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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 2007 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 2006.

The presentation of major associates is the same as presentation used in Group’s consolidated financial statements as of 31 December 2006.

The consolidated interim financial statements of the Group as at and for the year ended 31 December 2006 are available upon request from the Company’s registered office or at website address.

Change in structure of the Group

On 30 January 2007 the Company entered into a share purchase agreement with FIRMA CHEMICZNA DWORY S.A. to sell 100 % of shares of KAUČUK, a.s. The contracted selling price is EUR 195 million. On 19 July 2007 the shares were transferred to the purchaser and subsequently the purchase price was settled. The negative sale impact of CZK 2,336,796 thousand was reduced by impairment amounting to CZK 1,669,916 thousand recognized in 2006 and CTK 666,880 thousand recognized in current period. The increase of net assets of KAUČUK from January 2007 up to the selling date was compensated by impairment in the same amount.
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 interim financial statements of the Group as at and for the year ended 31 December 2006. 
B
Basis of preparation
Certain new standards, amendments and interpretations to existing standards have been published that are mandatory for the Group’s accounting periods beginning on or after 1 January 2007 or later periods but which the Group has not early adopted. Relevant items are as follows:

· IFRIC 11 IFRS 2 – Group and Treasury Share Transactions (effective for annual periods beginning on or after 1 March 2007). The Interpretation requires a share-based payment arrangement in which an entity receives goods or services as consideration for its own equity-instruments to be accounted for as an equity-settled share-based payment transaction, regardless of how the equity instruments needed are obtained. It also provides guidance on whether share-based payment arrangements, in which suppliers of goods or services of an entity are provided with equity instruments of the entity’s parent, should be accounted for as cash-settled or equity-settled in the entity’s financial statements. IFRIC 11 is not relevant to the Group’s operations as the Company has not entered into any share-based payments arrangements.
· IFRIC 12 Service Concession Arrangements (effective from 1 January 2008). The Interpretation provides guidance to private sector entities on certain recognition and measurement issues that arise in accounting for public-to-private service concession arrangements. IFRIC 12 is not relevant to the Group’s operations as none of the Group entities have entered into any service concession arrangements. 

Except as described above, 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 2006.

3. 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. 

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 2006.

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

New classifications in the financial statements
In order to be consistent with the classification principles of the Unipetrol Group accepted in year 2007, 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, reclassifications of previous periods and their impact on the balance sheet and the income statement for the periods ended 31 December 2006 and 30 September 2006:

4.    CHANGE IN ACCOUNTING POLICY AND RECLASIFICATIONS OF PREVIOUS PERIODS (CONTINUED)
	
	31/12/2006
as previously stated
	Reclasification of acquisition of intangible assets
	Reclasification of prepayments
	Reclasification of accruals
	Reclasification of state budget receivables and liabilities
	31/12/2006 
as restated

	Property, plant and equipment
	34,366,580
	82,089
	(352,453)
	
	
	34,096,216

	Investment property
	
	
	
	
	
	 

	Intangible assets
	1,738,824
	(82,089)
	
	
	
	1,656,735

	Other investments
	3,710,018
	
	
	
	
	3,710,018

	Non-current receivables
	202,398
	
	
	
	
	202,398

	Derivative financial instruments
	45,045
	
	
	
	
	45,045

	Deferred tax asset
	70,895
	
	 
	 
	 
	70,895

	Inventories
	7,884,539
	
	(12,026)
	
	
	7,872,513

	Trade receivables
	11,176,135
	
	364,479
	103,480
	(26,831)
	11,617,263

	Prepayments and other current assets
	874,243
	
	
	(103,480)
	
	770,763

	Derivative financial instruments
	6,847
	
	
	
	
	6,847

	Income tax receivable
	173,850
	
	
	
	
	173,850

	Cash and cash equivalents
	4,329,852
	
	
	
	
	4,329,852

	Assets classified as held for sale
	7,327,762
	
	 
	 
	 
	7,327,762

	Total assets
	71,906,988
	
	 
	 
	(26,831)
	71,880,157

	
	
	
	
	
	
	 

	Share capital
	18,133,476
	
	
	
	
	18,133,476

	Statutory reserves
	1,759,163
	
	
	
	
	1,759,163

	Other reserves
	(11,848)
	
	
	
	
	(11,848)

	Retained earnings
	20,695,309
	
	 
	 
	 
	20,695,309

	Total equity attributable to equity holders of the Company
	40,576,100
	
	 
	 
	 
	40,576,100

	Minority interests
	584,094
	
	
	
	
	584,094

	Loans and borrowings
	4,472,547
	
	
	
	
	4,472,547

	Deferred tax liability
	2,627,520
	
	
	
	
	2,627,520

	Provisions
	570,741
	
	
	
	
	570,741

	Finance lease liability
	203,892
	
	
	
