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1. Description of the parent company and structure of the consolidated group

Establishment of the parent company

UNIPETROL, a.s. (the “Company”) is a joint stock company established by the National Property Fund of the Czech Republic by a foundation agreement dated 27 December 1994. The Company was registered in the Register of Companies at the Regional Commercial Court in Prague on 17 February 1995. The Company is listed and registered on the Prague Stock Exchange.

Registered office of the Company
UNIPETROL, a.s.

Klimentská 10

110 05 Praha 1

Czech Republic

Principal activities

The Company operates as a holding company covering and administering a group of companies (hereinafter the “Group”). The principal businesses of the Group include oil and petroleum products processing, production of commodity chemicals, semi-finished industrial fertilizers and polymer materials, including synthetic rubber, mineral lubricants, plastic lubricants, paraffins, oils and petroleum jellies. Furthermore, the Group is engaged in the distribution of fuels and operation of gas stations.

Ownership structure
The shareholders as at 30 September 2006 are as follows:

POLSKI KONCERN NAFTOWY ORLEN S.A. 
63 %

Investment funds and other minority shareholders
37 %

The condensed consolidated interim financial statements comprise the same subsidiaries and joint ventures as those comprised by the Group in its consolidated financial statements at and for the year ended 31 December 2005.

The presentation of major associates is the same as presentation used in Group’s consolidated financial statements as of 31 December 2005.

The consolidated interim financial statements of the Group as at and for the year ended 31 December 2005 are available upon request from the Company’s registered office or at website address.

2. Significant accounting policies

A
Statement of compliance

These condensed consolidated interim financial statements have been prepared in accordance with International Financial Reporting Standard (IFRS) IAS 34 Interim Financial Reporting. They do not include all of the information required for full annual financial statements and should be read in conjunction with the consolidated financial statements of the Group as at and for the year ended 31 December 2005. 

B
Basis of preparation
Certain new standards, amendments and interpretations to existing standards have been published that are mandatory for the Company’s accounting periods beginning on or after 1 January 2006 or later periods but which the Company has not early adopted. Relevant items are as follows:

●
Amendment to IAS 1 Presentation of Financial Statements – Capital Disclosures (effective for annual periods beginning on or after 1 January 2007). The Standard will require increased disclosure in respect of the Group’s capital. Amendments arise from the issue of IFRS 7. Management will apply this amendment from annual periods beginning 1 January 2007. 

●
Amendment to IAS 19 Employee Benefits – Actuarial Gains and Losses, Group Plans and Disclosures (effective for annual periods beginning on or after 1 January 2006). The amendment includes an option for actuarial gains and losses to be recognised in full as they arise, outside of the income statement in a statement of recognised income and expense. Management does not expect any significant effects on adoption of this standard.

●
Amendment to IAS 39 Financial Instruments: Recognition and Measurement – The Fair Value Option (effective for annual periods beginning on or after 1 January 2006). The amendment restricts the designation of financial instruments as “at fair value through profit or loss”. Management believes that this amendment should not have a significant impact on the classification of the Company’s financial instruments.

●
IFRIC 4 Determining whether an Arrangement contains a Lease (effective for annual periods beginning on or after 1 January 2006). The Interpretation requires certain arrangements to be accounted for as a lease even if they are not in the legal form of a lease. Management is currently assessing the impact of IFRIC 4 on the Company’s operations.

Except as described below, the accounting policies applied by the Group in these condensed consolidated interim financial statements are the same as those applied by the Group in its consolidated financial statements as at and for the year ended 31 December 2005.

2.
Significant accounting policies (continued)
C
Estimates
The preparation of interim financial statements in conformity with IFRS requires management to make judgements, estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities, income and expenses. The estimates and associated assumptions are based on historical experience and various other factors that are believed to be reasonable under the circumstances, the results of which form the basis of making the judgements about carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates. 

Except as described below, in preparing these condensed consolidated interim financial statements, the significant judgements made by management in applying the Group’s accounting policies and key sources of estimation uncertainty were the same as those that applied to the consolidated financial statements as at and for the year ended 31 December 2005.

During the nine months ended 30 September 2006 management reassessed its estimates in respects of:

· previously unrecognised deferred tax assets (see note 13)

· the recoverable amount of certain PPE (see note 10,11)

· impairment of inventory (see note 14)

Non-current assets held for sale

Non-current assets (or disposal groups comprising assets and liabilities) that are expected to be recovered primarily through sale rather than continuing use are classified as held for sale. Immediately before classification as held for sale, the assets (or components of a disposal group) are remeasured in accordance with the Group’s accounting policies. Thereafter generally the assets (or disposal group) are measured at the lower of their carrying amount and fair value less cost to sell. Any impairment loss on a disposal group first is allocated to goodwill, and then to remaining assets and liabilities on pro rata basis, except that no loss is allocated to inventories, financial assets, deferred tax assets, employee benefit assets, investment property, which continue to be measured in accordance with the Group’s accounting policies. Impairment losses on initial classification as held for sale and subsequent gains or losses on remeasurement are recognized in profit or loss. Gains are not recognized in excess of any cumulative impairment loss.

Discontinued operations

A discontinued operation is a component of the Group’s business that represents a separate line of business or geographical area of operations that has been disposed of or is held for sale, or is a subsidiary acquired exclusively with a view to resale. Classification as a discontinued operation occurs upon disposal or when the operation meets the criteria to be classified as held for sale, if earlier. When an operation is classified as a discontinued operation, the comparative income statement is restated as if the operation had been discontinued from the start of the comparative period.

3. Change in accounting policy and correction of prior period errors 

Change in accounting policy – excise tax

As of 31 December 2005 the Group decided to report revenue and cost of sales net of the excise tax in order to make the income statement comparable to other petrochemical companies. The comparable figures were restated for the period ended 30 September 2005.

