEBSITE PUBLISHING INTERIM
REPORT DESIGNATED BY THE CHINA
SECURITIES REGULATORY COMMISSION
http://www.sse.com.cn
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PLACES WHERE THE INTERIM REPORT IS
AVAILABLE FOR INSPECTION
China: Board Secretariat
China Petroleum & Chemical Corporation
6A Huixindong Street,
Chaoyang District, Beijing, PRC

USA: Citibank, N.A.
388 Greenwich St., 14th floor
New York, NY 10013 USA

UK:  Citibank N. A.
Citigroup Centre
Canada Square
Canary Wharf
London E14 5LB UK

PLACES OF LISTING OF SHARES, STOCK
NAMES AND STOCK CODES

A Shares: Shanghai Stock Exchange
Stock name: FEIA1{L
Stock code: 600028

H Shares: Hong Kong Stock Exchange
Stock name: SINOPEC CORP
Stock code: 0386

ADSs: New York Stock Exchange
Stock name: SINOPEC CORP
Stock code: SNP

London Stock Exchange
Stock name: SINOPEC CORP
Stock code: SNP



PRINCIPAL FINANCIAL DATA AND INDICATORS

1 FINANCIAL DATA AND INDICATORS PREPARED IN ACCORDANCE WITH THE PRC
ACCOUNTING RULES AND REGULATIONS

(1) Financial Data and Indicators of the Company for the first half of 2004

At 30 June At 31 December

RMB millions RMB millions 3

Current assets 117,062 96,918 E

Current liabilities 136,314 120,792 E

Total assets 422,925 390,213 £

Shareholders’ funds (excluding minority interests) 172,276 162,946 %

Net assets per share (RMB/share) (Fully diluted) 1.987 1.879 E

Adjusted net assets per share (RMB/share) 1.961 1.850 e

o

o

g

a
RMB millions RMB millions
Net profit 15,039 9,765
Net profit before non-operating profits/losses 16,332 10,221
Return on net assets (%) (Fully diluted) 8.73 6.25
Return on net assets (%) (Weighted average) 8.82 6.24
Earnings per share (RMB/share) (Fully diluted) 0.173 0.113
Earnings per share (RMB/share) (Weighted average) 0.173 0.113
Net cash flow from operating activities 21,694 29,982

Six-month period

-operating profits/losses: ended 30 June 2004

RMB millions

Loss on disposal of long-term equity investments 2
Written back of provisions for impairment losses in previous years (80)

Non-operating expenses:
(excluding normal provisions on assets provided in accordance

with the Accounting Regulations for Business Enterprises) 2,189
Of which: Loss on disposal of fixed assets 1,405
Employee reduction expenses 412
Donations 49
Non-operating income (181)
Tax effect (637)
Total 1,293

CHINA PETROLEUM & CHEMICAL CORPORATION 3



PRINCIPAL FINANCIAL DATA AND INDICATORS (CONTINUED)

(2) Appendix to income statement prepared in accordance with the PRC Accounting Rules and Regulations

Six-month period ended Six-month period ended
30 June 2004 30 June 2003

Return on net assets (%) Return on net assets (%)
tem Fully Weighted Fully Weighted
diluted average diluted average

% Profit from principal operations 30.09 30.41 23.29 23.24

= Operating profit 16.46 16.63 10.00 9.98

T Net profit 8.73 8.82 6.25 6.24

; Net profit before non-operating profits/losses 9.48 9.58 6.54 6.53

©

% Six-month period ended Six-month period ended

= 30 June 2004 30 June 2003

£ Earnings per share RMB Earnings per share RMB

3 Iltem Fully Weighted Fully Weighted

S diluted average diluted average

& Profit from principal operations 0.598 0.598 0.420 0.420
Operating profit 0.327 0.327 0.180 0.180
Net profit 0.173 0.173 0.113 0.113
Net profit before non-operating profits/losses 0.188 0.188 0.118 0.118

(3) Significant changes of items in the financial statements
Descriptions and reasons for changes of financial data during the reporting period where the fluctuation is more than 30%, or the
fluctuation in such item is 5% or more of the total assets or more than 10% of the profit before tax:

At 30 At 31 Changes

Bills receivable 8,009 5,953 2,056 34.54 Mainly due to the increase in income from
principal operations

Accounts receivable 13,621 9,284 4,337 46.71 Mainly due to the increase in income from
principal operations

Advance payments 7,248 3,904 3,344 85.66 Mainly due to the increase in contracted
amounts

Inventories 58,990 44 915 14,075 31.34 Mainly due to the increase in inventories of
crude oil and refined oil products

Provision for impairment 4,094 1,331 2,763 207.59 Mainly due to provisions based on recoverable

losses on fixed assets amount after the amendments of production

and operation plans

Construction materials 1,659 1,226 433 35.32 Since more construction projects were

expected to commence after the end of the
period, purchase of construction material
increased

Construction in progress 44,498 28,513 15,985 56.06 Please refer to Note 13 of the financial
statements prepared under the PRC
Accounting Rules and Regulations for details.

Deferred tax assets 3,115 1,752 1,363 77.80 Please refer to Note 15 of the financial
statements prepared under the PRC
Accounting Rules and Regulations for details.

Accrued expenses 2,151 303 1,848 609.90 Mainly due to the increase in accrued and
unpaid production and operation costs
Current portion of 10,895 8,175 2,720 33.27 Mainly due to the increase in loans with
long-term liabilities maturity within one year
Bonds payable 3,500 — 3,500 — Please refer to Note 26 of the financial

statements prepared under the PRC
Accounting Rules and Regulations for details

VI nterim EJela @2z CHINA PETROLEUM & CHEMICAL CORPORATION



(3) Significant changes of items in the financial statements (Continued)

Six-month Six-month
period ended period ended Changes

30 June 30 June Amount of Percentage of

Item 2004 2003 increase increase Analysis of Changes
RMB millions RMB millions RMB millions (%)

Income from principal 265,709 194,842 70,867 36.37 Please refer to Management’s Discussion
operations and Analysis
Cost of sales 206,098 152,303 53,795 35.32 Please refer to Management’s Discussion and
Analysis
Investment income 516 341 175 51.32 Mainly due to the increase in net profit from
associates
Non-operating expenses 4,952 768 4,184 544.79 Please refer to Note 36 of the financial

statements prepared under the PRC
Accounting Rules and Regulations for details.
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Taxation 7,154 4,762 2,392 50.23 Mainly due to the increase in profit before
taxation
Minority interests 2,412 759 1,653 217.79 Mainly due to the increase in net profit from
subsidiaries
Unrecognized investment 507 — 507 — Mainly due to unrecognized investment losses
losses exceeding the carrying value of long-term

equity investment

(4) Details of provisions for assets in the consolidated financial statements Unit: RMB millions

Decrease in the period

Written
back due
At the Increase to increase At the
beginning in the in assets’ Other end of
Lines of the period period  valuation reasons Total the period
Allowance for doubtful accounts 1 5,533 543 38 31 69 6,007
Of which: Allowance for doubtful accounts
for accounts receivable 3,185 271 15 2 17 3,439
Allowance for doubtful accounts
for other receivable 2,348 272 23 29 52 2,568
Provision for diminution in value
of short-term investments 2 Nil Nil
Provision for diminution in value
of inventories 3 519 184 39 1 40 663
Provision for impairment losses
on long-term investments 4 271 42 3 5 8 305
Of which: Long-term equity investments 271 42 3 5 8 305
Provision for impairment losses
on fixed assets 5 1,331 2,763 4,094
Of which: Buildings 8 325 333
Machinery and equipment 559 1,815 2,374
Provision for impairment
losses on intangible assets 6 Nil Nil
Provision for impairment losses
on construction in progress 7 Nil Nil
Provision for impairment losses
on entrusted loans 8 Nil Nil
Total 7,654 3,532 80 37 117 11,069

CHINA PETROLEUM & CHEMICAL CORPORATION 5



PRINCIPAL FINANCIAL DATA AND INDICATORS (CONTINUED)

2 FINANCIAL DATA AND INDICATORS OF THE COMPANY FOR THE FIRST HALF OF 2004 PREPARED IN ACCORDANCE WITH

INTERNATIONAL FINANCIAL REPORTING STANDARDS

Six-month periods
ended 30 June

ltem 2004 2003

RMB millions RMB millions
Operating profit 27,339 18,569
Net profit 16,151 10,727
Return on capital employed (%) 6.17 4.47
Earnings per share (RMB/share) 0.186 0.124
Net cash flow from operating activities 19,291 28,649

*  Return on capital employed = operating profit x (1 - income tax rate)/capital employed
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At 30 June At 31 December

ltem 2004 2003

RMB millions RMB millions
Current assets 120,102 99,328
Current liabilities 137,713 122,005
Total assets 434,937 400,818
Shareholders’ funds (excluding minority interests) 178,409 167,899
Net assets per share (RMB/share) 2.058 1.937
Adjusted net assets per share (RMB/share) 2.033 1.908

FUNDS FOR THE FIRST HALF OF 2004

Item

3 DIFFERENCES BETWEEN THE PRC ACCOUNTING RULES AND REGULATIONS AND IFRS ON NET PROFIT AND SHAREHOLDERS’

(1) Analysis of the effects of major differences between the PRC Accounting Rules and Regulations and IFRS on net profit:

Six-month periods
ended 30 June

2004 2003
RMB millions RMB millions

Net profit under the PRC Accounting Rules and Regulations 15,039 9,765

Adjustments:
Disposal of oil and gas properties (net of depreciation effect) 879 —
Impairment losses on revaluated assets 439 —
Depreciation of oil and gas properties 370 1,270
Capitalization of general borrowing costs 247 203
Acquisition of Sinopec National Star 58 58
Acquisition of Sinopec Maoming, Xi’an Petrochemical and Tahe Petrochemical — 26
Revaluation of land use rights 9 9
Unrecognized losses of subsidiaries (236) —
Pre-operating expenditures (95) (100)
Impairment losses on long-lived assets — (5)
Effects of the above adjustments on taxation (559) (499)

Net profit under IFRS 16,151 10,727

SRl interim EJela @2z CHINA PETROLEUM & CHEMICAL CORPORATION



(2) Analysis of the effects of major differences between the PRC Accounting Rules and Regulations and IFRS on shareholders’ funds:

At 30 June At 31 December

2004 2003

RMB millions RMB millions

Shareholders’ funds under the PRC Accounting Rules and Regulations 172,276 162,946
Adjustments: ;2
Disposal of oil and gas properties 2,139 1,260 g
Depreciation of oil and gas properties 11,255 10,885 E
Capitalization of general borrowing costs 1,372 1,125 §
Acquisition of Sinopec National Star (2,754) (2,812) g’
Revaluation of land use rights (861) (870) I
Effect of minority interests on unrecognized losses of subsidiaries 332 61 é
Pre-operating expenditures (264) (169) i
Impairment losses on long-lived assets (113) (113) §
Government grants (326) (326) E.E'

Effects of the above adjustments on taxation (4,647) (4,088)

Shareholders’ funds under IFRS 178,409 167,899

CHINA PETROLEUM & CHEMICAL CORPORATION 7



CHANGES IN SHARE CAPITAL AND SHAREHOLDINGS OF PRINCIPAL SHAREHOLDERS

1 CHANGES IN THE SHARE CAPITAL OF SINOPEC CORP.
There were no changes in the total number of shares and equity structure of Sinopec Corp. during the reporting period.

