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1. Description of the Company 

Establishment of the 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
As of 30 September 2006
UNIPETROL, a.s.

Klimentská 10

110 05 Praha 1

Czech Republic

Principal business of the Company

UNIPETROL, a.s. operates as a holding company that controls a group of companies engaged in the oil refinery, production of petrochemical commodities, semi-finished products for industrial fertilizers, polymer materials including synthetic rubber, generation of heat and electricity, distribution and gas stations operation.

The Company is involved in providing economic and organizational advisory services, financing, intermediation of services, advisory services relating to chemical industry, internal and external communication advisory services and human resources consultancy.

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 %

2. Significant accounting policies

Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as adopted for use in the European Union and its interpretations adopted by the International Accounting Standards Board (IASB). 

Basis of preparation
The financial statements are presented in thousands of Czech crowns, rounded to the nearest thousand. They are prepared on the historical cost basis. The financial statements are non-consolidated. The Company prepares also consolidated financial statements in accordance with International Financial Reporting Standards. 

The preparation of 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.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in which the estimate is revised if the revision affects only that period or in the period of the revision and future periods if the revision affects both current and future periods.

Judgements made by management in the application of IFRS that have significant effect on the financial statements and estimates with a significant risk of material adjustment in the next year are discussed below.

The accounting policies set out below have been applied consistently to all periods presented in these consolidated financial statements.

(1) Investments in subsidiaries, jointly controlled entities and associates
Investments in subsidiaries, jointly controlled entities and associates are carried in the balance sheet at cost less any impairment in the value of individual investments.

(2) Loans provided to subsidiaries and associates

Loans provided to subsidiaries and associates are recognised initially at fair value less attributable transaction costs. Subsequent to initial recognition, loans are stated at amortised cost with any difference between cost and redemption value being recognised in the income statement over the period of the loan on an effective interest basis.

2.
Significant accounting policies (continued)
(3) Revenue recognition

(i) Services rendered

Revenue from services rendered is recognised in the income statement in proportion to the stage of completion of the transaction at the balance sheet date. The stage of completion is assessed by reference to surveys of work performed. No revenue is recognised if there are significant uncertainties regarding recovery of the consideration due, associated costs or the possible non-acceptance of services.

(ii) Fees and Rental income

Fees for use of land owned by Company are recognised when the right to settlement of the fees arises. These fees are recorded on an accrual basis during year.

(iii) Interest and dividend income

Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest rate applicable.

Dividend income from investments is recognised when the shareholders’ rights to receive payment have been established.

(4) Foreign currency

(i) Foreign currency translation

Foreign currency transactions are translated to Czech crowns at the Czech National Bank official exchange rate prevailing on the day of the transaction. Monetary assets and liabilities denominated in a foreign currency are retranslated at the Czech National Bank official exchange rates as at the balance sheet date. Exchange differences arising on translation are included in revenues and expenses. Non-monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are translated to Czech crowns at the foreign exchange rate prevailing at the date of the transaction.

(5) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until such time as the assets are substantially ready for their intended use or sale. Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in net profit or loss in the period in which they are incurred.

(6) Taxation

2.
Significant accounting policies (continued)
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the income statement because it excludes items of income or expense that are taxable or deductible in other years and it further excludes items that are never taxable or deductible. The Company’s liability for current tax is calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of assets and liabilities in the financial statements and the corresponding tax basis used in the computation of taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that it is probable that taxable profits will be available against which deductible temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary difference arises from goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that affects neither the tax profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries and associates, and interests in joint ventures, except where the Company is able to control the reversal of the temporary difference and it is probable that the temporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the asset realised. Deferred tax is charged or credited in the income statement, except when it relates to items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.

(7) Property, plant and equipment

(i) Owned assets

Items of property, plant and equipment are stated at cost less accumulated depreciation (see below) and impairment losses (refer to accounting policy 9). The cost of self-constructed assets includes the cost of materials, direct labour and an appropriate proportion of production overheads.

Depreciation is charged so as to write off the cost or valuation of assets to their residual values, other than land, over their estimated useful lives, using the straight-line method, on the following bases:

Computer systems, office equipment

4 – 12 years

Vehicles





   4      years

2.
Significant accounting policies (continued)
Furniture and fixtures



4 – 12 years

Assets under development represent plant and properties under construction and are stated at cost. This includes cost of construction, plant and equipment and other direct costs. Assets under development are not depreciated until the relevant assets are ready for their intended use.

Items of property, plant and equipment costing less than CZK 40 thousand are charged to the profit and loss account in the period in which they are ready for their intended use. 

The gain or loss arising on the disposal or retirement of an asset is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised in income.

The residual value, estimated useful life and depreciation methods are reassessed annually.

 (ii) Leased assets

The Company is the lessee

Leases of property, plant and equipment where the Company has substantially all the risks and rewards of ownership are classified as finance leases. 