New classifications in the financial statements
In order to be consistent with the classification principles of the Unipetrol Group accepted at the year-end 2005, certain items were reclassified in the financial statements of subsidiaries. The comparative figures presented in these interim consolidated financial statements were restated to conform to the new classifications.

The following table summarizes changes in accounting policies and their impact on the income statement for the period ended 30 September 2005:

	
	30/09/2005
as previously stated
	Excise tax 
	Reclassifications
	30/09/2005 
as restated

	INCOME STATEMENT
	
	
	
	

	
	(
	
	
	

	Revenue
	79,292,316
	(12,587,555)
	(145,217)
	66,559,544

	Cost of sales
	(71,884,686)
	12,587,555 
	635,157
	(58,661,974)

	Other operating income
	296,391
	
	113,255
	409,646

	Distribution costs
	(959,325)
	
	(1,250,298)
	(2,209,623)

	Administrative expenses
	(2,228,274)
	
	872,940
	(1,355,334)

	Other operating expenses
	(646,437)
	
	(252,026)
	(898,463)

	Amortisation of goodwill
	(19,251)
	
	19,251
	

	Finance costs - net
	(812,966)
	
	(90)
	(813,056)

	Discontinued operation
	
	
	7,028
	7,028

	Group share of profit of associates before tax
	(28,628)
	
	
	(28,628)

	Income tax expense
	(720,130)
	
	
	(720,130)

	Minority interest
	23,552
	
	
	23,552

	Equity holders of the parent
	2,312,562
	--
	--
	2,312,562


4. Revenue

An analysis of the Group’s revenue is as follows:

	
	30/09/2006
	30/09/2005

	Gross proceeds from sale of own products and merchandise
	
	

	
	
	

	Domestic
	53,658,051
	49,168,845

	Export
	29,579,473
	26,773,086

	
	
	

	Total gross proceeds
	83,237,524
	75,941,931

	
	
	

	Less: Excise tax
	14,937,834
	12,587,555

	
	
	

	Total net revenue
	68,299,690
	63,354,376

	
	
	

	Revenues from services
	
	

	
	
	

	Domestic
	3,088,980
	2,773,990

	Export
	419,898
	431,178

	
	
	

	Total revenues from services
	3,508,878
	3,205,168

	
	
	

	Total revenues
	71,808,568
	66,559,544


	5. BUSINESS SEGMENTS

     Period ended 30 September 2006
	Continuing Operations
	71,808, 568
	4,481,015
	4,481,015
	(313,525)
	4,167,490
	(1,338,861)
	--
	 2,828,629

	
	Less  Other (Discontinued)
	(45,690)
	(8,478)
	(8,478)
	(7)
	(8,485)
	4,807
	(80,095)
	(83,773)

	
	Consolidated
	71,854,258
	4,489,493
	4,489,493
	(313,532)
	4,175,961
	(1,343,668)
	80,095
	2,912,402

	
	Eliminations
	
	(350,378)
	(350,378)
	
	
	
	
	

	
	Other

(Discontinued)
	45,690
	8,478
	8,478
	
	
	
	
	

	
	Other  
	511,974
	(298,914)
	(298,914)
	
	
	
	
	

	
	Petrochemical
	27,462,152
	3,522,190
	3,522,190
	
	
	
	
	

	
	Chemical
	3,561,650
	261,116
	261,116
	
	
	
	
	

	
	Retail
	5,603,538
	155,650
	155,650
	
	
	
	
	

	
	Refinery
	34,669,254
	1,191,351
	1,191,351
	
	
	
	
	

	
	Period ended 30 September 2006
	Revenue
Sales


	Result
Segment result
	Operating profit before financing cost        
	Net financing costs
	Profit before  tax                                                                                                                                                           
	Income tax expense 
	Gain on sale of discontinued operation  
	Profit for the period                                                                                                                                                                    


	5.    BUSINESS SEGMETS (CONTINUED)

       Period ended 30 September 2005
	Continuing Operations
	66,559,544
	3,843,796
	3,843,796
	(813,056)
	(28,628)
	3,002,112
	(720,130)
	7,028
	2,289,010

	
	Less  Other

(Discontinued)
	(55,134)
	(6,938)
	(6,938)
	(90)
	
	(7,028)
	
	
	(7,028)

	
	Consolidated
	66,614,678
	3,850,734
	3,850,734
	(812,966)
	(28,628)
	3,009,140
	(720,130)
	7,028
	2,296,038

	
	Eliminations
	
	226,395
	226,395
	
	
	
	
	
	

	
	Other

(Discontinued)
	55,134
	6,938
	6,938
	
	
	
	
	
	

	
	Other  
	432,965
	(32,877)
	(32,877)
	
	
	
	
	
	

	
	Petrochemical
	26,081,053
	2,943,398
	2,943,398
	
	
	
	
	
	

	
	Chemical
	3,217,394
	168,374
	168,374
	
	
	
	
	
	

	
	Retail
	8,405,698
	(33,370)
	(33,370)
	
	
	
	
	
	

	
	Refinery
	28,422,434
	571,876
	571,876
	
	
	
	
	
	

	
	Period ended 30 September 2005
	Revenue
Sales


	Result
Segment result
	Operating profit before financing cost        
	Net financing costs
	Group share of profit of associates before tax
	Profit before  tax                                                                                                                                                           
	Income tax expense 
	Discontinued operation
	Profit  for the period                                                                                                                                                                   


5. Business segments (continued)
	Other information

30 September 2006
	Refinery
	Retail
	Chemical
	Petrochemical
	Other 
	Eliminations


	Consolidated

	Depreciation and amortisation
	(626,811)
	(264,578)
	(268,949)
	(1,784,861)
	(93,469)
	--
	(3,038,668)

	
	
	
	