2 SHAREHOLDINGS OF PRINCIPAL SHAREHOLDERS
As at 30 June 2004, there were a total of 302,856 shareholders of Sinopec Corp., of which 291,585 were domestic holders of A Shares
and 11,271 were overseas holders of H Shares.

(1) Top ten shareholders as at 30 June 2004

Increase/
decrease Percentage at the end

during the of the reporting period Number of
reporting Number of Among total Among the type pledges, lock-ups
period shares held  shareholdings  of shares held  Nature of Type of or trusts

Name of shareholders (1,000 shares) (1,000 shares) (%) Shareholders Shares held (1,000 shares)
China Petrochemical Corporation 0 47742561 55.06 71.13  State-owned shares Non tradable 0
(“Sinopec Group Company”)

HKSCC (Nominees) Limited 5,036,626 16,676,244 19.23 99.38  Hshares Tradable Unknown

China Development Bank 0 8,775,570 10.12 13.07  State-owned shares Non tradable 0

§ China Cinda Asset Management Corp. 0 8,720,650 10.06 12.99  State-owned shares Non tradable 0

° % China Orient Asset Management Corp. 0 1,296,410 1.50 1.93  State-owned shares Non tradable 0
T: s Guo Tai Jun An Corp. (10,428)* 586,760 0.68 0.87  State-owned shares Non tradable 293,380 (pledged)
§2 Qingdao Port Authority 0 60,000 0.07 2.14 A Shares Tradable 0
: § EFUND 50 Securities Investment Fund 51,906 51,906 0.06 1.85 A Shares Tradable 0
% & Xinghua Securities Investment Fund 33,190 48,190 0.06 1.72 A Shares Tradable 0
E E Xinghe Securities Investment Fund (15,799) 46,149 0.05 1.65 A Shares Tradable 0
Eoé" CITIC Securities Co.,Ltd. 40,985 44,485 0.05 1.59 A Shares Tradable 0
g % Explanation for the relationships among the above Except for Xinghua Securities Investment Fund and Xinghe Securities Investment Fund both of which belong to Huaxia Fund
% shareholders or activities in concert: Management Co.,Ltd., Sinopec Corp. is not aware of any connections among other corporate shareholders. Sinopec Corp. is

not aware of any connections or activities in concert between other holders of shares in circulation and is not aware of any
pledges, lock-ups or trust of shareholdings of holders of H Shares.

¥ The shares sold by Guo Tai Jun An Corp. were A shares previously purchased on the stock exchanges by Guo Tai Jun An Corp.

Il interim EJela @2z CHINA PETROLEUM & CHEMICAL CORPORATION



(2) Top ten shareholders with tradable shares as at 30 June 2004

decrease Percentage at the end

during the of the reporting period Number of

period shares held  shareholdings  of shares held ~ Nature of Type of or trusts

Name of shareholders (1,000 shares) (1,000 shares) 9 % Shareholders Shares held (1,000 shares)
HKSCC (Nominees) Limited 5,036,626 16,676,244 19.23 99.38  Hshares Tradable Unknown
Qingdao Port Authority 0 60,000 0.07 2.14  Ashares Tradable 0
EFUND 50 Securities Investment Fund 51,906 51,906 0.06 1.85  Ashares Tradable 0
Xinghua Securities Investment Fund 33,190 48,190 0.06 1.72  Ashares Tradable 0
Xinghe Securities Investment Fund (15,799) 46,149 0.05 1.65  Ashares Tradable 0
CITIC Securities Co.,Ltd. 40,985 44,485 0.05 1.59  Ashares Tradable 0
China Southern Principal Protected Fund 28,652 40,144 0.05 1.43  Ashares Tradable 0
China Southern Sustaining Growth Fund 36,153 39,153 0.05 1.40  Ashares Tradable 0
Harvest Service Sector Fund 39,087 39,087 0.05 140 Ashares Tradable 0
Tian Yuan Securities Investment Fund 928 37,030 0.04 1.32  Ashares Tradable 0
Explanation for the relationships among the above Except for Xinghua Securities Investment Fund and Xinghe Securities Investment Fund both of which belong to Huaxia Fund
shareholders or activities in concert: Management Co.,Ltd. and China Southern Principal Protected Fund, China Southern Sustaining Growth Fund and Tian Yuan

Securities Investment Fund which belong to China Southern Fund Management Co., Ltd., Sinopec Corp. is not aware of any
connections among other corporate shareholders. Sinopec Corp. is not aware of any connections or activities in concert
between other holders of shares in circulation and is not aware of any pledges, lock-ups or trust of shareholdings of holders
of H Shares.

(3) Information disclosed by the shareholders of H share according to the Securities and Futures Ordinance
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Approximate

percentage

Number of share of Sinopec Corp’s

Name of shareholders interests held interests

Nature or regarded as held (H share) (%)

Exxon Mobil Corporation Corporate 3,168,529,000 (L) 18.88 (L)

Exxonmobil Far East Holdings Ltd. Beneficial 3,168,529,000 (L) 18.88 (L)

Exxonmobil International Holdings Inc. Corporate 3,168,529,000 (L) 18.88 (L)

J.P. Morgan Chase & Co. Beneficial, Investment

manager, Trustee, Physically

settled derivatives 1,095,132,880 (L) 6.53 (L)

N/A 610,911,725 (P) 3.64 (P)

Morgan Stanley Corporate 932,527,786 (L) 5.56 (L)

Corporate 478,305,000 (S) 2.85 (S)

Note: (L): Long position, (S): Short position (P): Lending pool

3 CHANGES IN THE CONTROLLING SHAREHOLDERS AND THE ACTUAL BENEFICIAL OWNERS
There was no change in the controlling shareholders or the actual beneficial owners during the reporting period.

CHINA PETROLEUM & CHEMICAL CORPORATION 9
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BUSINESS REVIEW AND PROSPECTS

BUSINESS REVIEW

In the first half of 2004, the Chinese
government adopted a series of macro-
economic control measures, and achieved
good results. The national economy
maintained an upward momentum of steady
growth and GDP rose by 9.7%. Demands for
petroleum and petrochemical products
continued to grow accordingly. According to
the Company’s statistics, the apparent
domestic consumption of refined oil products
(gasoline, diesel and kerosene including jet
fuel) in the first half of this year increased by
24.6% over the same period last year whilst
the apparent consumption of petrochemical
products (in terms of ethylene) increased

by 15.59%.

In the first half of 2004, prices of
international crude oil fluctuated at a high
level. Refining margin was improved and the
chemical industries were in the rising trend of
a new cycle. The Company closely monitored
the changes in the domestic and overseas
market of crude oil and petrochemical
products, and responsively adopted effective
operation measures, actively explored the
market, optimised resources, rationalised
structures, and maximised operation volume.
As a result, the oil and gas production
increased steadily, oil refining and
petrochemical facilities operated at a high
utilisation rate, the sales of refined oil
products increased significantly and
marketing structures were further optimised.
At the same time, the Company further
enhanced its internal reform, streamlined
the assets and reinforced internal control.

As a result of the joint efforts made by

all the employees together with the
Company, the Company achieved remarkable
operating results.

According to the PRC Accounting Rules and
Regulations, the Company’s income from
principal operations was RMB 265.71billion,
up by 36.49% over the first half of 2003. The
Company’s net profit was RMB 15.04 billion,
up by 54.0% over the first half of 2003.
Based on the number of shares outstanding
at the end of the reporting period, earnings
per share were RMB 0.17. According to the
International Financial Reporting Standards,
turnover and other operating revenues
amounted to RMB 275.44 billion, up by
34.19%, over the first half of 2003. Profit
attributable to shareholders was RMB 16.15
billion, up by 50.6% over the first half of
2003. Based on the number of shares
outstanding at the end of the reporting
period, earnings per share were RMB 0.19.

The Board of Directors has decided to
distribute an interim dividend of RMB 0.04
per share for the first half of 2004, which is
equivalent to RMB 4.00 per ADS.

USD/barrel

1 PRODUCTION AND OPERATION

(1) Exploration and Production Segment

In the first half of 2004, the average
international crude oil price increased
significantly compared with the same
period last year. The Platt’s global Brent
spot price averaged USD 33.65 per barrel,
up by 16.99% over the first half of 2003.
Domestic prices of crude oil generally
followed the trend in the international
market. However, as there is a one-month
time lag of domestic crude oil prices
behind the international crude oil prices
and the increase in international
benchmarked prices for the Company’s
self-produced oil was not significant, the
average crude price realised by the
Company during the first half of 2004
was USD 29.62 per barrel, up by 2.5%
over the same period last year.
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In the first half of 2004, the Company
achieved good results in exploration,
development and production of crude oil
and natural gas.

In exploration, the Company optimised
exploration plan and profile of oil and gas
reserves by taking the zone exploration as
the main objective and the discovery of
qualified proven reserves as the primary
goal. New blocks in Tahe oilfield and deep
layers in Jiyang trough demonstrated
good indications of oil and gas reserves,
and sound results were achieved in
exploration in mature fields in eastern

China. Important progress was achieved in
the natural gas exploration blocks such as
in northeastern Sichuan. Exploration wells
in 6 key blocks in Ordos, Shengli,
Zhongyuan, etc. obtained commercial oil
and gas flow. In addition, oil and gas were
discovered in a number of major
exploration wells in the new blocks in
western China. In the first half of 2004,
the newly added proved geological
reserves of crude oil amounted to
approximately 133 million tonnes, whilst
the newly added geological reserves of
natural gas was approximately 62.3 billion
cubic meters.

Summary of Operations of Exploration and Production Segment

In development, the Company aimed to
optimise its development plans and
improve the quality of production capacity
build-up. In the first half of 2004, newly
developed production capacity of crude
oil and natural gas reached 2.29 million
tonnes per year and 415 million cubic
meters per year, respectively.

In production, the Company seized the
opportunity of high crude oil prices and
carefully arranged oil and gas production.
The Company exercised comprehensive
management over its existing oilfields and
consolidated its foundation for stable
output, and the production of oil and gas
increased steadily.

Six-month periods

ended 30 June Changes

2003 )

Crude oil production (million barrels) 135.85 133.72 1.59
Natural gas production (billion cubic feet) 100.06 90.71 10.31
Newly added proved oil reserves (million barrels) 124.40 115.80 7.43
Newly added proved gas reserves (billion cubic feet) 872.74 276.80 215.30
Proved oil reserves at the end of the reporting period (million barrels) 3,245.73 3,302.00 (1.70)
Proved gas reserves at the end of the reporting period (billion cubic feet) 3,660.30 3,515.00 4.13

Note: 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.