	
	203,892

	Derivative financial instruments
	4,583
	
	
	
	
	4,583

	Other non-current liabilities
	220,163
	
	
	
	 
	220,163

	Trade and other payables and accruals
	15,860,434
	
	
	
	(72,170)
	15,788,264

	Current portion of loans and borrowings
	4,048,568
	
	
	
	45,339
	4,093,907

	Short-term bank loans
	374,686
	
	
	
	
	374,686

	Current portion of finance lease liabilities
	122,006
	
	
	
	
	122,006

	Derivative financial instruments
	4,766
	
	
	
	
	4,766

	Provisions
	113,041
	
	
	
	
	113,041

	Income tax payable
	706,131
	
	
	
	
	706,131

	Liabilities classified as held for sale
	1,417,716
	
	
	
	 
	1 417 716 

	Total equity and liabilities
	71,906,988
	
	
	
	(26,831)
	71,880,157


4.    CHANGE IN ACCOUNTING POLICY AND RECLASIFICATION OF PREVIOUS PERIOD (CONTINUED)                                                
	
	30/09/2006
as previously stated
	Reclasification
	30/09/2006 
as restated

	Revenue
	71,808,568
	170,671
	71,979,239

	Cost of sales
	(63,676,726)
	(166,054)
	(63,842,780)

	Gross profit
	8,131,842
	4,617
	8,136,459

	
	
	
	

	Other income
	811,477
	168,921
	980,398

	Distribution expenses
	(2,391,018)
	
	(2,391,018)

	Administrative expenses
	(1,344,961)
	(33,757)
	(1,378,718)

	Other expenses
	(642,552)
	(137,448)
	(780,000)

	Operating profit before finance costs
	4,564,788
	2,332
	4,567,120

	
	
	
	

	Finance income
	1,320,717
	757,483
	2,078,200

	Finance expenses
	(1,634,242)
	(755,007)
	(2,389,249)

	Net finance costs
	(313,525)
	2,476
	(311,049)

	
	
	
	

	Profit before tax
	4,251,263
	4,807
	4,256,070

	
	
	
	

	Income tax expense
	(1,338,861)
	(4,807)
	(1,343,668)

	
	
	
	

	Profit for the period
	2,912,402
	
	2,912,402

	
	
	
	

	Attributable to:
	
	
	

	    Equity holders of the Company
	2,831,217
	
	2,831,217

	    Minority interest
	81,185
	
	81,185

	Profit for the period
	2,912,402
	
	2,912,402


2. Revenue

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

	
	30/09/2007
	30/09/2006 
as restated

	Gross proceeds from sale of own products and merchandise
	
	

	
	
	

	Domestic
	59,831,816
	56,652,699

	Export
	23,199,942
	29,579,473

	
	
	

	Total gross proceeds
	83,031,758
	86,232,172

	
	
	

	Less: Excise tax
	19,158,914
	17,761,811

	
	
	

	Total net revenue
	63,872,844
	68,470,361

	
	
	

	Revenues from services
	
	

	
	
	

	Domestic
	3,356,605
	3,088,980

	Export
	399,969
	419,898

	
	
	

	Total revenues from services
	3,756,574
	3,508,878

	
	
	

	Total revenues
	67,629,418
	71,979,239


Business segments

Primary reporting format – business segments
	Year  ended
	Refinery production
	Retail  
	Petrochemical production
	Other  
	Eliminations
	Consolidated

	30 September 2007
	
	
	
	
	
	

	Revenues
	
	
	
	
	
	

	Total external revenues
	31,521,674
	6,196,912
	28,893,723
	1,017,109
	 
	67,629,418

	Intersegment revenues
	26,280,727
	88,687
	6,759,733
	628,198
	(33,757,345)
	 

	Total segment revenue
	57,802,401
	6,285,599
	35,653,456
	1,645,307
	(33,757,345)
	67,629,418

	Result from operating activities
	1,181,798
	340,620
	3,855,475
	(137,471)
	263,745
	5,504,167

	Net finance costs
	
	
	
	
	
	(2,777,428)

	Profit before  tax                                                                                                                                                           
	
	
	
	
	
	2,726,739

	Income tax expense 
	 
	 
	 
	 
	 
	(887,483)

	Profit for the period
	 
	 
	 
	 
	 
	1,839,256


	Other information
	Refinery production
	Retail  
	Petrochemical production
	Other  
	Eliminations
	Consolidated

	30 September 2007
	
	
	
	
	
	

	Depreciation  and amortization
	(626,203)
	(232,905)
	(1,340,324)
	(114,493)
	 
	(2,313,925)


6.
Business segments (continued)
	Period ended
	Refinery production
	Retail  
	Petrochemical production
	Other  
	Eliminations
	Consolidated

	30 September 2006
	
	
	
	
	
	

	Revenues
	
	
	