	
	
	
	


	Other information

30 September 2005
	Refinery
	Retail
	Chemical
	Petrochemical
	Other 
	Eliminations


	Consolidated

	Depreciation and amortisation
	(667,257)
	(287,517)
	(259,017)
	(1,808,085)
	(80,877)
	--
	(3,102,753)

	
	
	
	
	
	
	
	


6. Geografical segments

	
	Revenues
	Total assets
	Capital expenditure

	
	30/09/2006
	30/09/2005
	30/09/2006
	31/12/2005
	30/09/2006
	30/09/2005

	Czech Republic
	41,809,197
	39,355,280


	75,630,680
	75,365,892
	2,202,070
	1,947,895

	Other European countries
	29,545,607
	26,790,926
	1,071,267
	1,075,748
	--
	--

	Other countries
	453,764
	413,338
	--
	--
	--
	--

	
	71,808,568
	66,559,544
	
	
	2,202,070
	1,947,895

	Associates
	
	
	--
	--
	
	

	Total assets
	
	
	76,701,947
	76,441,640
	
	


With the exception of the Czech Republic no other individual country accounted for more than 10 % of consolidated revenues or assets. Revenues are based on the country in which the customer is located. Total assets and capital expenditure are based on location of the assets. Capital expenditure comprises expenditures relating to additions to property, plant and equipment (Note 10) and intangible assets (Note 11).

7. Analysis of expenses according to their nature

The following analysis shows the most significant types operating expenses analysed by nature.

	
	30/09/2006
	30/09/2005

	Depreciation on property, plant and equipment (Note 10)
	(2,872,683)
	(2,946,779)

	– owned assets 
	(2,761,802)
	(2,828,767)

	– leased assets under finance leases 
	(110,881)
	(118,012)

	
	
	

	Impairment of property, plant and equipment  (included in ‘Other operating  income/ expenses’)
	66,386
	(134,516)

	
	
	

	Profit on disposal of property, plant and equipment 
	48,334
	22,778

	
	
	

	Profit on disposal of emission rights
	320,999
	--

	
	
	

	Repairs and maintenance expenditure on property, plant and equipment 
	(1,217,312)
	(1,398,504)

	
	
	

	Amortisation of intangible assets (Note 11)
	(165,984)
	(155,974)

	– software (included in ‘Other operating expenses’)
	(88,926)
	(142,304)

	– other intangible assets (included in ‘Administrative expenses’)
	(77,058)
	(13,670)

	
	
	

	Impairment of other intangible assets (included in ‘Administrative expenses’)
	--
	(11,867)

	
	
	

	 Operating lease rentals payments recognized in income
	(358,579)
	(392,716)

	
	
	

	Inventory
	
	

	– costs of inventories recognised as expense (included in ‘Cost of Sales’)
	(54,063,730)
	(50,333,561)

	– reversal / recognition of part of inventory write-down
	72,985
	(66,406)

	
	
	

	Investment property
	
	

	– operating expenses (included in ‘Other operating expenses’)
	(3,087)
	(7,133)

	
	
	

	Trade receivables – reversal / recognition impairment charge for bad and doubtful debts 
	17,961
	(60,067)

	
	
	

	Staff costs  
	(2,327,542)

	(2,340,751)

	
	
	


8. Net financing costs
	
	30/09/2006
	30/09/2005

	Interest expense:
	
	

	- bank loans and borrowings
	(559,976)
	(619,917)

	- finance leases
	(11,844)
	(17,228)

	Total borrowings costs
	(571,820)
	(637,145)

	Less: amounts included in the cost of qualifying assets
	13,439 
	3,258 

	Borrowing costs recognized in statement of income
	(558,381)
	(633,887)

	Interest income
	112,179 
	38,158 

	Dividend income
	1,168 
	2,915 

	Net foreign exchange gains (losses)
	193,289 
	(129,094)

	Impairment (loss) / reversal on held-to-maturity securities
	48,182 
	(26,088)

	Discounting of non-current liabilities
	(4,466)
	(4,295)

	Other financial expenses, net
	(129,781)
	(85,735)

	Fair value gains / (loses) on derivatives
	24,285 
	24,970 

	Net financing costs
	(313,525)
	(813,056)


9. Income tax expense

	
	30/09/2006
	30/09/2005

	Current tax – domestic
	(1,159,603)
	(251,288)

	Current tax – foreign
	5,101
	--

	Deferred tax
	(184,359)
	(468,842)

	Income tax  expense
	(1,338,861)
	(720,130)


Domestic income tax is calculated in accordance with Czech tax regulations at the rate of 24% in 2006 (31 December 2005- 26 %) of the estimated taxable income for the year. Taxation for other jurisdictions is calculated at the rates prevailing in the respective jurisdictions.

10. Property, plant and equipment

Acquisitions and disposals

During the nine months ended 30 September 2006 the Group acquired assets with a cost of CZK 1,738,783 thousand (nine months ended 30 September 2005: CZK 1,220,373 thousand).

The most important increases in fixed assets are transfers of the following investment projects:

High Pressure Steam Pipeline Reconstruction – Ethylene unit of amount CZK 91,444 thousand, Plastics storage revamp of amount CZK 54,932 thousand, Furnaces BA107 and BA108 of ethylene unit reconstruction of amount CZK 59,453 thousand, POX Unit revamp – stage V of amount CZK 60,752 thousand, Polystyrenes - Separating of EPS production lines amount CZK 48,969 thousand, Oxidation of asphalt amount CZK 58,164 thousand, Refurbishment of EDC cracking furnace amount CZK 36,800 thousand, NHC Capacity and Conversion Revamp amount CZK 33,038 thousand, Chamber 11 revitalisation CZK 137,308 thousand, 4 new Petrol stations CZK 149,096 thousand, Bitumen blowing off-sites and tank farm CZK 56,159 thousand.

10. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Assets with a carrying value of 3,443 thousand were disposed of as part of the discontinued operation (see Note 16). Assets with a carrying value of CZK 58,083 thousand were disposed of during the nine months ended 30 September 2006 resulting in a gain on disposal of CZK 48,334 thousand (nine months ended 30 September 2005: gain of CZK 22,778 thousand). 

Leased assets

Property, plant and equipment include production technologies of CZK 780,475 thousand and vehicles of CZK 254,629 thousand held under finance leases. The carrying amounts of property, plant and equipment held under finance leases as of 30 September 2006 was CZK 1,035,104 thousand (nine months ended 30 September 2005: CZK 1,121,993 thousand). Most of the leased assets are purchased for a residual amount at the end of the lease period. 

The total capitalised borrowing costs in 2006 amounted to CZK 13,439 thousand (30 September 2005: CZK 3,258 thousand).

Reversal/Recognition of impairment loss

During nine months ended 30 September 2006, the Group reassessed its estimates and CZK 66,386 thousand of the impairment gain was reversed as income in comparison to nine months ended 30 September 2005 where amount CZK 134,516 thousand was recognised as expense. The estimate of recoverable amount was based on the value in use of the machines, calculated using a pre-tax discount rate of 3.2 % (31 December 2005: 3.2 %).

Capital commitments

At the balance sheet date, the Group has commitments for the acquisition of property, plant and equipment in the amount of CZK 1,681,284 thousand of which the contractual commitment is 
CZK 1,095,549 thousand as at 30 September 2006 (CZK 1,962,897 thousand, of which the contractual commitment is CZK 851,291 thousand as at 30 September 2005).

11. Intangible assets

Acquisitions and disposals

During the nine months ended 30 September 2006 the Group acquired assets with a cost of 161,094 thousand (nine months ended 30 September 2005: 256,933 thousand).

Assets with a carrying value of CZK 29,465 thousand were disposed of during the nine months ended 30 September 2006 resulting in a gain on disposal of CZK 0 thousand.

12. Other investments 

	
	30/09/2006
	31/12/2005

	Investments in  AGROBOHEMIE a.s. and ALIACHEM a.s.
	3,653,948
	3,653,948

	Other equity investments
	133,837
	132,307

	Total other investments
	3,787,785
	3,786,255


Other equity investments represent ownership interests in companies that do not have quoted market price and whose fair value cannot be reliably measured and therefore are carried at acquisition cost.
Potential impact on the carrying amount of shares of AGROBOHEMIE a.s and ALIACHEM a.s. 

In August/September 2005 UNIPETROL, a.s. received letters from DEZA, a.s. requesting to enter into share purchase agreements related to shares of AGROBOHEMIE a.s. and ALIACHEM a.s. Each of companies UNIPETROL, a.s. and Deza, a.s. are owners of 50 % shares of AGROBOHEMIE a.s. In ALIACHEM a.s., AGROBOHEMIE a.s. owns 55.01 %, UNIPETROL, a.s. 38.79 % and DEZA, a.s. 4.67 %. The remaining 1.53% of shares is owned by minority shareholders.

These letters referred to agreements on future share purchase agreements signed between UNIPETROL, a.s. and DEZA, a.s. which regard shares of AGROBOHEMIE a.s. (date of signing 12 October 2000) and ALIACHEM a.s. (date of signing 15 August 2001).

Having thoroughly analysed the signed documents and the received letters, the Board of Directors of UNIPETROL, a.s. concluded that, apart from deviating from standard market practices and prudent business behaviour, the above mentioned agreements suffer by serious legal defects which are likely to make these agreements invalid. Consequently, the Board of Directors of UNIPETROL, a.s. proposed to DEZA, a.s. to modify the agreements so that the risk of their invalidity can be safely excluded. By means of correspondence and direct meetings, UNIPETROL, a.s. tried pro-actively to convince DEZA, a.s. that the agreements are modified accordingly. 

Despite these efforts, DEZA, a.s. has rejected Board of Directors of UNIPETROL, a.s. proposals. In these circumstances the Board of Directors of UNIPETROL, a.s. decided to submit the future share purchase agreements under court’s judgement and, on 14 December 2005, filed an application to the court to have the agreements declared invalid.

On 26 January 2006 DEZA, a.s. filed to the court its claim for contractual penalties against UNIPETROL, a.s. based on the argument that UNIPETROL, a.s. breached its obligation to sign the share transfer agreements. DEZA, a.s. calculates the penalties on the basis of the above mentioned agreements in the amount of CZK 1.5 mil per day.

12.
Other investments (CONTINUED)

It is very difficult to estimate the time period within which the court will arrive at the final and unappealable decision regarding the invalidity of the agreements or payment (if any) of the contractual penalties claimed by DEZA, a.s. Court proceedings in the Czech Republic would normally last a number of years, depending on various circumstances.

On 5 April 2006 UNIPETROL, a.s. received the payment order from Prague court. UNIPETROL, a.s. requested the court that the payment order from Prague court be cancelled and that the full proceedings be commenced on the merits of the case. Within these proceedings, UNIPETROL, a.s. will continue with its claim that the above mentioned agreements are invalid and that, therefore, DEZA’s claim for contractual penalties should be rejected.

In addition, UNIPETROL, a.s. has currently no access to any commercial information relating to a future development of both AGROBOHEMIE a.s. and ALIACHEM a.s. It is also unable to manage, control or influence the operational and financial situation of both companies with the result that these companies are controlled by DEZA, a.s. In these circumstances, and given the existence of the court dispute with DEZA, a.s. UNIPETROL, a.s.' ability to sell its shares in both companies to a third party investor is very limited.