CHINA PETROLEUM & CHEMICAL CORPORATION 11
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BUSINESS REVIEW AND PROSPECTS (CONTINUED)

(2) Refining Segment increasing the processing volume of production of diesel and high value-added
In the first half of 2004, in response to crude oil. In addition, the Company products and improved profitability.
the significant growth of demand in the optimised the allocation of crude oil Furthermore, the Company enhanced its
domestic market, the Company made resources, further increased the management over the operation of
careful arrangement so as to ensure a processing volume of sour crude, production facilities, and further improved
safe, stable, sustained, optimal and full optimised logistics and reduced major economic and technical indicators
load operation of its facilities. The production costs. The Company also for oil refining, such as light product yield
Company also made serious effects in optimised product mix, increased and refining yield.

Summary of Operations of Refining Segment

Six-month periods

ended 30 June Changes
2004 2003 (%)
Crude processing volume (million tonnes) 64.98 54.70 18.79
Of which: Sour crude processing volume (million tonnes) 13.39 10.64 25.85
Refinery utilisation (%) 91.57 83.30 8.27 percentage
points
Gasoline, diesel oil and kerosene (including jet fuel) production (million tonnes) 39.17 32.59 20.19
Of which: Gasoline (million tonnes) 11.42 10.25 11.41
Diesel oil (million tonnes) 24.72 19.89 24.28
Kerosene (including jet fuel) (million tonnes) 3.03 2.45 23.67
Chemical feedstock (million tonnes) 8.92 8.23 8.38
Light product yield (%) 74.06 73.97 0.09 percentage
point
Refining yield (%) 93.10 93.07 0.03 percentage
point

Notes:

1. The data of the first half of 2003 and the first half of 2004 in this table includes that of Xi’an Petrochemical and Tahe Petrochemical

2. Crude processing volume is converted at 1 tonne = 7.35 barrels.
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(3) Marketing and Distribution Segment

In the first half of 2004, the Company
closely monitored the changes of the
market, optimised logistics and marketing
structure. Sales volume of refined oil
products increased significantly together
with a steady expansion of market share.
The Company actively expanded and
optimised the marketing network of
refined oil products, and rationalised
network layout and product logistics.

In the first half of 2004, the Company’s
total domestic sales volume of refined oil
products was up by 29.09% over the same
period last year, and the volumes of retail
and direct sales were up by 40.89% and

38.15%, respectively, over the same
period last year. Retail and direct sales
volume, as a percentage of the
Company'’s total domestic sales volume of
refined oil products increased to 76.2%,
from 70.2% in the same period last year.
In order to meet the domestic demand for
refined oil products and to maintain a
balance in product mix, the Company
reduced the export volume of its refined
oil products. In the first half of 2004,
total export volume of refined oil products
was 1.85 million tonnes, representing a
decrease of 43.5%, from the first half

of 2003.

Summary of Operations of Marketing and Distribution Segment

Six-month periods

(4) Chemicals Segment

In the first half of 2004, the global
chemicals sector was in a new round of
an upturn cycle. Prices of chemical
products increased significantly, and
demand in the domestic chemical market
continued to grow. The Company’s average
price of synthetic resin, synthetic rubber,
synthetic fiber, and monomers and
polymers for synthetic fiber increased by
27.7%, 15.9%, 16.2% and 21.3%
respectively over the first half of 2003.
The Company seized the favorable
opportunities and maintained operation
of its chemical facilities at full load. As a
result, production of major chemical
products increased significantly, among
which, production of synthetic resin,
synthetic fiber, and synthetic rubber were
up by 10.95%, 7.19%, and 13.79%
respectively over the first half of 2003. In
addition, the chemical product mix was
improved and the portion of high value-
added products such as performance
compound of synthetic resin and
differential fiber was further increased.
The marketing model of the newly
established Acrylic Fibre Sales Company
achieved good results.

ended 30 June Changes
2004 2003 (%)
Total domestic sales of refined oil products
(million tonnes) 45.49 35.24 29.09
Of which: Retail volume (million tonnes) 25.12 17.83 40.89
Direct sales volume (million tonnes) 9.56 6.92 38.15
Wholesale volume (million tonnes) 10.81 10.49 3.05
Average annual throughput per petrol station
(tonne/station) 1,986 1,612 23.20
Total number of petrol stations 30,682 29,425 4.27
Of which: Number of self-operated
petrol stations 25,306 24,128 4.88
Number of franchised petrol stations 5,376 5,297 1.49

In March 2004, Sinopec won the exclusive entitlement of Sinopec Formula 1 Grand Prix
China, which is another initiative of the Company’s international branding strategy. The
Company will make the best use of the cooperation with Formula 1 to promote the overall
value of Sinopec’s branding.
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BUSINESS REVIEW AND PROSPECTS (CONTINUED)

Production of Major Petrochemical Products

Unit: thousand tonnes

Six-month periods

ended 30 June Changes

2004 2003 (%)

Ethylene 1,863 1,724 8.06
Synthetic resin 2,806 2,529 10.95
Of which: Performance compound resins 1,478 1,246 18.62
Synthetic fiber 641 598 7.19
Of which: Differential fiber 289 241 19.92
Synthetic fiber monomers and polymers 2,443 2,133 14.53
Synthetic rubber 297 261 13.79
Urea 1,322 1,154 14.56

Note: The production of chemical products in the first half of 2003 and the first half of 2004

includes that of Maoming Ethylene.

COST-REDUCTION

In the first half of 2004, the Company
adopted a series of measures to reduce
costs: optimising the allocation of
resources and logistics to reduce
transportation costs, increasing the
processing volume of sour crude to
reduce procurement costs of crude oil,
and further optimising the operation of
facilities to cut down material and energy
consumption. In the first half of 2004, the
Company reduced its costs by a total of
RMB 1.43 billion. The breakdown is as
follows: RMB 250 million from the
Exploration and Production Segment,
RMB 380 million from the Refining
Segment, RMB 400 million from the
Marketing and Distribution Segment and
RMB 400 million from the Chemicals
Segment. In addition, the Company
further carried out measures aiming at
improving efficiencies through staff
reduction during the first half of this year,
and a total of 8,000 employees were
voluntarily terminated.

CAPITAL EXPENDITURE

In the first half of 2004, the Company’s
total capital expenditure was RMB 25.82
billion. The capital expenditure in the
Exploration and Production Segment
totaled RMB 10.07 billion. The layout of
the addition of oil and gas reserves and
production and the profile of oil and gas
has been adjusted, and the sequence
structure of the three class reserves of

14 EJela @2z CHINA PETROLEUM & CHEMICAL CORPORATION

crude oil and gas was improved. The
newly added production capacity of crude
oil was 2.29 million tonnes per year, while
the newly added production capacity of
natural gas reached 415 million cubic
meters per year. The capital expenditure in
the Refining Segment was RMB 4.10
billion. A number of major projects were
ahead of schedule: Ningbo-Shanghai-
Nanjing crude oil pipeline and Tianjin-
Yanshan crude oil pipeline were put into
operation, revamping projects in Gaogiao
Petrochemical, Jinling Petrochemical,
Yangzi Petrochemical, Xi’an Petrochemical
and Tahe Petrochemical proceeded
smoothly. The capital expenditure for the
Chemicals Segment was RMB 2.94 billion,
the second round of ethylene facility
revamping project in Qilu Petrochemical
will be commissioned in the second half
of this year. The capital expenditure for
the Marketing and Distribution Segment
was RMB 8.61 billion, the construction of
refined oil product pipeline in southwest
China is progressing smoothly, the
construction and acquisition of petrol
stations in key areas achieved remarkable
results, which consolidated the Company’s
marketing and distribution network. The
capital expenditure for Corporate and
Others amounted to RMB 94 million.

In addition, the joint venture projects such
as Shanghai Secco proceeded smoothly
and the total capital expenditure incurred
by the Company for these joint ventures
was RMB 3.37 billion.



BUSINESS PROSPECTS

Looking into the second half of 2004 for the
international market, the global economy
continues to maintain a good momentum of
recovery. Asia will maintain its position as
the most robust economy in the world, and

its economy will keep growing at a high rate.

The Company expects that global demand
for crude oil will continue to grow in the
second half of this year, with crude oil
prices fluctuating at a relatively high level.
Refining business will remain in a good
shape and chemical industries will remain

in a new round of upturn cycle. In the
domestic market, as the Chinese government
takes measures to adjust and optimise
economic structure, the national economy will
continue to grow rapidly driving the growth
of the demand for petroleum and
petrochemical products.

At the same time, according to the
undertakings made by the Chinese
government for entering the World Trade
Organization, the retail market of refined oil
products will open to foreign players by the
end of this year, and the domestic
competition in the marketing of refined oil
products may be more severe.

By following the changes in the market, the
Company will take a proactive approach, in
production and management and minimize
operational risks. In addition, the Company
will capture the opportunities in the market
and invest in and expedite the construction of
major projects. Additionally, the Company will
deepen reform, reinforce internal
management, expand resources and market,
improve efficiencies through staff reduction
and ensure sustainable and effective growth.

In Exploration and Production Segment, the
Company intends to implement its resources
strategy to accelerate the exploration and
development, to seek for the addition of oil
reserves in mature blocks in eastern China,
breakthrough in new exploration blocks in
western China and discoveries in marine
phase blocks in southern China, as well as to
speed up the construction of oil and gas
production capacity through developing
newly found reserve in the existing mature

blocks and building auxilary facilities for
production capacity in the new blocks while
reinforcing the production and operation
management to reduce the production costs
of oil and gas. In the second half of 2004, the
Company plans to produce 138.2 million
barrels of crude oil and 104.9 billion cubic
feet of natural gas.

In Refining Segment, the Company will closely
monitor the changes of international oil
market, continue to optimise allocation of
crude oil resources, increase the processing
volume of sour crude to reduce the
purchasing costs of crude oil. The Company
intends to fully leverage the Ningbo-Shanghai-
Nanjing crude oil pipeline, optimise the
allocation of crude oil to reduce
transportation costs. The Company will timely
adjust product mix in accordance with the
market demand, reinforce operation
management and ensure safe, stable,
sustainable, optimal and full-load operations.
In addition, the Company will proactively
implement reform of marketing system of
refined oil products other than gasoline, diesel
and jet fuel. The Company plans to process
67.46 million tonnes of crude oil in the
second half of this year.

In Marketing and Distribution Segment, the
Company intends to enhance the distribution
network of refined oil products by
accelerating the construction of refined oil
product pipeline, optimising and adjusting
the layout of oil depots, as well as expanding
the retail network. Following the principle of
achieving regional and professional
management and flattening of the
management hierarchy, the Company intends
to further carry out reform of its marketing
system of refined oil products. The Company
will further improve service quality and its
corporate image. In the second half of 2004,
the Company will target its total domestic
sales volume of refined oil products at 45.5
million tonnes, including a retail volume of
25.37 million tonnes and a direct sales
volume of 9.5 million tonnes.