	
	
	

	Total external revenues
	34,698,278
	5,603,538
	31,114,716
	562,707
	 
	71,979,239

	Intersegment revenues
	25,809,937
	81,217
	10,431,741
	899,478
	(37,222,373)
	 

	Total segment revenue
	60,508,215
	5,684,755
	41,546,457
	1,462,185
	(37,222,373)
	71,979,239

	Result from operating activities
	1,072,951
	155,651
	3,479,916
	(294,149)
	152,751
	4,567,120

	Net finance costs
	
	
	
	
	
	(311,049)

	Profit before  tax                                                                                                                                                           
	
	
	
	
	
	4,256,070

	Income tax expense 
	 
	 
	 
	 
	 
	(1,343,668)

	Profit for the period
	 
	 
	 
	 
	 
	2,912,402


	Other information
	Refinery production
	Retail  
	Petrochemical production
	Other  
	Eliminations
	Consolidated

	30 September 2006
	
	
	
	
	
	

	Depreciation  and amortization
	(737,681)
	(144,519)
	(2,077,155)
	(102,657)
	 
	(3,062,012)


3.   Analysis of expenses according to their nature

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

	 
	Cost
	Distribution
	Administrative
	Other
	Total

	30/09/2007
	of sales
	costs
	expenses
	operating
	

	
	
	
	
	income /
	

	 
	 
	 
	 
	(expenses)
	 

	Materials consumed
	(45,514,242)
	(136,139)
	(34,645)
	
	(45,685,025)

	Energy
	(910,364)
	(1,284)
	(4,443)
	
	(916,091)

	Repairs and maintenance
	(1,418,640)
	(20,589)
	(12,682)
	
	(1,451,912)

	Other services
	(5,726,889)
	(1,322,182)
	(623,303)
	
	(7,672,374)

	Staff cost
	(1,420,070)
	(208,354)
	(472,816)
	
	(2,101,240)

	Depreciation
	
	
	
	
	

	   - owned assets
	(1,761,791)
	(262,187)
	(42,307)
	
	(2,066,285)

	   - leased assets
	(71,976)
	(27,846)
	(297)
	
	(100,119)

	Amortization 
	
	
	
	
	

	   - software
	(37,445)
	(6,234)
	(11,579)
	
	(55,258)

	   - other intangible assets
	(83,954)
	(76)
	(8,233)
	
	(92,263)

	Impairment of PPE recognised / released
	
	
	
	(687,028)
	(687,028)

	Inventory write-down recognised / released
	
	
	
	38,173
	38,173

	Impairment to trade receivables recognised / released
	
	
	
	128,504
	128,504

	Research expenditures
	(16,097)
	
	
	
	(16,097)

	Operating lease rentals payments recognised in income
	(362,618)
	(1,234)
	(31,925)
	
	(395,777)

	Profit/Loss on disposal of PPE
	
	
	
	75,729
	75,729

	Recognition/released of provisions
	
	
	
	30,036
	30,036

	Insurance
	(97,928)
	(2,647)
	(45,909)
	(258,409)
	(404,893)

	Written off receivables
	
	
	
	(132,439)
	(132,439)

	Other expenses
	(456,878)
	(27,676)
	(162,458)
	(36,475)
	(683,487)

	Other income
	19,537
	
	2,704
	40,356
	62,597

	Total operating expenses
	(57,859,355)
	(2,016,448)
	(1,447,894)
	(801,554)
	(62,125,251)

	
	
	
	
	
	

	Revenue
	
	
	
	
	67,629,418

	
	
	
	
	
	

	Operating profit before financing costs
	
	
	
	
	5,504,167


7.    ANALYSIS OF EXPENSES ACCORDING TO THEIR NATURE (CONTINUED)
	 
	Cost
	Distribution
	Administrative
	Other
	Total

	30/09/2006
	of sales
	costs
	expenses
	operating
	

	
	
	
	
	income /
	

	 
	 
	 
	 
	(expenses)
	 

	Materials consumed
	(52,750,032)
	(142,180)
	(32,507)
	
	(52,924,719)

	Energy
	(1,244,236)
	(784)
	(5,173)
	
	(1,250,193)

	Repairs and maintenance
	(1,253,411)
	(23,464)
	(16,868)
	
	(1,293,743)

	Other services
	(4,550,317)
	(1,612,035)
	(579,961)
	
	(6,742,314)

	Staff cost
	(1,487,948)
	(161,671)
	(552,898)
	
	(2,202,517)

	Depreciation
	
	
	
	
	

	   - owned assets
	(2,323,582)
	(266,307)
	(96,141)
	
	(2,686,030)

	   - leased assets
	(83,083)
	(25,296)
	(2,502)
	
	(110,881)

	Amortization 
	
	
	
	
	

	   - software
	(44,730)
	(19,179)
	(11,537)
	