The above stated circumstances can have a significant negative impact on the value of UNIPETROL a.s.’ shares in AGROBOHEMIE a.s. and ALIACHEM a.s. However, having in mind the two facts: i) uncertainty about future result of the court proceeding and ii) difficulties with determination of fair value of these shares, no impairment charge has been established in respect of these shares and no provision for penalties has been established. The Board of Directors of UNIPETROL, a.s. believes, however, that given the above circumstances, the fair value of UNIPETROL, a.s. shareholdings in both companies is likely to be lower than their carrying amount presented in the consolidated financial statements of UNIPETROL, a.s.

13. Deferred tax

Deferred income taxes result from future tax benefits and expenses related to the differences between the tax basis of assets and liabilities and the amounts reported in the financial statements. The deferred income taxes have been calculated using the tax rate expected to apply to periods when the respective asset is realized or liability is settled (i.e. 24 % in 2006 and forward).

The movement for the year in the Group’s net deferred tax position was follows:

	
	2006

	At 1 January 
	(2,796,575)

	Income statement charge 
	(184,359)

	Tax charged to equity 
	(3,721)

	At 30 September
	(2,984,655)


The movement in deferred tax assets and liabilities (prior to offsetting of balances within the same tax jurisdiction) recognised by the Group during the period is as follows:

	Deferred tax liabilities
	At 1 January 2006
	Charged/ (credited) to net profit
	Charged to equity
	At 30 September 2006

	Property, plant and equipment
	(3,068,139)
	(18,519)
	--
	(3,086,658)

	Inventory
	(53,401)
	(21,248)
	--
	(74,649)

	Provisions 
	(6,837)
	(512)
	--
	(7,349)

	Finance lease
	(138,327)
	(3,274)
	--
	(141,601)

	Other
	(71,346)
	781
	--
	(70,565)

	Total deferred tax liabilities
	(3,338,050)
	(42,772)
	--
	(3,380,822)


	Deferred tax assets
	At 1 January 2006
	Charged/ (credited) to net profit
	Charged to equity
	At 30 September 2006

	Property, plant and equipment
	32,713
	--
	--
	32,713

	Provisions
	254,409
	(72,861)
	--
	181,548

	Unused tax losses carried forward
	139,437
	(60,880)
	--
	78,557

	10% investment relief
	89,395
	(5,125)
	--
	84,270

	Derivative instruments
	6,300
	(2,579)
	(3,721)
	--

	Other
	19,221
	(142)
	--
	19,079

	Total deferred tax assets
	541,475
	(141,587)
	(3,721)
	396,167


Deferred income tax assets and liabilities are offset when there is legally enforceable right to set off current tax assets against current tax liabilities and when the deferred income taxes relate to the same fiscal authority. The following amounts, determined after appropriate offsetting, are shown in the consolidated balance sheet:

	
	30/09/2006
	31/12/2005

	Deferred tax asset
	26,772
	51,044

	Deferred tax liability
	(3,011,427)
	(2,847,619)

	Net
	(2,948,655)
	(2,796,575)


14. Inventories

	
	30/09/2006
	31/12/2005

	Raw materials 
	4,044,895 
	5,706,396

	Net realisable value allowance for raw materials
	(397,214)
	(128,292)

	Work in progress 
	1,844,473 
	1,771,082 

	Net realisable value allowance for work in progress
	(6,013)
	(16,972)

	Goods for sales
	3,041,144 
	3,786,916 

	Net realisable value allowance for goods for sales
	(22,008)
	(293,172)

	Total
	8,505,277 
	10,825,958


Changes in net realisable value allowances for inventories amounting to CZK 72,985 thousands   are included in “other operating income” for 9 month ended 30 September 2006 (31 December 2005 – CZK 154,621 thousands in “other operating costs”).

15. Non-current assets held for sale 
CELIO a.s.

The Group’s share in CELIO a.s. cost of which is CZK 78,334 thousand was classified as a current asset held for sale since its carrying amount will be recovered principally through a sale transaction rather than through continuing use. The management agreed a plan to sell the asset. Based on the recent offer received from a potential buyer the fair value of the share would exceed the cost plus expenses associated with the sale.

SPOLANA a.s.

Part of the Group (81,78 % of shares of SPOLANA a.s. subsidiary) included in Chemical segment is presented as a disposal group held for sale following the approval of the Supervisory Board and the Board of Directors, on 26 October 2006, in accordance with the Main strategic objectives and key targets within long-term activity plan. The Share Purchase Agreement on sale of 81.78 % of shares of SPOLANA a.s. was executed on 27 October 2006, and a sale is expected by November 2006. At 30 September 2006 the disposal group comprised assets of CZK 3,333,625 thousand less liabilities of CZK 1,811,329 thousand.

An impairment loss of CZK 387,201 thousand on the remeasurement of the disposal group to the lower of its carrying amount and its fair value less costs to sell has been recognized in Consolidated Income Statement. The calculation of the impairment loss is based on SPOLANA September’s 2006 results (the estimation of the overall effect in income statement previously published was the loss in the range of CZK 350 million based on June’s 2006 results).

15.
Non-current assets held for sale (CONTINUED)
Assets classified as held for sale

	
	30/09/2006

	Property, plant and equipment
	2,001,001 

	Investment property
	127,180 

	Intangible assets
	1,540 

	Other investments
	2,378 

	Non-current receivables
	21,952 

	Inventories
	477,658 

	Trade receivables 
	553,690 

	Prepayments and other current assets
	89,066 

	Cash and cash equivalents
	59,160 

	Assets held for sale
	3,333,625 


Liabilities classified as held for sale

	
	30/09/2006

	Provisions
	157,274 

	Finance lease liability
	489 

	Other non-current liabilities
	15,605 

	Trade payables and accruals
	525,266 

	Current portion of interest bearing loans and borrowings
	1,042,628 

	Short-term bank loans
	68,983 

	Current portion of finance lease liability
	1,084 

	Liabilities related to assets held for sale
	1,811,329


Assets and liabilities classified as held for sale are presented after elimination of intragroup balances in accordance with Group accounting policy.