Finance leases are capitalised at the inception of the lease at the lower of the fair value of the leased property or the present value of the minimum lease payments. Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations, net of finance charges, are included in liabilities. The interest element of the finance cost is charged to the income statement over the lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for each period. In calculating the present value of the minimum lease payments the discount factor is the interest rate implicit in the lease.

The property, plant and equipment acquired under finance leases are depreciated over the useful life of the asset.

Leases where a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line basis over the period of the lease.

(iii) Subsequent expenditure

Repairs and maintenance are charged to the income statement during the financial period in which they are incurred. The cost of major renovations is included in the carrying amount of the asset when it is probable that future economic benefits in excess of the originally assessed standard of performance of the existing asset will flow to the Company. Major renovations are depreciated on a straight basis over the remaining useful life of the related asset.

(8) Intangible assets

2.
Significant accounting policies (continued)
Intangible assets are stated at cost less accumulated amortisation (see below) and impairment losses (refer to accounting policy 9).

Intangible assets with an acquisition cost of less than CZK 60 thousand are expensed in the period in which they are ready for their intended use. Intangible assets are not re-valued. Amortisation of intangible assets charged to expense is presented in the line Depreciation and amortisation on the face of income statement.

The residual value, estimated useful life and depreciation methods are reassessed annually.

(i) Other intangible assets
Expenditure to acquire patents, trademarks and licenses is capitalised and amortised using the straight-line method over their useful lives.

(ii) Subsequent expenditure 
Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future economic benefits embodied in the specific asset to which it relates. All other expenditure is expensed as incurred.

(9) Impairment

The carrying amounts of the Company’s assets, other than deferred tax assets (refer to accounting policy 6), are reviewed at each balance sheet date to determine whether there is any indication of impairment. If any such indication exists, the asset’s recoverable amount is estimated. For intangible assets that are not yet available for use, the recoverable amount is estimated at each balance sheet date. An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable amount. Impairment losses are recognised in the income statement.

(i) Calculation of recoverable amount

The recoverable amount of the Company’s investments in held-to-maturity securities and receivables arrived at amortised cost is calculated as the present value of expected future cash flows, discounted at the original effective interest rate inherent in the asset. Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in use. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the cash-generating unit to which the asset belongs.

(ii) Reversals of impairment

2.
Significant accounting policies (continued)
An impairment loss in respect of a held-to-maturity security or receivable is reversed if the subsequent increase in recoverable amount can be related objectively to an event occurring after the impairment loss was recognised. 

In respect of other assets, an impairment loss is reversed if there has been an indication that the impairment loss may no longer exist and there has been a change in the estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been recognised. A reversal of an impairment loss is recognised as income.

 (10) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on demand and form an integral part of the Company’s cash management are included as a component of cash and cash equivalents for the purpose of the statement of cash flows.

(11) Trade receivables

Trade receivables are stated at amortised cost as reduced by appropriate allowances for estimated irrecoverable amounts. Allowances for the full amount outstanding are recognised for receivables from debtors in bankruptcy and composition proceedings, from debtors in liquidation, receivables litigated in court or for other doubtful debts.

(12) Investments in debt and equity securities

Financial instruments held for trading are classified as current assets and are stated at fair value, with any resultant gain or loss recognised in the income statement.

Other financial instruments held by the Company are classified as being available-for-sale and are stated at fair value, with any resultant gain or loss being recognised directly in equity, except for impairment losses and, in the case of monetary items such a debt securities, foreign exchange gains and losses. When these investments are derecognised, the cumulative gain or loss previously recognised directly in equity is recognised in profit or loss. Where these investments are interest bearing, interest calculated using the effective interest method is recognised in profit or loss.

The fair value of financial instruments classified as held for trading and available-for-sale is their quoted bid price at the balance sheet date.


Financial instruments classified as held for trading or available-for-sale investments are recognised / derecognised by the Company on the date it commits to purchase / sell the investments. Securities held-to-maturity are recognised / derecognised on the day they are transferred to / by the Company.

2.
Significant accounting policies (continued)

(13) Interest-bearing loans and borrowings

Interest-bearing loans and borrowings are recognised initially at fair value less attributable transaction costs. Subsequent to initial recognition, interest-bearing loans and borrowings are stated at amortised cost with any difference between cost and redemption value being recognised in the income statement over the period of the loan on an effective interest basis.

(14) Trade payables

Trade payables are stated at amortised cost.

(15) Provisions

Provisions are recognised when the Company has a present obligation as a result of a past event and it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and the amount of the obligation can be measured reliably. If the effect is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, where appropriate, the risks specific to the liability.

The Company establishes provisions for legal disputes and penalties. 