	(75,446)

	   - other intangible assets
	(71,744)
	(110,940)
	(6,971)
	
	(189,655)

	Impairment of PPE recognised / released
	
	
	45,432
	44,985
	90,417

	Inventory write-down recognised / released
	
	
	2,010
	43,354
	45,364

	Impairment to trade receivables recognised / released
	12,040
	
	1,470
	25,887
	39,397

	Research expenditures
	(4,031)
	
	
	
	(4,031)

	Investment property expense
	(3,087)
	
	
	
	(3,087)

	Operating lease rentals payments recognised in income
	(23,734)
	
	(11,124)
	
	(34,858)

	Profit/Loss on disposal of PPE
	
	
	
	228,492
	228,492

	Recognition/released of provisions
	
	
	10,442
	5,797
	16,239

	Insurance
	(155,631)
	(2,927)
	(85,326)
	(63,758)
	(307,642)

	Written off receivables
	
	
	(16)
	(19,859)
	(19,875)

	Other expenses
	(98,369)
	(26,235)
	(38,106)
	(192,834)
	(355,544)

	Other income
	239,116
	
	1,057
	128,335
	368,508

	Total operating expenses
	(63,842,780)
	(2,391,018)
	(1,378,719)
	200,398
	(67,412,119)

	
	
	
	
	
	

	Revenue
	
	
	
	
	71,979,239

	
	
	
	
	
	

	Operating profit before financing costs
	
	
	
	
	4,567,120


Net financing costs

	
	30/09/2007
	30/09/2006

	Interest expense:
	
	

	- bank loans and borrowings
	(345,071)
	(559,976)

	- finance leases
	(9,644)
	(11,844)

	Total borrowings costs
	(354,715)
	(571,820)

	Less: amounts included in the cost of qualifying assets
	7,332
	13,439

	Borrowing costs recognized in statement of income
	(347,383)
	(558,381)

	
	
	

	Interest income
	145,369
	112,179

	Dividend income
	3,503
	1,168

	Net foreign exchange gains/losses
	45,291
	193,289

	Loss from sale of investments 
	(61,672)
	-- 

	Revaluation of investments
	(2,472,127)
	-- 

	Impairment (loss) / reversal on held-to-maturity securities
	25,858
	48,182

	Fair value gains on derivatives
	(55,313)
	24,285

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

	Other financial expenses, net
	(60,954)
	(127,305)

	Net financing costs
	(2,777,428)
	(311,049)


4. Income tax expense

	
	30/09/2007
	30/09/2006

	Current tax – domestic
	(1,272,544)
	(1,164,410)

	Current tax – foreign
	(10,146)
	5,101

	Deferred tax
	395,207
	(184,359)

	Income tax expense
	(887,483)
	(1,343,668)


Domestic income tax is calculated in accordance with Czech tax regulations at the rate of 24 % in 2007 (2006: 24 %) of the estimated taxable income for the year. The deferred tax has been calculated using tax rates approved for years 2008-2010 (21 %, 20 %, 19 %).

Property, plant and equipment

Acquisitions and disposals

During the nine months ended 30 September 2007 the Group acquired assets with a cost of CZK 3,200,986 thousand (nine months ended 30 September 2006: CZK 2,007,921 thousand).

Assets with a carrying value of CZK 394,339 thousand were disposed of during the nine months ended 30 September 2007 (nine months ended 30 September 2006: CZK 58,083 thousand) resulting in a gain on disposal of CZK 72,601 thousand (nine months ended 30 September 2006: gain of CZK 48,334 thousand) which is included in “ other operating income”.
Leased assets

Property, plant and equipment include production technologies and vehicles under financial leasing in carrying amount of CZK 989,350 thousand as at 30 September 2007. The carrying amounts of property, plant and equipment held under finance leases as of 30 September 2006 was CZK 1,035,104 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 period ended 30 September 2007 amounted to CZK 11,434 thousand (30 September 2006: CZK 13,439 thousand).

Reversal/Recognition of impairment loss

During nine months ended 30 September 2007, the Group reassessed its estimates and 16,770 T CZK of the impairment loss was reversed as income in comparison to nine months ended 30 September 2006 where amount 66,386 thousand CZK was also reversed. 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 percent (2006: 3,2 percent).

Capital commitments

At the balance sheet date, the Group has commitments for the acquisition of property, plant and equipment in the amount of CZK 3,508,296 thousand of which the contractual commitment is 
CZK 1,669,565 thousand as at 30 September 2007 (CZK 1,681284 thousand, of which the contractual commitment is CZK 1,095,549 thousand as at 30 September 2006).
5. Intangible assets
Acquisitions and disposals

During the nine months ended 30 September 2007 the Group acquired assets with a cost of 11,978 thousand (nine months ended 30 September 2006: 161,094 thousand).