16. Discontinued operation
In July 2006, the Group sold its entire subsidiary B.U.T., s.r.o., a part of business segment Other. The related assets and liabilities were classified as held for sale at 31 March 2006, the date of first application of IFRS 5 Non-current Assets Held for Sale and Discontinued Operations. At 1 January 2006, no gain or loss arose on the measurement to fair value less cost to sell.

In July 2006, the subsidiary was sold for CZK 341,000 thousand cash and pre-tax gain of CZK 4,807 thousand was recorded.
Effect of the disposal on the financial position of the Group
	
	30/09/2006

	Property, plant and equipment 
	(237,455)

	Trade receivables
	(34,320)

	Cash and cash equivalents
	(31,847)

	Trade payables
	36,287

	Reserves
	6,430

	Net identifiable assets and liabilities
	(260,905)

	
	

	Consideration received, satisfied in cash
	341,000

	Cash disposed of
	(31,847)

	Net cash (inflow)
	309,153


Results of discontinued operation
	
	30/09/2006
	30/09/2005

	Revenue
	45,690
	55,254

	Profit from operation
	8,478
	6,938

	Finance costs
	7
	90

	Gain on sale of discontinued operation
	80,095
	--

	Profit before tax
	88,580
	7,028

	Income tax (expense)/credit
	(4,807)
	--

	Net profit for the period
	83,773
	7,028

	
	
	

	Attributable to:
	
	

	Equity holders of the parent
	83,773
	7,028

	Minority interests
	--
	--

	Net profit for the period
	83,773
	7,028


17. Interest bearing loans and borrowings

	Creditor / Currency
	Balance as at 30/09/2006
	Fair value at 30/09/2006 
	Effective interest rate in 2006
	Balance as at 31/12/2005

	Citibank, N.A. / USD
	465,569
	465,569
	6M LIBOR*
	596,886

	PKN ORLEN S.A.  / CZK
	278,792
	278,792
	3M PRIBOR*
	2,153,910

	Česká spořitelna, a.s.  / CZK and EUR
	408,556
	408,556
	6M PRIBOR*
	347,834

	ČSOB, a.s. / CZK
	400,004
	400,004
	3M PRIBOR*
	172,859

	ING Bank N.V. / CZK
	162,500
	162,500
	3M PRIBOR*
	200,000

	ING Bank N.V. / EUR 
	428,098
	428,098
	6M EURIBOR*
	493,085

	Kreditanstalt für Wiederaufbau / EUR
	1,279,101
	1,279,101
	6M EURIBOR*
	1,479,149

	Raiffeisen banka a.s. / CZK 
	
	
	3M PRIBOR*
	187,500

	Raiffeisen banka a.s. / CZK
	--
	--
	3M PRIBOR*
	33,458

	Syndicated loan from the bank consortium of Česká spořitelna, a.s., CALYON BANK CZECH REPUBLIC, a.s., Citibank a.s., Komerční banka, a.s., Investcredit Bank, ING Bank N.V. org.složka, ČSOB, a.s., HVB Bank Czech Republic, a.s.  / CZK and EUR
	2,141,490
	2,141,490
	6M PRIBOR*     6M EURIBOR*
	2,612,718

	Živnostenská banka, a.s. / EUR
	428,098
	428,098
	6M LIBOR*
	493,085

	Long-term bonds – Issue I. – 1998
	2,437,769
	3,226,166
	8,7% p.a.
	2,293,139

	Long-term bonds – Issue II. - 1998
	1,248,389
	1,248,389
	9,82% p.a.
	1,171,756

	Total
	9,678,366
	10,466,763
	 
	12,235,379

	Portion of the long-term loans and bonds maturing within next 12 months
	(2,722,398)
	(2,722,398)
	 
	(3,465,890)

	Interest bearing borrowings
	6,955,968
	7,744,365
	 
	8,769,489


        *) Interest rates are increased by the agreed mark up.

Bank covenants

The Group failed to comply with the following conditions set out by the banks in the loan agreements:

· Long-term bank loan provided by ČSOB, a.s. – debt recovery

· Short-term bank loan provided by Raiffeisen banka a.s. – operating profit margin

The management has discussed this matter with the banks and at the moment the Group is not exposed to a risk that the loans would be cancelled.

18. Provisions 

Changes in provision during period ended 30 September 2006 were as follows:

The provision for land restoration, which is recognised as a result of the legal obligation to restore the fly-ash dump land was increased in amount of CZK 8,304 thousand. The expected timing of this event is after 2043. 

The Group created new environmental provision for remediation of damages related to operation of the hydrogeological protection of underground waters. The total provision amounted to CZK 29,210 thousand as at 30 September 2006: the long-term part of the provision was recognised in the amount of CZK 10,153 thousand, the short-term part of it was recognised in the amount of CZK 19,057 thousand.
The provision for legal disputes was recognised in amount of CZK 17,095 thousand. The most important component were as follows:

- the provision for potential penalties from SYNTHESIA, a.s. amounting to 11,976 thousand,

- the provision, which The Group recognised as a result of litigation with Agrobanka Praha, a.s. v likvidaci amounting to CZK 5,119 thousand.
The Group reversed the provision for liquidation of property amounting to CZK 12,622 thousand.

The provision for unused holiday was reversed in amount of CZK 48,539 thousand.

The provision for employee benefits was recognised in amount of CZK 24,470 thousand and used in amount of CZK 13,145 thousand.