In Chemicals Segment, the Company will
focus on the full load operation of major
chemical facilities and revamping of some

CHINA PETROLEUM & CHEMICAL CORPORATION

facilities as well as optimisation of feedstock
and resources allocation to reduce the
material and energy consumption and
increase product yield. The Company will
rationalise its product mix and increase the
output of high value-added products. The
Company will continue to carry out the reform
of marketing system of chemical products.
The Company plans to produce 1.7 million
tonnes of ethylene in the second half of
this year.

In respect of capital expenditure, the original
planned capital expenditure for 2004 was
RMB 50.2 billion. According to the current
market supply-demand situation and the
projected market analysis in the future, the
Company decided to seize the opportunities,
increase investment and accelerate the
construction progress of key projects. The
Company intends to increase the capital
expenditure by RMB 6.12 billion to RMB
56.32 billion. The breakdown of increases by
segments is as follows: the expenditure for
Exploration and Production Segment is RMB
1.24 billion, Refining Segment RMB 1.68
billion, Chemicals Segment RMB 1.15 billion,
Marketing and Distribution Segment RMB
1.95 billion. The expenditure will be mainly
used for the construction of natural gas and
crude oil pipelines and the speeding up of the
refining renovation in Guangzhou
Petrochemical, Yanshan Petrochemical,
Shanghai Petrochemical, chemical renovation
of PTA in Yangzi Petrochemical, polyester
project in Yizheng Chemical Fiber, and the
construction and acquisition of petrol
stations, etc.

In the second half of 2004, by following the
operating guidelines featuring “reform,
rationalisation, innovation and development”,
the Company will actively adopt flexible
operating tactics, realise the production and
operation objectives for 2004, and continue to
maintain sound operation results.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

THE FOLLOWING DISCUSSION AND ANALYSIS SHOULD BE READ IN CONJUNCTION WITH THE
COMPANY’S AUDITED FINANCIAL STATEMENTS AND THE ACCOMPANYING NOTES. THE
FINANCIAL INFORMATION PRESENTED IN THIS SECTION ARE DERIVED FROM THE COMPANY’S
AUDITED FINANCIAL STATEMENTS THAT HAVE BEEN PREPARED IN ACCORDANCE WITH IFRS.
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1 CONSOLIDATED RESULTS OF 47.2%, respectively, over those in the and market, increased processing
OPERATIONS first half of 2003. These changes are volume of crude oil and production of
In the first half of 2004, the Company’s mainly attributable to the fact that the ethylene, reinforced management,
turnover and other operating revenues Company timely took the apportunities deepened corporate reforms,
were RMB 275.4 billion and operating of the rapid growth of domestic GDP rationalised asset portfolio, and realised
profit was RMB 27.3 billion, respectively, and high prices of petrochemical satisfactory results.
representing an increase of 34.1% and products, further expanded resources

The following table lists the major items in the consolidated income statement of the Company for the indicated periods:

Six-month periods
ended 30 June

2004 2003 Changes

RMB millions (%)

Turnover and other operating revenues 275,442 205,335 34.1
Of which: Turnover 265,709 197,614 34.5
Other operating revenues 9,733 7,721 26.1

Operating expenses (248,103) (186,766) 32.8
Of which: Purchased crude oil, products, and operating supplies and expenses  (197,123) (144,365) 36.5
Selling, general and administrative expenses (14,212) (11,428) 24.4
Depreciation, depletion and amortization (14,773) (12,947) 14.1

Exploration expenses (including dry holes) (2,475) (2,784) (11.1)

Personnel expenses (8,346) (8,338) 0.1

Employee reduction expenses (412) — N/A

Taxes other than income tax (7,776) (6,190) 25.6

Other operating expenses, net (2,986) (714) 318.2

Operating profit 27,339 18,569 47.2
Net finance costs (1,803) (2,074) (13.1)
Investment income and share of profits less losses from associates 481 270 78.1
Profit from ordinary activities before taxation 26,017 16,765 55.2
Taxation (7,713) (5,264) 46.5
Profit from ordinary activities after taxation 18,304 11,501 59.2
Minority interests (2,153) (774) 178.2
Profit attributable to shareholders 16,151 10,727 50.6
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(1) Turnover and other operating
revenues
In the first half of 2004, the
Company’s turnover and other
operating revenues were RMB 275.4
billion. Of which, turnover was RMB
265.7 billion, up by 34.5% over the

first half of 2003. This was mainly
due to the fact that in the first half
of 2004, prices of crude oil,
petroleum products and chemical
products all increased in the global
market, and the Company seized the
market opportunity to increase its
refining throughput and sales volume
of its refined products. As a result,
the Company’s sales volume of major
petrochemical products increased
significantly. The Company’s other
operating revenues was RMB 9.7
billion, up by 26.1% over the first
half of 2003. This was mainly due to
the increase of sales revenue from its
sale of raw and auxiliary materials
and other products and services to
China Petrochemical Corporation and
its subsidiaries (excluding the
Company) (“Sinopec Group”) and to

third parties.

Most of crude oil and a small portion
of natural gas produced by the
Company were internally used for its

refining and chemical production.
The remaining was sold to the
refineries owned by Sinopec Group
and other customers. In the first half
of 2004, external sales revenues of
crude oil and natural gas amounted
to RMB 7.4 billion, up by 4.1% over
the first half of 2003, accounting for
2.7% of the Company’s turnover and
other operating revenues.

The Company’s Refining Segment
and Marketing and Distribution
Segment sell petroleum products
(mainly consisting of refined oil
products and other refined petroleum
products) to third parties. In the first
half of 2004, the aggregate external
sales revenues of petroleum
products by these two segments were
RMB 188.5 billion, up by 38.1% over
the first half of 2003 and accounting
for 68.4% of the Company’s turnover
and other operating revenues. The
sales revenues of gasoline and diesel
increased by 39.0% from that in the
first half of 2003 to RMB 136.1
billion, accounting for 72.2% of the
total sales revenues of petroleum
products.

In the first half of 2004, the
Company'’s external sales revenues of

chemical products were RMB 50.9
billion, up by 33.6% over the first
half of 2003, accounting for 18.49%,
of its turnover and other operating

revenues.

(2) Operating expenses

In the first half of 2004, the
Company’s operating expenses were
RMB 248.1 billion, up by 32.8% over
the first half of 2003. The operating
expenses mainly consisted of the
following:

Purchased crude oil, products, and
operating supplies and expenses

The Company’s purchase of crude
oil, products and operating supplies
and expenses were RMB 197.1
billion, up by 36.5% over the first
half of 2003, accounting for 79.5%
of the operating expenses, of which:

Purchase of crude oil was RMB
102.8 billion, up by 35.1% over
the first half of 2003, accounting
for 41.59% of the total operating
expenses.

The following table lists the Company’s principal external sales volume and average realised prices, and changes between the first half

of 2004 and the first half of 2003:

Sales Volume Average Realised Prices

(thousand tonnes)
Six-month periods

(RMB/tonne, RMB/thousand cubic meters)
Six-month periods

ended 30 June Changes ended 30 June Changes

2004 2003 CA) 2004 2003 CA)

Crude oil 3,019 3,304 (8.6) 1,679 1,559 7.7
Natural gas (million cubic meters) 1,767 1,617 9.3 601 596 0.8
Gasoline 13,266 10,779 23.1 3,580 3,318 7.9
Diesel 29,096 22,025 32.1 3,044 2,823 7.8
Kerosene 2,633 2,118 24.3 2,710 2,495 8.6
Synthetic fiber monomer and polymer 1,203 1,038 15.9 7,489 6,172 21.3
Synthetic resin 2,376 2,238 6.2 7,360 5,764 27.7
Synthetic fiber 679 629 7.9 10,728 9,231 16.2
Synthetic rubber 299 261 14.6 9,301 8,024 15.9
Chemical fertilizer 1,287 1,040 23.8 1,327 1,185 12.0
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To meet the increasing demands
resulting from the rapid growth of
the Chinese economy, the Company
increased its refining throughput. In
the first half of 2004, the Company’s
refining throughput was 63.26
million tonnes (excluding amounts
processed for third parties),
representing an increase of 15.67%,
compared with that in the first half
of 2003. The Company’s average
cost for crude oil was RMB 2,098 per
tonne, representing an increase of
10.8% compared with that in the
first half of 2003.

In the first half of 2004, the
Company'’s other purchasing
expenses were RMB 94.3 billion, up
by 38.1% over the first half of 2003,
accounting for 38.0% of the total
operating expenses. This increase
was mainly due to the increased
costs of outsourced refined oil
products and chemical feedstock.

Selling, general and administrative
expenses

In the first half of 2004, the
Company'’s selling, general and
administrative expenses were RMB
14.2 billion, up by 24.49%, over the
first half of 2003. This increase was
mainly due to:

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

e Sales expenses, such as the costs
of transportation, and other service
charges etc. increased by RMB 1.2
billion, as a result of the increase in
the sales volume of refined oil
products and the increased
proportion of retail and direct sales
in total sales volume of refined oil
products.

e Expenses in maintenance increased
by RMB 400 million.

o Operating lease rentals increased
by (inclusive land lease expenses)
RMB 400 million.

e Expenses in advertising increased
by RMB 300 million.

e Expenses in research and
development increased by RMB 200
million.

Depreciation, depletion and
amortization

In the first half of 2004, the
Company’s depreciation, depletion
and amortization were RMB 14.8
billion, up by 14.1% over the first
half of 2003. The increase was
mainly due to the addition of
property, plant and equipment as a
result of capital expenditure.

Exploration expenses

In the first half of 2004, the
Company’s exploration expenses
were RMB 2.5 billion, representing a
decrease of 11.19% compared with
that in the first half of 2003.

Personnel expenses

In the first half of 2004, the
Company’s personnel expenses were
RMB 8.3 billion, which was flat with
that in the first half of 2003.

Employee reduction expenses

The Company incurred approximately
RMB 412 million of staff reduction
expenses for approximately 8,000
employees who voluntarily left the
Company in the first half of 2004.

Taxes other than income tax

In the first half of 2004, the
Company'’s taxes other than income
tax were RMB 7.8 billion, up by
25.6% over the first half of 2003.
The increase was mainly attributable
to the increase of consumption tax
and surcharges as a result of the
increase in sales volume of gasoline
and diesel of the Company.



Other operating expenses, net

In the first half of 2004, the
Company’s other operating expenses
(net) were RMB 3.0 billion, up by
RMB 2.3 billion over the first half of
2003. The increase was mainly due
to the fact that in order to allocate its
internal resources more efficiently,
the Company adjusted the
production and operation plans for
certain less efficient facilities in
Chemicals and Marketing and
Distribution segments, and
accordingly made a provision for
impairment of long-lived assets of
RMB 2.3 billion representing the
difference between the expected
recoverable value and the net book
value of these assets, up by RMB 2.1
billion over the first half of 2003.