Assets with a carrying value of 39,641 thousand were disposed of during the nine months ended 30 September 2007 (nine months ended 30 September 2006: 29,465 thousand) resulting in a gain on disposal of 16,742 thousand (nine months ended 30 September 2006: without impact to profit).
6. Other investments 

	
	30/09/2007
	31/12/2006

	Investments in  AGROBOHEMIE a.s. and Synthesia, a.s.
	--
	3,653,948

	Other equity investments
	79,187
	56,070

	Total other investments
	79,187
	3,710,018


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 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 the shares of AGROBOHEMIE a.s. and Synthesia, a.s. Each of the companies UNIPETROL, a.s. and DEZA, a.s. are owners of 50 % shares of AGROBOHEMIE a.s. In Synthesia, 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 Synthesia, 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. 

12.   OTHER INVESTMENTs (continued)
Despite these efforts, DEZA, a.s. had rejected proposals of the Board of Directors of UNIPETROL, a.s., and on 26 January 2006, it 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. On 22 August 2006, DEZA, a.s. filed to the court its claim for (i) performance under the share transfer agreements, and (ii) damages, both based on the same argument as its aforementioned claim for contractual penalties, namely that UNIPETROL, a.s. breached its obligation to sign the share transfer agreements. 

Further to a receipt of legal actions, UNIPETROL, a.s. adopted appropriate measures in order to protect the interests of UNIPETROL, a.s. At the same time, UNIPETROL, a.s. continued in negotiations with DEZA, a.s. in order to achieve the out-of-court settlement of the mutual disputes. In July 2007, UNIPETROL, a.s. and DEZA, a.s. agreed  on a temporary suspension of the pending court proceedings initialed by DEZA, a.s. 

Following their mutual negotiations over the course of the past two years, UNIPETROL, a.s. and DEZA, a.s. signed on 31 October 2007 an agreement on the out-of-court settlement of the above mentioned disputes. Under this settlement agreement, DEZA, a.s. has undertaken (i) to withdraw its above mentioned legal actions filed against UNIPETROL, a.s. and (ii) not seek payment of any contractual penalties and/or damages by UNIPETROL, a.s. At the same time, UNIPETROL, a.s. has agreed to sell to DEZA, a. s. its shares in AGROBOHEMIE a.s. and Synthesia, a.s., respectively, for the purchase price the amount of which will be determined on the basis of a valuation issued by a reputable expert agreed by both UNIPETROL, a.s. and DEZA, a.s.

Over a long-time period, UNIPETROL, a.s. has had none or very limited information about business and economic situation of both AGROBOHEMIE a.s. and Synthesia, a.s. Further, Unipetrol has not had any information on the plans of future business development of both AGROBOHEMIE a.s. and Synthesia, a.s. and influence on the management of both AGROBOHEMIE a.s. and Synthesia, a.s. Both AGROBOHEMIE a.s. and Synthesia, a.s. do not constitute, from the perspective of the strategy of UNIPETROL, a.s., its core business or a core business of UNIPETROL, a.s. subsidiaries. As of today, UNIPETROL, a.s. has not received any dividends from AGROBOHEMIE a.s. and Synthesia, a.s. 

The above stated circumstances have a significant negative impact on the value of UNIPETROL a.s.’ shares in AGROBOHEMIE a.s. and Synthesia, a.s. In the context of negotiations with DEZA a.s., UNIPETROL a.s. has obtained several external expert valuations of its shares in AGROBOHEMIE a.s. and Synthesia, a.s. Although these valuations are based on limited and incomplete information concerning AGROBOHEMIE a.s., Synthesia, a.s. and their respective subsidiaries due to a limited access to such information, the Board of Directors of UNIPETROL, a.s. has been able to use these valuations so as to assess an impairment of UNIPETROL, a.s. shareholding in AGROBOHEMIE a.s. and in Synthesia, a.s., respectively. On this basis, the total impairment charge established by the Board of Directors of UNIPETROL, a.s. as at 30 September 2007 is CZK 2,471 million.

Based on above stated circumstances the shares in AGROBOHEMIE a.s. and Synthesia, a.s. are presented as assets held for sale.

7. 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. 21 % in 2008, 20 % in 2009 and 19 % in 2010 and forward).