As at 30 September 2006, the Group reversed provision for wages in amount CZK 6,500 thousand.
19. Finance lease liability

	
	Minimum lease payments
	Present value of minimum lease payments

	
	30/09/2006
	31/12/2005
	30/09/2006
	31/12/2005

	Amounts payable under finance leases:
	
	
	
	

	Not later than one year
	144,266
	143,215
	131,007
	128,129

	Later than one year and not later than five years inclusive
	234,998
	292,785
	226,390
	279,470

	Later then five years
	--
	--
	--
	--

	
	379,264
	436,000
	357,397
	407,599

	Less: future finance charges
	(21,867)
	(28,401)
	N/A
	N/A

	
	
	
	
	

	Present value of lease obligation
	357,397
	407,599
	357,397
	407,599

	
	
	
	
	

	Less: Amount due for settlement within 12 months
	
	
	131,007
	128,129

	 Amount due for settlement after 12 months
	
	
	226,390
	279,470


It is the Group’s policy to lease certain of its fixtures and equipment under finance leases. The average lease term is 3-4 years. For the period ended 30 September 2006 year the average effective borrowing rate was 3.7 – 5 % (31 December 2005: 3.7 - 5 %). Interest rates are fixed at the inception of the lease. All leases are on a fixed repayment basis and no arrangements have been entered into for contingent rental payments.

All lease obligations are denominated in Czech crowns.

The fair value of the Group’s lease obligations approximates their carrying amount.

20.    Operating leases

The Group as lessee

At the balance sheet date, the Group had future minimum lease payments under non-cancellable operating leases for the following periods:

	
	Minimum lease payments

	
	30/09/2006
	31/12/2005

	Not later than one year
	54,348
	74,007

	Later than one year and not later than five years inclusive
	60,235
	104,216

	Later then five years
	--
	6,809

	Total
	114,583
	185,032


The Group leases railway containers and information technology under operating leases. The railway containers leases typically run for an undefined period. Information technology leases run up to the end 2007 with an option to renew the lease after that date. Lease payments are increased annually to reflect market conditions. None of the leases includes contingent rentals.

	
	30/09/2006
	30/09/2005

	Minimum lease payments under operating 

leases recognised as expense during the year
	358,579
	392,716


21. Guarantees, commitments and other contingencies

Guarantees issued

The Group issued a guarantee of CZK 405 thousands in respect of the loan drawn by the Municipal Authority Chvatěruby from the State Environmental Fund of the Czech Republic and a guarantee of CZK 600 thousands in respect of the loan drawn by SPOLSIN s.r.o. from Česká Konsolidační Agentura. 

As of the balance sheet date, there are no indications that any of the above transactions is likely to result in a liability of the Group.

Guarantees received

Based on the Group’s request, Citibank a.s. has issued a bank guarantees in respect of custom duty and consumption tax due to the Custom Authorities. As of 30 September 2006, the total balance of the guarantee was CZK 116,000 thousands (31 December 2005 – CZK 105,000 thousands).

As of 30 September 2006 the Group received bank guarantees for trade receivables amounting to CZK 33,041 thousands (31 December 2005 – CZK 23,658 thousands).

22. Related parties

Parent and ultimate controlling party

During nine months ended 30 September 2006 a majority (62,99 %) of the Company’s shares were in possession of POLSKI KONCERN NAFTOWY ORLEN S.A.
Transactions with key management personnel:

	30 September 2006
	Supervisory Board
	Board of directors
	Other key management
	Total

	Total remuneration 
	
	
	
	

	Short term employee benefits
	14,364
	19,845
	165,781
	199,990

	Other long term employee benefits
	-
	-
	-
	-

	Termination benefits (severance pay and other remuneration)
	-
	7,910
	8,265
	16,175

	Number of persons 
	62
	51
	119
	232


Transaction with non-consolidated subsidiaries, associates and other related parties:

	
	
	                        30/09/2006
	31/12/2005

	
	PKN Orlen
	Parties held as equity investments
	Associates 

	Other related parties
	Parties held as equity investments
	Associates 
1-9/2005
	Other related parties

	Current receivables 
	--
	45,855
	--
	1,063,697
	48,426
	3,790
	1,657,516

	Non-current receivables
	--
	2,709
	           --
	15,959
	19,151
	--
	--

	Current payables
	1,101,626
	2,871
	           --
	853,865
	23,921
	18,608
	8,245

	Non-current payables
	1,275,760
	--
	           --
	33,583
	9,461
	--
	--

	Expenses
	29,707,773
	9,215
	           --
	7,217,671
	102,474
	193,988
	135,414

	Revenues
	371,146
	85,933
	           --
	3,591,271
	111,174
	57,160
	2,587,232

	Sales of property, plant and equipment
	--
	--
	           --
	553
	25,835
	25
	--

	Interests income and expense
	48,561
	--
	           --
	848
	--
	4,164
	340


23. Risk management

A principal change in crude supply strategy has been implemented in the year 2006. As of 1st January, the majority shareholder of UNIPETROL, a.s., Polski Koncern Naftowy ORLEN S.A., has become an exclusive supplier of Russian Export Blend Crude Oil via Druzhba pipeline for Group on the basis of a long term agreement. Same has been implemented with seaborne barrels - as of 1st April PKN Orlen has become an exclusive supplier of sweet crudes via port of Trieste and TAL-IKL pipelines for GROUP's processing share in Kralupy refinery.

Other aspects of the Group’s financial risk management objectives and policies are consistent with that disclosed in the consolidated financial statements as at and for the year ended 31 December 2005.

Foreign exchange risk  

The foreign exchange risk arises most significantly from the exposure of trade payables and receivables denominated in foreign currencies, and the foreign currency denominated loans and borrowings. Foreign exchange risk regarding trade payables and receivables is covered to a great deal by natural hedging of trade payables and receivables denominated in the same currencies. Hedging instruments (forwards, currency swaps) are also used, to cover significant foreign exchange risk exposure of trade payables and receivables not covered by natural hedging. 