(3) Operating profit

In the first half of 2004, the
Company'’s operating profit was RMB
27.3 billion, up by 47.2% over the
first half of 2003.

(4) Net finance costs

In the first half of 2004, the
Company'’s net finance costs were
RMB 1.8 billion, down by 13.19%,
compared with that in the first half
of 2003.

(5) Profit from ordinary activities before
taxation
In the first half of 2004, the
Company'’s profit from ordinary
activities before taxation was RMB
26.0 billion, up by 55.2% over the
first half of 2003.

(6) Taxation
In the first half of 2004, the
Company’s income tax was RMB 7.7
billion, up by 46.5% over the first
half of 2003.

(7) Minority interests
In the first half of 2004, the
Company’s minority interests were
RMB 2.2 billion, up by 178.2% over
the first half of 2003, mainly due to
the significant increase in the profits
from the Company’s subsidiaries.

(8) Profit attributable to shareholders
In the first half of 2004, the
Company'’s profit attributable to
shareholders was RMB 16.2 billion,
up by 50.6% over the first half
of 2003.
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2 DISCUSSION ON RESULTS OF

SEGMENT OPERATIONS

The Company divides its operations into
four business segments (Exploration and
Production Segment, Refining Segment,
Marketing and Distribution Segment and
Chemicals Segment) and Corporate and
Others. Unless otherwise specified, the

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

have not eliminated inter-segment
transactions. In addition, the operating
revenue data of each segment include
other operating revenues of the
segment.

The following table shows the operating
revenues by each segment, the

segment sales as a percentage of
operating revenues before elimination of
inter-segment sales, and the contribution
of external sales as a percentage of
consolidated operating revenues (i.e.
after elimination of inter-segment sales)
for the periods indicated.

financial data discussed in the section contribution of external sales and inter-

As a percentage of As a percentage of
consolidated operating consolidated operating

revenues before elimination
of inter-segment sales
Six-month periods
ended 30 June

revenues after elimination
of inter-segment sales
Six-month periods
ended 30 June

Operating revenues

Six-month periods
ended 30 June

2004 2003
RMB millions
Exploration and Production Segment
External sales* 10,920 10,035 2.4 2.8 4.0 4.9
Inter-segment sales 26,316 24,980 5.8 7.1
Operating revenues 37,236 35,015 8.2 9.9
Refining Segment
External sales* 34,353 28,320 7.6 8.0 12.5 13.8
Inter-segment sales 126,904 102,765 28.1 29.2
Operating revenues 161,257 131,085 35.7 37.2
Marketing and Distribution Segment
External sales* 156,901 110,433 34.8 31.4 57.0 53.8
Inter-segment sales 1,334 1,630 0.3 0.5
Operating revenues 158,235 112,063 35.1 31.9
Chemicals Segment
External sales* 53,591 40,146 11.9 11.4 19.4 19.5
Inter-segment sales 4,794 3,923 1.1 1.1
Operating revenues 58,385 44,069 13.0 12.5
Corporate and others segment
External sales* 19,677 16,401 4.4 4.7 7.1 8.0
Inter-segment sales 16,246 13,419 3.6 3.8
Operating revenues 35,923 29,820 8.0 8.5
Operating revenues before
elimination of inter-segment sales 451,036 352,052 100.0 100.0
Elimination of inter-segment sales (175,594) (146,717)
Consolidated operating revenues 275,442 205,335 100.0 100.0

* including other operating revenues.
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The following table shows the operating revenues, operating expenses and operating profit
by each segment before elimination of the inter-segment transactions for the periods
indicated, and the percentage change from the first half of 2003 to the first half of 2004:

Six-month periods
ended 30 June

2004

Exploration and Production Segment

2003

Changes
(%)

RMB millions

Operating revenue 37,236 35,015 6.3

Operating expenses 26,716 24,717 8.1

Operating profit 10,520 10,298 2.2
Refining Segment

Operating revenue 161,257 131,085 23.0

Operating expenses 157,006 128,441 22.2

Operating profit 4,251 2,644 60.8
Marketing and Distribution Segment

Operating revenue 158,235 112,063 41.2

Operating expenses 149,666 106,602 40.4

Operating profit 8,569 5,461 56.9
Chemicals Segment

Operating revenue 58,385 44,069 32.5

Operating expenses 53,461 43,211 23.7

Operating profit 4,924 858 473.9
Corporate and others segment

Operating revenue 35,923 29,820 20.5

Operating expenses 36,848 30,512 20.8

Operating profit (925) (692) 33.7

(1) Exploration and Production Segment
Most of the crude oil and a small
portion of the natural gas produced by
the Exploration and Production Segment
were used for the Company’s refining
and chemical operations. Most of the
natural gas and a small portion of crude
oil produced by the Company were sold
to refineries owned by Sinopec Group
and third party customers.

In the first half of 2004, the operating
revenues of this segment were RMB 37.2
billion, up by 6.3% over the first half of
2003, which was mainly due to the
increase of sales volume and the
realised price of crude oil over that in
the first half of 2003.

In the first half of 2004, this segment
sold 17.96 million tonnes of crude oil,
up by 1.5% over the first half of 2003.
1.814 billion cubic meters of natural gas
were sold, up by 10.2% over the first
half of 2003. The average realised price
of crude oil increased by 2.5% over the
first half of 2003 to RMB 1,742 per
tonne (approximately USD 29.6/barrel);
the average realised price of natural gas
increased by 1.0% over the first half of
2003 to RMB 607 per thousand cubic
meters.

In the first half of 2004, the operating
expenses of this segment were RMB
26.7 billion, up by 8.1% over the first
half of 2003. This was mainly due to the
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increase of the oil and gas properties
caused by the capital expenditure
incurred in this segment. In the first half
of 2004, the depreciation, depletion and
amortization of the segment increased
by approximately RMB 1 billion over the
first half of 2003; other operating
expenses increased by RMB 600 million
over the first half of 2003; and the
expenditure on land lease rentals and
research and development increased by
approximately RMB 200 million over the
first half of 2003.

In the first half of 2004, the Company’s
lifting cost for crude oil and natural gas
was USD 6.28 per barrel, a slight
increase from USD 6.26 per barrel
recorded in the first half of 2003.

In the first half of 2004, operating profit
for the Exploration and Production
Segment was RMB 10.5 billion, up by
2.2% over the first half of 2003.

(2) Refining Segment

The business activities of the Refining
Segment consist of purchasing crude oil
from the Company’s Exploration and
Production Segment and from third
parties, processing crude oil into refined
oil products, selling gasoline, diesel and
kerosene to the Company’s Marketing
and Distribution Segment, selling other
refined oil products externally to
domestic and overseas customers by the
Refining Segment.

In the first half of 2004, operating
revenues of the Refining Segment were
RMB 161.3 billion, up by 23.0% over the
first half of 2003, mainly because of
increased sales volume of products and
increase in the realised prices.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

The following table shows the sales volumes, average realised prices and the percentage change of various kinds of refined petroleum
products of the segment between the first half of 2003 and the first half of 2004:
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Sales Volume (thousand tonnes)
Six-month periods

Average realised prices (RMB/tonne)
Six-month periods

ended 30 June Change ended 30 June Changes

2004 2003 (%) 2004 2003 (%)

Gasoline 10,167 9,896 2.7 2,771 2,635 5.2
Diesel 24,210 19,550 23.8 2,711 2,455 10.4
Chemical feedstock 11,580 10,847 6.8 2,439 2,317 5.3
Other refined petroleum products 15,520 13,793 12.5 2,373 2,164 9.7

In the first half of 2004, the sales
revenues of gasoline realised by the
segment were RMB 28.2 billion, up by
8.19% over the first half of 2003 and
accounting for 17.59% of this segment’s
operating revenues.

In the first half of 2004, the sales
revenue of diesel realised by the
segment were RMB 65.6 billion,
representing an increase of 36.8 %
over the first half of 2003 and
accounting for 40.6% of this segment’s
operating revenues.

In the first half of 2004, the sales
revenues of chemical feedstock realised
by the segment were RMB 28.2 billion,
representing an increase of 12.4 %
over the first half of 2003, and
accounting for 17.5% of this segment’s
operating revenues.

In the first half of 2004, the sales
revenues of refined petroleum products
other than gasoline, diesel and chemical
feedstock were RMB 36.9 billion,
representing an increase of 23.49,
compared with that in the first half of
2003, and accounting for 22.8% of this
segment’s operating revenues.

In the first half of 2004, the segment’s
operating expenses were RMB 157
billion, up by 22.29% over the first half of
2003, principally due to the increase of
processing volume of crude oil and the
high price of crude oil.

In the first half of 2004, the average
cost of crude oil was RMB 2,036 per
tonne, representing an increase by 9.0%
compared with that in the first half of
2003. Refining throughput was 63.26
million tonnes (excluding amounts
processed for third parties),
representing an increase of 15.67%
compared with that in the first half of
2003. In the first half of 2004, the total
crude oil costs were RMB 128.8 billion,
accounting for 82.0% of the segment’s
operating expenses, representing an
increase of 26.0% compared with that in
the first half of 2003.

In the first half of 2004, refining margin
was USD 4.07 per barrel (defined as the
sales revenues less the crude oil costs
and refining feedstock costs and taxes
other than income tax; divided by the
throughput of crude oil and refining
feedstock), up by USD 0.11 per barrel
compared with USD 3.96 per barrel in
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the first half of 2003, representing an
increase of 2.8%.

In the first half of 2004, the unit refining
cash operating cost (defined as
operating expenses less the purchasing
costs of crude oil and refining feedstock,
depreciation and amortization, taxes
other than income tax, other operating
expenses; and divided by the throughput
of crude oil and refining feedstock) was
USD 1.98 per barrel, down by USD 0.04
per barrel compared with USD 2.02 per
barrel in the first half of 2003,
representing a decrease of 2.0%.

In the first half of 2004, operating profit
of the Refining Segment was RMB 4.3
billion, representing an increase of
60.8% compared with that in the first
half of 2003.



(3) Marketing and Distribution Segment
The business of Marketing and
Distribution Segment includes
purchasing refined products from the
Refining Segment and third parities,
conducting wholesale and direct sale to
domestic users, and retailing,
distributing refined products through the
segment’s retail and distribution
network, as well as providing services
related to refined product sales. In the

first half of 2004, the operating
revenues of this segment was RMB
158.2 billion, up by 41.2% over the first
half of 2003, mainly due to the increase
of sales volume and prices of refined
products and the rationalization of
marketing structure.

In the first half of 2004, the sales of
gasoline and diesel were RMB 137.2
billion, which accounted for 86.7% of
the operating revenues of this segment.