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

	
	30/09/2007

	At 1 January 
	   (2,556,625)

	Income statement charge 
	395,207

	Tax charged to equity
	(2,243)

	Transfer to assets qualified as held for sale 
	--

	At 30 September
	(2,163,661)


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 2007
	Charged/ (credited) to net profit
	Charged to equity
	Transfer to assets qualified as held for sale
	30 September 2007

	Property, plant and equipment
	(2,688,191)
	423,824
	--
	--
	(2,264,367)

	Inventory
	(54,386)
	0
	--
	--
	(54,386)

	Provisions 
	--
	0
	--
	--
	--

	Finance lease
	(144,418)
	27,080
	--
	--
	(117,338)

	Other
	(68,775)
	(492)
	--
	--
	(69,267)

	Total deferred tax liabilities
	(2,955,770)
	450,412
	--
	--
	(2,505,358)


	Deferred tax assets
	At 1 January 2007
	Charged/ (credited) to net profit
	Charged to equity
	Transfer to assets qualified as held for sale
	30 September 2007

	Property, plant and equipment
	32,714
	(25,482)
	--
	--
	7,232

	Provisions
	208,212
	(58,280)
	--
	--
	149,932

	Inventory
	--
	9,076
	--
	--
	9,076

	Receivables
	--
	60,142
	--
	--
	60,142

	Unused tax losses carried forward
	52,575
	(24,823)
	--
	--
	27,752

	10% investment relief
	84,270
	(15,289)
	--
	--
	68,981

	Derivative instruments
	2,243
	--
	(2,243)
	--
	--

	Other
	19,131
	(550)
	--
	--
	18,581

	Total deferred tax assets
	399,145
	(55,205)
	(2,243)
	--
	341,697


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//09/2007
	31/12/2006

	Deferred tax asset
	54,635
	70,895

	Deferred tax liability
	(2,218,296)
	(2,627,520)

	Net
	(2,163,661)
	(2,556,625)


Inventories    
	
	30/09/2007
	31/12/2006

	Raw materials 
	3,609,985
	2,938,991

	Net realisable value allowance for raw materials
	(41,942)
	(67,318)

	Work in progress 
	1,521,879
	1,024,621

	Net realisable value allowance for work in progress
	(644)
	(1,325)

	Finished goods
	2,579,335
	2,348,631

	Net realisable value allowance for finished goods
	(7,377)
	(18,674)

	Goods for sales
	1,197,754
	596,544

	Net realisable value allowance for goods for sales
	(24,080)
	(13,795)

	Spare parts
	1,342,676
	1,262,534

	Net realisable value allowance for spare parts
	(219,959)
	(197,696)

	Total
	9,957,627
	7,872,513


8. Assets and liabilities classified as held for sale

AGROBOHEMIE a.s,.  Synthesia, a.s.

The information about sale of shares in AGROBOHEMIE a.s. and Synthesia, a.s. is presented in note 12. The carrying amount of the investment totals CZK 1,183,003 thousand.
CELIO a.s.

The Group approved a plan to sell its investment in CELIO a.s. As a result the investment is presented as assets classified as held for sale. The carrying amount of the investment totals         CZK 78,334 thousand.
Interest bearing loans and borrowings

	Name with indication
of legal form
	Amount of loan to be repaid
	Effective interest rate
	Repayment
date
	Fair value as at 30/09/2007

	
	total
	Divided into instalments
	
	
	


	
	local currency
	1-3 years
	3-5 years
	over 5 years
	
	
	

	Česká spořitelna, a.s.
	877,839
	585,226
	292,613
	--
	6M EURIBOR*
	1.9.2011
	877,839

	ING Bank N. V., organizační složka
	208,571
	208,571
	--
	--
	6M EURIBOR*
	30.6.2010
	208,571

	Živnostenská  banka, a.s.
	208,571
	208,571
	--
	--
	6M LIBOR*
	1.6.2010
	208,571

	ČSOB, a.s
	184,800
	184,800
	--
	--
	3M PRIBOR*
	2.3.2011
	184,800

	Long-term bonds
	2,149,710
	149,710
	--
	2,000,000
	9,82%
	28.12.2013
	3,160,810

	TOTAL
	3,629,491
	1,336,878
	292,613
	2,000,000
	
	
	


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

9. Provisions 

	
	31/12/06
	Additional provision
	Utilisation of provision
	30/09/07

	Provisions
	
	
	
	

	Provisions for environmental damages  and land restoration
	314,972
	8,430
	-23,915
	299,487

	Provisions for legal disputes
	240,833
	13,061
	-40,316
	213,578

	Employee benefits provision
	34,852
	2,853
	-887
	36,818

	Other provisions
	93,125
	36,036
	-5,254
	123,907

	Total
	683,782
	60,380
	-70,372
	673,790


10. Finance lease liability                                 
	
	Minimum lease payments
	Present value of minimum lease payments

	
	30/09/2007
	31/12/2006
	30/09/2007
	31/12/2006

	Amounts payable under finance leases:
	
	
	
	

	Not later than one year
	133,470
	133,467
	124,517
	122,006

	Later than one year and not later than five years inclusive
	148,449
	211,053
	143,619
	203,892

	Later then five years
	3,093
	
	3,052
	

	
	285,012
	344,520
	271,188
	325,898

	Less: future finance charges
	(14,524)
	(18,622)
	
	

	
	
	
	
	

	Present value of lease obligation
	270,488
	325,898
	271,188
	325,898

	
	
	
	
	

	Less: Amount due for settlement within 12 months
	
	
	(124,744)
	(122,006)

	 Amount due for settlement after 12 months
	
	
	146,444
	203,892


18. FINANCE LEASE LIABILITY (CONTINUED)

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 2007 the average effective borrowing rate was 3.7 – 5 percent (31 December 2006: 3.7 – 5 percent). 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.