Interest rate risk

The Group manages its exposure to interest rate risk by changing the portion of fixed rate debt and variable rate debt in its total debt portfolio. To manage this mix, the Group enters into interest rate agreements in which it exchanges the periodic payments based on a notional amount and agreed fixed and variable interest rate.

Credit risk

The Group’s credit risk is primarily attributable to its trade receivables. The amounts presented in the balance sheet are net of impairment losses, estimated by the Group’s management based on prior experience and their assessment of the credit status of its customers.

The credit risk on cash and cash equivalents is limited because the counter parties are banks with high credit ratings assigned by international credit-rating agencies.

The Group has no significant concentration of credit risk, with exposure spread over a large number of counter parties and customers.

24. Emission rights

In 2005 the Group obtained allowances for carbon dioxide emissions according the Czech National Allocation Scheme. In 2006 the Group received the second part 1/3 of the total quota, i.e. 5,287,098 pieces.

	Information on granted emission rights and its balance sheet presentation
	Amount
	Value in TCZK

	The total number of the emission rights allocated to the Group for the period 2005-2007
	15,861,294
	9,624,734 

	Estimated / actual utilization in 2005 of the acquired rights 
	4,397,913
	2,668,682 

	Emissions planned in 2006, including:
	4,609,237
	2,796,914 

	            Emissions planned in 1st quarter of 2006
	1,209,699
	734,053 

	            Emissions planned in 2nd quarter of 2006
	1,059,353
	642,822

	            Emissions planned in 3rd quarter of 2006
	1,061,670
	644,228 

	Emissions planned in 2007
	4,646,137
	2,819,305

	Revenues from sales of emissions allowances in the period of 2006
	440,000
	320,999 


The net value of granted emission rights as at 30 September 2006 in the consolidated balance sheet of the Group is zero i.e. the difference between granted emission rights and deferred income related to receipt of rights free of charge.

25. Investment incentives

The Group obtained the investment incentive for acquisition of production equipment in the form of income tax relief in the amount up to CZK 2,189 million under the relevant regulation. There are strict conditions which need to be fulfilled in order to be eligible for the investment incentives. If these conditions are not met there is a risk that the tax relief will be withdrawn and sizeable penalties can be assessed. 
As at 30 September 2006 the investment incentive was utilized as follows:

	 
	CZK thousand

	Investment incentive approved
	2,184,922

	Tax relief utilised as at balance sheet date
	(175,496)

	Tax relief expired as at balance sheet date
	(1,566,998)

	Investment incentive outstanding as at 30 September 2006
	442,428


Until 30 June 2006 the Group claimed and presented as utilised the tax relief of CZK 490 million at balance sheet date. In meantime CHEMOPETROL a.s. received interpretation of the respective tax legislation that is different from the opinion which was in their possession previously. It is uncertain whether or not the conditions of tax incentive would be considered as being met and whether CHEMOPETROL a.s. would be allowed to use the tax incentive. In order to avoid any penalties, CHEMOPETROL decided not to utilize the incentives connected with the tax statement for 2005 and provided adequate procedures to claim the tax back in form of tax return - which was filed on 2 October 2006. The additional 2005 claimed tax charge totaled to CZK 324 million is shown in position: Investment incentive outstanding as at 30 June 2006. The additional 2005 tax charge of CZK 324 million has been paid and is recorded in Financial Statements as of 30 September 2006. It has impact also on consolidated UNIPETROL Income statement; the income tax expense is increased by CZK 324 million and the net profit in III Q was degreased to the value CZK 2,912,402 thousand.
26. Significant post balance sheet events 

Finalization of the selling process relating to shares in SPOLANA a.s.

On October 27, 2006, Unipetrol, as seller, and Zakłady Azotowe ANWIL Spółka Akcyjna, with its registered office at Włocławek, Toruńska 222, Poland, KRS (Company Id. No.): 0000015684 (“Anwil”), as purchaser, executed the Share Purchase Agreement (the “Share Purchase Agreement”) on sale of 81.78 % of shares of SPOLANA a.s., with its registered office at Neratovice, ul. Práce 657, Postal Code: 277 11, IČ (Company Id. No.): 45147787 (“Spolana”).

Under the Share Purchase Agreement, the price for the shares representing in the aggregate 81.78 % of the registered share capital of Spolana (the “Sale Shares”) amounts to CZK 640,382,956.

Under the Share Purchase Agreement, Anwil is obligated to undertake financial restructuring of Spolana via satisfaction in full of the debt owed by Spolana to Unipetrol amounting to CZK 660 million as of 25 October 2006.

The purchase price may be subject to the following price adjustment on the occurrence of any of the following conditions: 

(i)
environmental guarantee provided by the National Property Fund of the Czech Republic (now, the Czech Republic through the Ministry of Finance) will not be sufficient for compensation of costs for the environmental damage remediation of the Old Amalgam Electrolysis project – in such case, Unipetrol will be obligated to financially indemnify Anwil up to 40 % of the purchase price provided that all necessary steps will have been taken by Anwil and Spolana without success for obtaining additional funds for this purpose, or

(ii) other potential obstacles in Spolana’s future operation – Unipetrol will be obligated to financially indemnify Anwil up to 1-3 % of the purchase price.

26.  SIGNIFICANT POST BALANCE SHEET EVENTS (CONTINUED)
Continuation of the selling process relating to shares in KAUČUK, a.s.

During period 2006 the Company continued with procedure leading to the sale of the Company’s shares in KAUČUK, a.s.
Change in statutory bodies
At its meeting of October 26, 2006, the Supervisory Board of UNIPETROL, a.s., recalled Mr. Marek Mroczkowski from his position as a member of the UNIPETROL, a.s. Board of Directors. 
7
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