The following table shows the sales
volumes, average realised prices, and
respective percentages of changes of the
four product categories in the first half
of 2003 and 2004, including detailed
information of different sales channels
for gasoline and diesel.
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Average Realised Prices (RMB/tonne)
Six-month periods

Sales Volumes (thousand tonnes)
Six-month periods

ended 30 June Changes ended 30 June Changes

2004 2003 (%) 2004 2003 (%)

Gasoline 13,356 10,875 22.8 3,577 3,314 7.9
Of which: Retail 8,783 6,581 335 3,733 3,493 6.9
Direct sales 1,454 709 105.2 3,347 3,143 6.5

Wholesale 3,119 3,585 (13.0) 3,245 3,021 7.4

Diesel 29,428 22,368 31.6 3,039 2,817 7.9
Of which: Retail 13,999 8,861 58.0 3,164 3,001 5.4
Direct sales 7,541 3,595 109.8 3,045 2,774 9.8

Wholesale 7,888 9,912 (20.4) 2,811 2,667 5.4

Kerosene including jet fuel 2,597 2,084 24.6 2,706 2,495 8.5
Fuel oil 4,973 2,268 119.3 1,715 1,673 2.5

In the first half of 2004, this segment’s
operating expenses were RMB 149.7
billion, up by 40.4% compared with that
in the first half of 2003, mainly due to
the increase of procurement costs, of
which purchasing costs of gasoline and
diesel were RMB 118.1 billion,
constituting 78.9% of the segment’s
operating expenses, up by 37.0% over
that in the first half of 2003. In the first
half of 2004, average purchased prices
of gasoline and diesel went up by 0.8%
and 9.6%, respectively, compared with
that in the first half of 2003, to RMB

2,806 per tonne and RMB 2,741 per
tonne, respectively. The purchasing
volume of gasoline and diesel went up
by 22.8% and 31.6%, respectively,
compared with that in the first half of
2003, to 13.36 million tonnes and 29.43
million tonnes, respectively.

In the first half of 2004, the segment’s
cash operating cost per tonne of
petroleum products (defined as the
operating expenses less the purchasing
costs, taxes other than income tax,
depreciation and amortization, and
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divided by the sales volume) was RMB
153.4 per tonne, down by 6.0%
compared with that in the first half of
2003. This decrease was primarily
attributable to diluted expenses caused
by increased total sales volume and
decreased expenses as a result of
flattened management hierarchy.

In the first half of 2004, the Marketing
and Distribution Segment’s operating
profit was RMB 8.6 billion, up by 56.9%
over the first half of 2003.
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(4) Chemicals Segment

The business activities of the Chemicals
Segment include purchasing chemical
feedstock from the Refining Segment
and third parties, producing, marketing
and distribution of petrochemical
products.

In the first half of 2004, operating
revenues of the Chemicals Segment
were RMB 58.4 billion, up by 32.5% over

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

the first half of 2003, mainly because of
increased sales volume of major
chemical products and an increase in
realised prices.

The sales revenue from the Company’s
six categories of chemical products (i.e.
basic organic chemicals, synthetic resin,
synthetic rubber, synthetic fiber,
synthetic fiber monomer and polymer
and chemical fertilizer) totaled RMB

51.8 billion, accounting for 88.7% of the
operating revenues of this segment, up
by 34.3% over the first half of 2003.

The following table lists the sales
volumes, average realised price and
rates of change of each of these six
categories of chemical products of
this segment in the first half of 2003
and 2004.

Sales Volumes (thousand tonnes)
Six-month periods

Average Realised Prices (RMB/tonne)
Six-month periods

ended 30 June Changes ended 30 June Changes

2004 2003 ) 2004 2003 (%)

Basic organic chemicals 3,905 3,459 12.9 3,458 2,930 18.0
Synthetic resin 2,377 2,238 6.2 7,360 5,764 27.7
Synthetic rubber 299 261 14.6 9,301 8,024 15.9
Synthetic fiber 679 629 7.9 10,728 9,231 16.2
Synthetic fiber monomer and polymer 1,203 1,038 15.9 7,489 6,172 21.3
Chemical fertilizer 1,314 1,050 25.1 1,326 1,185 12.0

In the first half of 2004, operating
expenses of the Chemicals Segment
were RMB 53.5 billion, up by 23.7% over
the first half of 2003. This was primarily
because that in line with the increase in
price of the feedstock and the significant
increase in the Segment’s production,
the expenses for various raw materials
and ancillary materials, other variable
expenses and fixed costs increased
accordingly. Of which:

e Purchased crude oil, products, and
operating supplies and expenses were
up by RMB 6.8 billion, due to the
increase in consumption and unit costs
of feedstock and auxiliary materials.

e Provision for the impairment losses on
assets was RMB 1.7 billion.

e Selling expenses were up by RMB 200
million, due to the significant increases
in sales volumes.

e Depreciation and amortization were up
by RMB 300 million.

e The increase of other business
expenses were RMB 600 million.

In the first half of 2004, operating profit
for chemical segment was RMB 4.9
billion, representing an increase of RMB
4.1 billion over the first half of 2003.

(5) Corporate and Others

The business activities of Corporate and
Others mainly consist of import and
export business activities of its
subsidiaries, research and development
activities of the Company, and
managerial activities of its
headquarters.

In the first half of 2004, the operating
revenues from corporate and others were
RMB 35.9 billion, up by 20.5% over the
first half of 2003. The increase was
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largely because China Petrochemical
International Company Limited and its
subsidiaries increased their trading
volume of crude oil and refined oil
products and proprietary business as
well as their revenues.

In the first half of 2004, the operating
expenses were RMB 36.8 billion, up by
20.8% over the first half of 2003. This
increase was largely because the
purchasing costs of subsidiaries
increased in line with its increased
revenue.

In the first half of 2004, the operating
losses were RMB 900 million,
representing an increase in losses of
RMB 200 million compared with that in
the first half of 2003, mainly due to the
increase in advertising expenses, which
amounted to RMB 300 million.



3 ASSETS, LIABILITIES, SHAREHOLDERS’ FUNDS, AND CASH FLOW

(1) Assets, liabilities and shareholders’ funds Unit: RMB millions

At 30 June At 31 December

2004 2003 Changes

Current assets 120,102 99,328 20,774
Non-current assets 314,835 301,490 13,345
Total assets 434,937 400,818 34,119
Current liabilities 137,713 122,005 15,708
Non-current liabilities 91,375 85,048 6,327
Total liabilities 229,088 207,053 22,035
Minority interests 27,440 25,866 1,574
Shareholders’ funds 178,409 167,899 10,510
Share capital 86,702 86,702 —
Reserves 91,707 81,197 10,510

As at 30 June 2004, the Company'’s total
liabilities were RMB 229.1 billion, up by
RMB 22.0 billion from that at the
beginning of the period, of which:

As at 30 June 2004, the Company’s total
assets were RMB 434.9 billion, up by
RMB 34.1 billion compared with those at
the beginning of the period, of which:

e Current liabilities were RMB 137.7
billion, up by RMB 15.7 billion
compared with that at the beginning of
the period. These increases were

e Current assets were RMB 120.1 billion,
increase by RMB 20.8 billion compared
with those at the beginning of the

period. The change was mainly
because in the first half of 2004, the
Company’s inventories increased by
RMB 14.5 billion, of which, crude oil
and other feedstock increased by RMB
8.4 billion, the inventory of refined oil
products and other finished products
increased by RMB 4.5 billion. Accounts
receivable and bills receivable
increased by RMB 6.4 billion.

e Non-current assets were RMB 314.8
billion, increase by RMB 13.3 billion
compared with those at the beginning
of the period, mainly due to the
increase in the construction in
progress, which amounted to
RMB 15.7 billion.

CHINA PETROLEUM & CHEMICAL CORPORATION

mainly due to the increase of short-
term debt and loan from Sinopec
Group, which amounted to RMB 8.3
billion, and the increase of trade
accounts payable and bills payable
which amounted to RMB 8.1 billion.

e Non-current liabilities were RMB 91.4
billion, increased by RMB 6.3 billion
compared with those at the beginning
of the period. This was mainly due to
the issuance of corporte bonds and
increase in long-term loans.

As at 30 June 2004, the Company’s
shareholder’s funds were RMB 178.4
billion, up by RMB 10.5 billion from
those at the beginning of the period,
which was due to the increase of

the reserves.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

(2) Cash flow
In the first half of 2004, cash and cash equivalents decreased by a net amount of RMB 947 million from RMB 15.2 billion as at 31
December 2003 to RMB 14.3 billion as at 30 June 2004. The following table lists the major items in the consolidated cash flow
statements of the Company for the first half of 2004 and the first half of 2003.

Unit: RMB millions

Six-month periods
ended 30 June

Major items of cash flows 2004 2003 Changes
Net cash inflow from operating activities 19,291 28,649 (9,358)
Net cash used in investing activities (30,659) (21,553) (9,106)
Net cash inflow from/(used in) financing activities 10,421 (5,074) 15,495
Net (decrease)/increase in cash and cash equivalents (947) 2,022 (2,969)

Net cash inflow from operating activities Net cash used in investing activities was 4 CAPITAL EXPENDITURE

was RMB 19.3 billion.

e Major sources: Profit from ordinary
activities before taxation for the first
half of 2004 was RMB 26.0 billion.
The operating expenses items that have
no cash flow effect were: depreciation,
depletion and amortisation of RMB
14.8 billion; impairment losses on
long-lived assets and the dry holes
costs of RMB 2.3 billion and RMB 800
million, respectively.

® Major uses: the addition of inventory of
crude oil and refined oil products led
to an increase by RMB 14.5 billion in
terms of cash outflow, and increase
in other assets results in RMB 800
million of cash outflow. The increased
cash outflow from changes in operating
receivables and payables was RMB 900
million.

In addition, deducting the cash outflow
caused by payment for income tax
totaling RMB 8.3 billion, the net cash
flow from operating activities was RMB
19.3 billion.

RMB 30.7 billion, which was mainly
used at:

o The Company had cash outflow
for capital expenditure of RMB 26.1
billion;

o The Company’s jointly controlled
entities had cash outflow for capital
expenditure of RMB 3.4 billion;

e Cash outflow for acquisition of
investments and associates of RMB
800 million.

Net cash inflow from financing activities
was RMB 10.4 billion. This was mainly
from the issuance of corporate bonds by
the Company and bank loans.

(3) Contingent liabilities

At 30 June 2004, the amount of
guarantees given by the Company in
respect of banking facilities granted to
associates amounted to approximately
RMB 4.897 billion, the main guarantees,
which amounted to RMB 4.68 billion,
were granted to BASF-YPC Co., Ltd.
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Please refer to the descriptions under
“Capital Expenditure” in the section
entitled “Business Review and
Prospects”.