11. 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

	
	30/09/2007
	31/12/2006

	Not later than one year
	150,490
	49,435

	Later than one year and not later than five years inclusive
	445,486
	37,787

	Later then five years
	--
	5,484

	Total
	595,976
	92,706


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.

	
	30/09/2007
	31/12/2006

	Minimum lease payments under non-cancellable operating 

leases recognised as expense during the year
	367,879
	419,413


Guarantees, commitments and other contingencies

Guarantees issued

As at 30 September 2007 the Group has issued following guarantees:

- CZK 7,000 thousand for the liabilities of hockey team HC CHEMOPETROL, a.s. in favour of Association of professional ice hockey clubs,
- CZK 4,500 thousand guarantee e-toll liabilities, paid by BENZINA card for ČSOB,
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. and Commerzbank A.G. issued a bank guarantees in respect of custom duty and excise tax due to the Custom Authority in Most. As of 30 ¨September 2007, the total balance of the guarantee was CZK 875,000 thousands.

As of 30 September 2007 the Group received guarantees for trade receivables amounting to CZK 774,281 thousands.

Contingent liabilities related to the sale of shares in KAUČUK, a.s.
Determination of Liability for Impacts of Operation of Kaučuk on Environment
The environmental audit of plots of land owned by Unipetrol and used by Kaučuk was performed for purposes of determination of liability of contractual parties arising from existing or future impacts of Kaučuk operation on the environment. Simplifying somewhat, the share purchase agreement provides that liability for the environmental conditions originating prior to the closing of the transaction lies with Unipetrol and liability for the environmental conditions originating after the closing of the transaction lies with Dwory. Liability of the contractual parties for the environmental conditions is limited up to 10% of the purchase price for the shares (and by 5 years).

Execution of Agreement on Pre-emptive Right to Plots of Land Owned by Unipetrol and Used by Kaučuk for Its Operations

On 10 July 2007, Unipetrol and Kaučuk executed the agreement pursuant to which Unipetrol undertook to create in favor of Kaučuk the pre-emptive right in rem and other rights to certain plots of land owned by Unipetrol in industrial area in Kralupy nad Vltavou which are used by Kaučuk for its operations. The share purchase agreement anticipates that the sale of the subject plots of land will be realized after satisfaction of all administrative, operational and legal issues necessary for a split of parts of industrial area in Kralupy nad Vltavou.

Apart from the foregoing, the sale of shares of Kaučuk owned by Unipetrol to Dwory was based on the following major principles, among others:

· uninterrupted operation of the present butadiene unit; 

· contractual satisfaction of supplies of energies, steam, water and other services within the industrial area in Kralupy nad Vltavou which are, at present, provided by Kaučuk to ČESKÁ RAFINÉRSKÁ, a.s.; and 

· continuation of all important agreements with the companies of the Unipetrol Group and further operation of the energy unit.

20. GUARANTIES, COMMITMENTS AND OTHER LIABILITIES (CONTINUED)

The future undisturbed operation of the companies of Unipetrol Group is secured in the share purchase agreement, including an agreed mechanism of contractual penalties which, if triggered, will represent relatively material financial exposure for Dwory.

Contingent liabilities related to the sale of shares in SPOLANA a.s.

The purchase price, in accordance with the share purchase agreement entered into between UNIPETROL, a.s., as  and Zakłady Azotowe ANWIL Spółka Akcyjna, may be subject to price adjustments which would result mainly on the occurrence of any of the following events: 


(i)
Environmental guarantees provided by the National Property Fund of the Czech Republic will not be sufficient for compensation of costs for the environmental damage remediation of the Old Amalgam Electrolysis project.


In this case, UNIPETROL, a.s. 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 a.s. without success for obtaining additional funds for this purpose.


(ii)
Other potential obstacles in future operation of SPOLANA a.s.