(16) Social security and pension schemes

Contributions are made to the Czech government’s health retirement and unemployment schemes at the statutory rates in force during the year based on gross salary payments. The cost of security payments is charged to the income statement in the same period as the related salary cost. The Company has no pension or post-retirement commitments.

(17) 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.

3. Revenue
An analysis of the Company’s revenue is as follows:

	
	30/09/2006
	30/09/2005

	Fees for use of land
	
	

	Domestic
	62,487
	62,421

	Export
	--
	--

	Revenue from services
	
	

	Domestic
	66,930
	58,432

	Export
	--
	--

	Total revenue
	129,417
	120,853


4. Business segments

The Company operates within one segment and recognises fees for easements on lands and providing services to subsidiaries and jointly controlled entity.

5. Operating profit before financing income

The following items have been included in arriving at operating profit before financing income:

	 
	30/09/2006
	30/09/2005

	Sales of services
	129,417
	120,853

	Consumed material and energy
	(5,890)
	(5,591)

	Operating leasing
	(11,124)
	(11,139)

	Repairs and maintenance expenditure on property, plant and equipment
	(1,803)
	(1,023)

	Travel  expenses
	(2,215)
	(1,978)

	Representation costs
	(1,381)
	(2,933)

	Audit and control 
	(2,681)
	(800)

	Advisory services
	(12,964)
	(11,084)

	Advertising
	(24,753)
	(30,080)

	Legal services
	(6,605)
	(4,680)

	Education 
	(1,220)
	(904)

	Telecommunication fees
	(1,446)
	(572)

	Services regarding administration of financial assts
	(28,622)
	--

	Other services (mostly administration of land)
	(28,492)
	(39,467)

	Payroll costs
	(73,690)
	(51,959)

	Remuneration of members of statutory bodies
	(7,194)
	(4 239)

	Social security and health insurance costs
	(25,090)
	(17,688)

	Social costs
	(590)
	(300)

	Taxes and charges
	(985)
	(978)

	Depreciation and amortization
	(4,242)
	(3,845)

	Sales of PPE and material
	2,209
	4 454

	Net book value of PPE and material sold
	(1,051)
	(2,759)

	Change in reserves and provisions relating to operating activities and complex deferred expenses
	229
	(1,321)

	Other income
	946
	1,320

	Other expenses
	(7,073)
	(8,184)

	Operating loss before financing income
	(116,310)
	(74,897)


6. Net financing Income
	
	30/09/2006
	30/09/2005

	Interest expense:
	
	

	- loans and  borrowings
	(306,744)
	(346,958)

	Total borrowing cost
	(306,744)
	(346,958)

	Less: amounts included in the cost of qualifying assets
	-- 
	-- 

	Borrowing cost recognized in the income statement
	(306,744)
	(346,958)

	Interest income
	327,845
	359,508

	Dividend income 
	2,836,330
	1,099,862

	(Impairment) / reversal of impairment charged to investments
	--
	(376,254)

	Net foreign exchange losses
	(620)
	(86)

	Other financial income
	3,381
	5,685

	Other financial expenses 
	(2,606)
	(4,074)

	Net financing income
	2,857,586
	737,683


In period ended 30 September 2006 the company recognized dividend income from CHEMOPETROL, a.s in amount of CZK 2,349,735 thousands and from KAUČUK, a.s. amounting to CZK 486,595 thousands.
7. Loans to subsidiaries
CHEMOPETROL, a.s. repaid part of non-current loans in amount of CZK 309,693 thousands.

As at 30 September 2006 is loan, which was provided to BENZINA a.s. in amount of CZK 1,248,389 thousands, presented in position Current loan to subsidiaries. 
8. Other receivables
As of 30 September 2006 the company recognized the dividend receivable to CHEMOPETROL, a.s. amounting to CZK 1,149,735 thousands. The receivable will be repaid in accordance with repayment schedule. The last repayment will be realized till the end of the year 2006.

9. Interest-bearing loans and borrowings
During 9 months ended 30 September 2006 the company repaid part loans in amount of CZK 309,693 thousands. The II. Emission of securities in amount of CZK 1,248,389 thousands is presented in position Current interest-bearing loans and borrowings.

10. Non-current assets held for sale

SPOLANA a.s.

Part of the Group (81,78 % of shares of SPOLANA a.s. subsidiary) included in Chemical segment is presented as asset 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 (see Note 12). At 30 September 2006 the disposal group comprised assets of CZK 570 422 thousand.

Additional information
Potential impact on the carrying amount of shares of AGROBOHEMIE, a.s and ALIACHEM, a.s. (from 1 April 2006 change the name of company to Synthesia, 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. 
11.   ADDITIONAL INFORMATION (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. will request 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. As the Company has no longer a significant influence over AGROBOHEMIE, a.s. and ALIACHEM, a.s., these shares are presented as Other investments (31 December 2004 – Investments in associates). 
11. 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.

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 Board of Directors.
7
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