ANALYSIS OF FINANCIAL STATEMENTS

PREPARED UNDER THE PRC

ACCOUNTING RULES AND

REGULATIONS

(1) The major differences between the
Company'’s financial statements
prepared under the PRC Accounting
Rules and Regulations and IFRS
are set out in the section C of the
financial statements of the Company
on page 104 to page 105 of this
report.



(2) The following table sets forth each of its segments’ income from principal operations, cost of sales, sales taxes and surcharges and
profit from principal operations, as prepared under the PRC Accounting Rules and Regulations:

Six-month periods ended June 30

2004 2003
RMB millions RMB millions
Income from principal operations
Exploration and Production Segment 33,692 32,063
Refining Segment 158,890 127,599
Marketing and Distribution Segment 157,873 111,861
Chemicals Segment 55,740 39,144
Corporate and Others 35,108 28,465
Elimination of inter-segment sales (175,594) (144,290)
Consolidated income from principal operations 265,709 194,842
Cost of sales, sales taxes and surcharges
Exploration and Production Segment 16,165 16,345
Refining Segment 151,772 123,141
Marketing and Distribution Segment 138,914 98,271
Chemical Segment 45,685 35,713
Corporate and Others 34,769 28,249
Elimination of the cost of inter-segment sales (173,431) (143,275)
Consolidated cost of sales, sales taxes and surcharges 213,874 158,444
Profit from principal operations
Exploration and Production Segment 15,568 14,784
Refining Segment 6,914 4,377
Marketing and Distribution Segment 18,959 13,590
Chemicals Segment 10,055 3,431
Corporate and Others 339 216
Consolidated profit from principal operations 51,835 36,398
Consolidated net profit 15,039 9,765

Profit from principal operations: In the first half of 2004, the profit from principal operations realised by the Company was RMB 51.8
billion, representing an increase of 42.49%, over the first half of 2003. This was mainly due to the increase of the prices of crude oil,
refined oil products and chemical products and the increase of sales volume.

Net profit: In the first half of 2004, the Company’s realised net profit was RMB 15.0 billion, representing an increase of 54.019% over the
first half of 2003. This was mainly due to the increase in profit from principal operations.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

(3) Financial data prepared in accordance with the PRC Accounting Rules

and Regulations:

At 30 June At 31 December

2004 2003

RMB millions RMB millions

Total assets 422,925 390,213
Long-term liabilities 86,187 80,109
Sharehoders’ funds 172,276 162,946

Analysis of changes

Total assets: At 30 June 2004, the
Company’s total assets were RMB 422.9
billion, up by RMB 32.7 billion from that
at the beginning of the period,
representing an increase of 8.38%. Of
which, current assets were RMB 117.1
billion, up by RMB 20.2 billion over the
beginning of the period. The change was
mainly due to the increment of the
Company’s inventory by RMB 14.1
billion, among others, the increase in
crude oil and other feedstock amounted
to RMB 8.4 billion, the inventory of
refined oil products and other products
RMB 4.5 billion, accounts receivable and
bills receivable RMB 6.4 billion, which
was mainly because sales revenue
increased significantly compared with
that in the first half of 2003. Non-
current assets were RMB 305.9 billion,
increased by RMB 12.6 billion over the
beginning of the period. This was mainly
due to the increase of RMB 16.0 billion
in construction in progress.
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Long-term liabilities: At 30 June 2004,
the Company’s long-term liabilities were
RMB 86.2 billion, up by RMB 6.1 billion
from that at the beginning of the period,
representing an increase by 7.62%. This
was mainly due to the issuance of
corporate bonds and long-term loans.

Shareholders’ funds: At 30 June 2004,
the shareholders’ funds of the Company
were RMB 172.3 billion, up by RMB 9.3
billion from that at the beginning of

the period, representing an increase

of 5.71%,.

SIGNIFICANT DIFFERENCES BETWEEN
THE FINANCIAL STATEMENTS
PREPARED UNDER IFRS AND US GAAP
The significant differences between the
Company'’s financial statements
prepared under IFRS and US GAAP are
set out in the Section D of the financial
statements of the Company on page 106
to page 107 of this report.



SIGNIFICANT EVENTS

1 CORPORATE GOVERNANCE

In strict compliance with the requirements
of the domestic and overseas regulatory
authorities, the Company has constantly
improved the corporate governance.

According to the “Notice on Certain Issues
Relating to Regulating Fund Transfers
between a Listed Company and Connected
Parties and the External Guarantees of
Listed Company” (Zheng Jian Fa [2003]
No. 56) jointly promulgated by the China
Securities Regulatory Commission (CSRC)
and the State-owned Assets Supervision
and Administration Commission of the
State Council (SASAC), and the newly
amended Listing Rules of the Hong Kong
Stock Exchange, Sinopec Corp. held its
Annual General Meeting for the Year 2003
on 18 May 2004 and approved the
amendment of Articles of Association and
its schedules including “Rules and
Procedures for the Shareholders’ General
Meetings” and “Rules and Procedures for
the Board of Directors’ Meetings”. The
above documents were approved by
SASAC on 30 July 2004. The Company’s
internal control system has been
improving continuously.

The directors, supervisors and other
members of the senior management
studied newly promulgated laws and
regulations. Independent directors actively
participated in Sinopec Corp.’s important
decision-making and manifested the
independent opinions on the issues
including connected transactions,
appointment and removal of directors,
external guarantees, etc.

2

The Company actively and positively
disclosed information and continued to
strengthen its daily communication with
the investors so as to realise a positive
interaction with investors and to further
improve company’s transparency.

CHANGES OF THE MEMBERS OF THE
SECOND SESSION OF THE BOARD OF
DIRECTORS

Since Mr. Liu Kegu, the previous director
of Sinopec Corp., resigned from the Board
of Directors of Sinopec Corp., the China
Development Bank, which held 10.129% of
Sinopec Corp.’s total issued share capital,
nominated Mr. Gao Jian as the candidate
of Sinopec Corp.’s director on 29 April
2004. At the Annual General Meeting for
the Year 2003 held on 18 May 2004, Mr.
Gao Jian was elected as the member of
the Second Session of the Board of
Directors of Sinopec Corp.

DIVIDEND DISTRIBUTION FOR THE
YEAR ENDED 31 DECEMBER 2003 AND
INTERIM DIVIDEND DISTRIBUTION
PLAN FOR THE PERIOD ENDED

30 JUNE 2004

(1) Dividend Distribution for the year ended
31 December 2003
As approved at the Annual General
Meeting for the Year 2003 of Sinopec
Corp., a final cash dividend of RMB
0.06 (inclusive of tax) per share for the
year ended 31 December 2003 was
distributed, with a total amount of
RMB 5.202 billion. Shareholders
whose names appeared on the register
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of members of Sinopec Corp. on 4
June 2004 had already received the
final dividend on 28 June 2004.

For the year of 2003, the annual cash
dividend of RMB 0.09 (inclusive of
tax) per share was distributed and the
total cash dividend amounted to RMB
7.803 billion.

(2) Interim Dividend Distribution Plan
for the six-month period ended
30 June 2004
According to the provision of the
Articles of Association of Sinopec
Corp., the Board approved the Interim
Dividend Distribution Plan for the
period ended 30 June 2004 at the
tenth meeting of the Second Session
of the Board of Directors. An interim
cash dividend of RMB 0.04 (inclusive
of tax) per share is to be distributed,
based on the total number of shares
of 86,702.439 million as at 30 June
2004, which amounts to a total
cash dividend of approximately
RMB 3.468 billion.

The interim dividend will be distributed
on or before 30 September 2004
(Thursday) to the shareholders whose
names appear on the register of
members of Sinopec Corp. on Monday,
20 September 2004.
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SIGNIFICANT EVENTS (CONTINUED)

THE COMPANY HAS NOT BEEN
INVOLVED IN ANY MATERIAL
LITIGATIONS AND ARBITRATIONS IN
THE REPORTING PERIOD

To be entitled to the interim dividend, 4
holders of H shares shall lodge their
share certificate(s) and transfer
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materials with Hong Kong Registrars
Limited at Shops 1712-1716, 17/F,
Hopewell Center, 183 Queen’s Road
East, Wanchai, Hong Kong for
registration of transfer, no later than
4:00pm on Monday, 13 September
2004. The register of members of the
H shares of Sinopec Corp. will be
closed from Tuesday, 14 September
2004 to Monday, 20 September 2004
(both dates inclusive).

Dividends will be denominated and
declared in Renminbi. Dividends for
domestic shares will be paid in
Renminbi and dividends for foreign
shares will be paid in Hong Kong
dollar. The exchange rate for dividends
to be paid in Hong Kong dollars is the
mean of the average rate of Hong
Kong dollar to Renminbi published by
Bank of China during the calendar
week (from 16 August 2004 to 20
August 2004) prior to the date of
declaration of dividends, being Friday,
27 August 2004.

CONNECTED TRANSACTIONS

(1) Connected transactions entered into

by the Company during the reporting
period

During the reporting period, the
aggregate amount of connected
transactions incurred between the
Company and the connected parties
was RMB 63.841 billion, of which,
incoming trade amounted to RMB
33.07 billion, and outgoing trade
amounted to RMB 30.771 billion
(including RMB 30.715 billion of sales
of products and services). Details of
the connected transactions incurred
during the reporting period are set out
in the notes to the financial statements
contained in this report.

All connected transactions incurred
during the reporting period have been
carried out in compliance with its
respective agreements as published in
the relevant announcements.



The following table shows the principal operations categorized by business segments and the details of the connected transactions, including
income from principal operations and cost of principal operations for each business segment which are extracted from Sinopec Corp.’s financial
statements prepared under the PRC Accounting Rules and Regulations:

Increase/decrease
of cost

of principal
operations
compared to

the same

period of

Increase/decrease
of income

from principal
operations
compared to

the same
Categorised by period of
business segments preceding year

op!
RMB millions RMB ns (%) (%) (%) (percen int)

Increase/decrease
of gross profit
ratio compared to
the same period

Income from
principal

Cost of principal

Gross profit

Exploration and production 33,692 15,574 47.96 5.08 (1.31) 0.09
Refining 158,890 145,154 8.52 24.52 23.05 1.03
Chemicals 55,740 45,398 18.55 42.40 27.76 9.33
Marketing and distribution 157,873 138,640 12.18 41.13 41.39 (0.16)
Others 35,108 34,763 0.98 23.34 23.08 0.21
Elimination of inter-segment sales (175,594) (173,431) N/A N/A N/A N/A
Total 265,709 206,098 22.43 36.37 35.32 0.60
Of which: connected transactions 22,001 19,5625 11.25 71.77 80.83 (4.45)

Pricing policy for
connected transactions

(1) Government-prescribed prices and government-guided prices are adopted for products or projects if such
prices are available;

(2) Where there is no government-prescribed price or government-guided price for products or projects, the
market price (inclusive of bidding price) will apply;

(3) Where none of the above is applicable, the price will be decided based on the reasonable cost incurred plus
sales taxes and reasonable profit. Reasonable cost means the average production cost of products by the
same type of enterprises within regions with proximity using the same kind of raw materials. Reasonable
profit means profit margin of not more than 6% of the cost incurred based on the current interest rate level
set by the government.