In this case, UNIPETROL, a.s. will be obligated to financially indemnify Anwil up to 1-3 % of the purchase price.
12. Related parties                                                            
Parent and ultimate controlling party

During six months ended 30 September 2007 a majority of the Company’s shares were in possession of POLSKI KONCERN NAFTOWY ORLEN S.A.
Transaction with key management personnel:                          
	30 September 2007
	Supervisory Board
	Board of directors
	Other key management
	Total

	Total  remuneration 
	
	
	
	

	Short term employee benefits
	9,200
	14,561
	141,317
	165,078

	Other long term employee benefits
	
	
	
	

	Termination benefits (severance pay and other remuneration)
	
	
	13,193
	13,193

	Number of persons of key executive personnel in the Company
	58
	51
	59
	168


21. RELATED PARTIES (CONTINUED)                                             
Transaction with non-consolidated subsidiaries, associates and other related parties:

	
	30/09/2007
	31/12/2006

	
	PKN Orlen
	Entities under control or significant influence of the Group
	Entities under control or significant influence of PKN Orlen
	Other related parties
	PKN Orlen
	Entities under control or significant influence of the Group
	Entities under control or significant influence of PKN Orlen
	Other related parties

	Current receivables 
	100,065
	85,716
	233,160
	1,229,768
	128,112
	28,492
	767,604
	1,544,068

	Non-current receivables
	
	
	
	41,953
	
	
	15,959
	

	Current payables
	3,653,569
	56,950
	215,801
	63,917
	3,493,130
	2,849
	38,950
	18,871

	Non-current payables
	
	6
	
	24,525
	219,632
	
	
	26,665

	Expenses
	33,020,011
	238,927
	1,411,106
	147,983
	41,691,518
	15,602
	761,291
	265,329

	Revenues
	1,199,253
	412,690
	1,956,841
	2,699,625
	430,710
	106,836
	315,855
	3,193,608

	Sales of financial assets
	
	
	
	
	
	
	640,383
	

	Purchases of property, plant and equipment
	
	13,356
	
	
	
	
	
	185

	Sales of property, plant and equipment
	
	9,762
	
	
	
	
	
	8

	Interests income and expense
	2,552
	
	
	5,459
	(11,774)
	
	1,958
	432


13. Risk management                                    
Other aspects of the Company’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 2006.

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 large extent 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.
22. RISK MANAGEMENT (CONTINUED)

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 counterparties 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 counterparties and customers.

14. Emission rights 
In 2005 the Group obtained allowances for carbon dioxide emissions according the Czech National Allocation Scheme. In 2007 the Group received the third part (1/3) of the total quota, i.e. 5,287,098 units.

	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
	14,624,421
	8,874,192    

	Estimated / actual utilization in 2005 of the acquired rights 
	4,115,590
	2,497,306    

	Estimated / actual utilization in 2006 of the acquired rights

	4,162,681
	2,525,941    

	Emissions planned in 2007
	4,170,424
	2,530,640    

	Decrease of the emission rights –Kaučuk’s sale
	(482,002)
	(292,481)

	Revenues from sales of emissions allowances in the period of 2007
	328,141
	15,221 


15. Significant post balance sheet events          
Changes in Board of directors and Supervisory board

On 11 October 2007, Mr. Dariusz Marzec resigned from his position of member of the Board of Directors of UNIPETROL, a.s. The Supervisory Board of UNIPETROL, a.s. acknowledged the resignation of Mr. Dariusz Marzec from the position of the member of the Board of Directors at its meeting held the same day provided that his performance of the position of the member of the Board of Directors ceased to exist today.
The supervisory board of UNIPETROL, a.s. during its meeting held on 8 November 2007 appointed a new supervisory board member, Mr. Waldemar Maj, for the period until the next company General Meeting.
Agreement with DEZA, a.s.
On 31 October 2007, UNIPETROL, a.s. and DEZA, a.s., signed the agreement on the out-of-court settlement of their disputes concerning the transfer of Unipetrol´s shares in companies AGROBOHEMIE a.s. and SYNTHESIA, a.s. For further information see note 11.
Purchase of shares of PARAMO, a.s.
On November 9, 2007 UNIPETROL, a.s., as a purchaser, and MEI-Tsjechië en Slowakije Fonds N.V., MIDDEN EUROPESE BELEGGINGSMAATSCHAPPIJ S.A. and BLUE MOUNTAIN, s.r.o., as sellers, executed the Share Purchase Agreements on purchase by UNIPETROL, a.s. from companies of the MEI Group of 14,51% shares of PARAMO, a.s.
The aggregate purchase price for the Sale Shares amounts to CZK 241,303,750, provided that the purchase price for one (1) share of PARAMO, a.s. shall equal to CZK 1,250.

The transfer of the shares of PARAMO, a.s. from companies of the MEI Group to UNIPETROL, a.s. is subject to satisfaction of certain conditions precedent agreed between UNIPETROL, a.s. and companies of the MEI Group in the Share Purchase Agreements. It is expected that the closing of the transaction shall occur by the end of the year 2007. 
	Signature of statutory representatives
	
	           November 12, 2007 

	
	
	

	
	
	

	
	
	

	            Francois Vleugels 

Chairman of the Board of Directors
	
	  Wojciech Ostrowski 

Vice-chairman of the Board of Directors
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These condensed consolidated interim financial statements are unaudited.