Of which: during the reporting period, the total amount of connected transactions of the principal products sold by the Company to Sinopec
Group was RMB 12.878 billion.

* Gross profit ratio = profit from principal operations/income from principal operations
Unit: RMB millions

Funds provided by

Connected party Provision of funds to connected party to
connected party the Company

Provision of fund to and fund provided by connected party

Net occurrence Balance Net occurrence Balance
Sinopec Group and other principal connected parties (2,063) 7,162 (3,723) 10,792
Total (2,063) 7,162 (3,723) 10,792

Of which: during the reporting period, the net occurrence of the fund provided by the Company for Sinopec Group amounted to a negative
amount of RMB 2.026 billion, and the balance was RMB 6.868 billion.
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SIGNIFICANT EVENTS (CONTINUED)

(2) Acquisition of shares of Jinzhi Company

Net profits contributed to the
Company during the
period from the purchase day

The other party to the

Whether it constituted to connected

transaction and its assets transaction (if yes, explain the pricing

RMB 230 million in cash. The two parties
signed the acquisition agreement. For
details, please refer to Sinopec Corp.’s
relevant announcement published in China
Securities, Shanghai Securities and
Securities Times in mainland China and
South China Morning Post and Hong Kong
Economic Times in Hong Kong on 29
March 2004. The acquisition was
completed on 30 June 2004.
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acquired or invested Date of purchase Transaction price to the end of the reporting day  principle)
100% of the shares of 30 June 2004 RMB 230 million Nil  Yes.
Tianjian Lubricant & Grease Principle of Pricing: The consideration of
Company Limited held by the acquisition was determined by
£ Sinopec Group negotiations between the two parties
3 according to the valuation
E of the Target Shares, the market
£ conditions, profitability and development
® potential, and the valuation methods
@ commonly used internationally.
At the seventh meeting of the Second 6 SIGNIFICANT TRUSTEESHIP, CONTRACT
Session of the Board of Directors of AND LEASE
Sinopec Corp. held on 26 March 2004, the In this reporting period, Sinopec Corp. did
Board reviewed and approved to acquire not have any significant trusteeship, sub-
100% of the shares of Yanhua Group contract or lease of any other company’s
Tianjin Lubricant & Grease Company assets, nor placed its assets to or under
Limited (Jinzhi Company) (which was any other company’s trusteeship, sub-
owned by Sinpec Group Beijing Yanshan contract or lease which were required to
Petrochemical Company Limited which is, be disclosed.
in turn, a wholly-owned subsidiary of
Sinopec Group) at a consideration for 7 IN THIS REPORTING PERIOD, SINOPEC

CORP. DID NOT ENTRUST ANY OTHER
PARTY TO CARRY OUT CASH ASSETS
MANAGEMENT FOR IT.



8 SIGNIFICANT GUARANTEE

Date of
occurrence (date Whether Whether for
of execution of Amount completed  a connected
agreement) RMB millions or not party
Shanghai Secco Petrochemical Co., Ltd. 9 Feb. 2002 2,930 Joint and several liability 9 Feb. 2002-20 Dec. 2021 No Yes
Shanghai Secco Petrochemical Co., Ltd. 9 Feb. 2002 4,062 Joint and several liability 9 Feb. 2002-20 Dec. 2013 No Yes
BASF-YPC Co., Ltd. 7 Mar. 2003 4,680 Joint and several liability 7 Mar. 2003-31 Dec. 2008 No Yes
Yueyang Sinopec Shell Coal Gasification Co., Ltd. 10 Dec. 2003 377 Joint and several liability 10 Dec. 2003-10 Dec. 2017 No Yes
Others N/A 315 Joint and several liability ~ N/A No Yes
Total amount of guarantee provided
during the reporting period Nil

Total amount of guarantee outstanding’

RMB 12,191 million

Of which: total outstanding amount of guarantee
provided to connected parties

RMB 12,191 million

Total amount of guarantee provided by Sinopec Corp.

for its controlling subsidiaries RMB 173 million
Total amount of guarantee provided by Sinopec Corp.

not in compliance with the requirements of

(Zheng Jian Fa [2003] No.56)" RMB 184 million
Total amount of guarantee as a percentage

of the Company's net assets 7.18%

*  Pursuant to “Notice on the Preparation of Interim Report of 2004 of the Listed Company” issued by Shanghai Stock Exchange, “the total amount of
guarantee outstanding” and “the total outstanding amount of guarantee provided to connected parties” do not include the guarantee provided by Sinopec

Corp. to its controlling subsidiaries.

**  These guarantees were granted to subsidiaries and associates of Sinopec Corp. and were formally approved by the Board of Directors according to relative
procedures. Pursuant to “Notice on Certain Issues Relating to Regulating Fund Transfers between a Listed Company and Connected Parties and External
Guarantees of List Company” (Zheng Jian Fa [2003] No.56) promulgated by the China Securities Regulatory Commission (CSRC) and the State-owned Assets
Supervision and Administration Commission of the State Council (SASAC) published on 28 March 2003, as the total liabilities to total assets ratios of this
subsidiary and associate were over 70%, the provision of these guarantees is subject to restrictions.
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SIGNIFICANT EVENTS (CONTINUED)

Material Items of Guarantee under
Performance

At the fourteenth meeting of the First Session
of the Board of Directors of Sinopec Corp.,
the Board approved Sinopec Corp. to provide
guarantee with conditions in both domestic
and foreign currency for Shanghai Secco
project loan, and the amount of guarantee
was RMB 6.992 billion. For relevant details,
please refer to Sinopec Corp.’s 2001 annual
results announcement published in China
Securities, Shanghai Securities and Securities
Times in mainland China and South China
Morning Post and Hong Kong Economic Times
in Hong Kong on 2 April 2002.

At the twenty-second meeting of the First
Session of the Board of Directors of Sinopec
Corp., the Board approved the proposal
concerning Sinopec Corp.’s provision of
equity pledge for the BASF-YPC project loan
on the condition that BASF should provide
equity pledge on the same terms. The Board
also approved the proposal concerning
Sinopec Corp.’s provision of guarantee for
Yueyang Sinopec Shell Coal Gasification Co.,
Ltd., of an amount of RMB 377 million.

On 7 March 2003, Sinopec Corp. signed a
“Guarantee Agreement for Completion of
Construction” with domestic and foreign
banks, whereby it guaranteed 40% of a
domestic and foreign currencies denominated
loan equivalent to around RMB 11.7 billion
provided by such banks to BASF-YPC Co., Ltd.
for completion of construction.

The independent directors presented special
explanations and independent opinions on
the external guarantees

According to the requirements in “Notice on
the Preparation of Interim Report of 2004 of
the Listed Company”, a listed company shall,
pursuant to the regulations in the “Notice on
Certain Issues Relating to Regulating Fund

Transfers between a Listed Company and
Connected Parties and External Guarantees of
List Company” (“Zheng Jian Fa [2003] No.
56"), publish in “the significant events
section” of the Interim Report of 2004 the
independent directors’ special explanations
and independent opinions on the
accumulative and current external guarantees
of the listed company, any guarantees
provided by the listed company which are not
in compliance with the requirements of Zheng
Jian Fa [2003] No.56 as well as execution of
the above stipulations. As independent
directors of Sinopec Corp., we have carefully
reviewed the external guarantees of Sinopec
Corp. The explanations on Sinopec Corp.’s
accumulative and current external guarantees
for the first half of 2004 (ended 30 June
2004) are described below:

In the first half of 2004, no new external
guarantees was incurred by Sinopec Corp.
The accumulative guarantees were
approximately RMB 12.191 billion (exclusive
of the guarantees provided for its controlling
subsidiaries amounted to approximately RMB
173 million), decreased by approximately
RMB 43 million compared with that at the end
of 2003, and the total amount of guarantees
accounted for 7.18% of the net assets. The
total amount of the guarantees which is not in
compliance with the requirements of Zheng
Jian Fa [2003] No. 56 is about RMB 184
million. Information related to the external
guarantees incurred before 2003 or in 2003
has been disclosed in details in Sinopec
Corp.’s 2003 Annual Report.

We present our independent opinions

as follows:

(1) Sinopec Corp. has carefully carried out
self-inspection with respect to the
accumulative and current external
guarantees incurred in the first half of
2004. The result shows that there was no
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new external guarantees incurred in the
first half year of 2004 and the amount of
accumulative guarantees decreased
approximately RMB 43 million compared
with that at the end of 2003.

(2) In compliance with the requirements by
Zheng Jian Fa [2003] No. 56, Sinopec
Corp. amended in a timely manner the
Articles of Association and its schedules
including “Rules and Procedures of the
Shareholders’ General Meetings” and
“Rules and Procedures of the Board of
Directors’ Meetings”, thereby playing an
active role in strengthening management
and controlling the relevant risks in
association with the guarantees.

(3) Sinopec Corp. shall, pursuant to the newly
amended Articles of Association and other
related provisions, continue to straighten
out existing guarantees which are not in
compliance with Zheng Jian Fa [2003] No.
56, so as to safeguard the legitimate
interests of Sinopec Corp.



FIRST HALF OF 2004

Nature of the
use of funds

Name of
connected parties

Beginning
balance of
the period

Account
Relationship name

9 SUMMARY OF THE USE OF FUNDS BY THE CONTROLLING SHAREHOLDERS AND OTHER CONNECTED PARTIES FOR THE

Unit: RMB millions
Decrease Ending
during balance of
the period the period

Increase
during
the period

Borrowings — — — Nil Nil Nil Nil
Entrusted loans — — — Nil Nil Nil Nil
Entrusted investment — — — Nil Nil Nil Nil
Issuing commercial
bills without genuine
business transaction — — — Nil Nil Nil Nil
Accounts receivable and Sinopec Group Controlling Other 3,111 Nil 109 3,002
other receivables aged Company shareholder receivables/
over one year as at accounts
30 June 2004 receivable
Fellow Fellow Other 3,706 1,383 2,407 2,682
subsidiaries subsidiaries receivables/
controlled by controlled by accounts
Sinopec Group controlling receivable
Company shareholder
Total 6,817 1,383 2,516 5,684

PERFORMANCE OF THE COMMITMENTS
BY SINOPEC CORP. AND ITS
SHAREHOLDER HOLDING 5% OR MORE
OF THE TOTAL ISSUED SHARE CAPITAL,
NAMELY, SINOPEC GROUP COMPANY

(1) As at the end of the reporting period,
the undertakings made by Sinopec
Corp. include:

(a) Carrying out the reorganization of
its three wholly-owned subsidiaries,
namely, Sinopec Shengli Oilfield
Company Limited, Sinopec Sales
Company Limited and Sinopec
International Company Limited,
in accordance with the PRC
Company Law within a specified
period of time;

(b) Changing the lo