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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 31 December 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 twelve months ended 31 December 2006 management reassessed its estimates in respects of:

· previously unrecognised deferred tax assets 
· the recoverable amount of certain PPE 
· impairment of inventory 
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. 

New classifications in the financial statements
In order to be consistent with the classification principles of the Unipetrol Group accepted at the year-end 2006, 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 31 December 2005:

	
	30/12/2005
as previously stated
	Reclassifications
	31/12/2005 
as restated

	INCOME STATEMENT
	
	
	

	
	(
	
	

	Revenue
	80,946,337
	
	80,946,337

	Cost of sales
	(70,645,169)
	209,044
	(70,645,169)

	Other operating income
	966,303
	
	966,303

	Distribution costs
	(2,766,857)
	(209,751)
	(2,766,857)

	Administrative expenses
	(2,244,747)
	707
	(2,244,747)

	Other operating expenses
	(976,798)
	
	(976,798)

	Amortisation of goodwill
	
	
	

	Finance costs - net
	(937,548)
	
	(937,548)

	Discontinued operation
	--
	
	--

	Group share of profit of associates before tax
	(40,534)
	--
	(40,534)

	Income tax expense
	(893,873)
	--
	(893,873)

	Minority interest
	21,462
	--
	21,462

	Equity holders of the parent
	3,407,111
	--
	3,407,111


4. Business segments 
	Year  ended             31 December 2006
	Refinery 
	Retail 
	Chemical
	Petrochemical
	Other  


	Eliminations
	Consolidated

	Revenues
	
	
	
	
	
	
	

	Sales
	45,219,300
	7,545,307
	3,496,759
	37,605,371
	724,008
	
	94,590,745

	Intersegment transactions
	36,340,042
	112,824
	1,828,313
	13,031,806
	1,587,587
	(52,900,572)
	--

	Total segment sales
	81,559,342
	7,658,131
	5,325,072
	50,637,177
	2,311,595
	(52,900,572)
	94,590,745

	Result
	
	
	
	
	
	
	

	Segment result
	1,142,884
	384,523
	225,435
	4,569,686
	(727,692)
	(2,118,411)
	3,476,425



	Unallocated corporate income (expense)
	
	
	
	88,580
	
	
	88,580

	Operating profit before financing cost      
	1,142,884
	384,523
	225,435
	4,658,266
	(727,692)
	(2,118,411)
	3,565,005



	Net financing costs
	
	
	
	
	
	
	(339,511)

	Profit before tax                                                                                                                                               
	
	
	
	
	
	
	3,225,494

	Income tax expense
	
	
	
	
	
	
	(1,508,252

	Minority interest
	
	
	
	
	
	
	(96,179)

	Profit for the period (attributable to equity holders of the parent)                                                                                           1,621,063       


	Other information

31 December 2006
	Refinery
	Retail
	Chemical
	Petrochemical
	Other 
	Eliminations


	Consolidated

	Depreciation and amortisation
	(835,848)
	(386,422)
	(308,392)
	(2,484,929)
	(20,290)
	--
	(4,035,881)

	
	
	
	
	
	
	
	


5. Other investments 

	
	31/12/2006
	31/12/2005

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

	Other equity investments
	56,652
	132,307

	Total other investments
	3,710,600
	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. (from 1.4.2006 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 Synthesia, a.s. Each of 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. 
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. 
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Over the course of the second half of 2006, UNIPETROL, a.s. and DEZA, a.s. have commenced, and continued in, a mutual negotiation with respect to a potential out-of-court settlement of the above mentioned dispute. As of today, these negotiations have not been concluded and no agreement has been reached between UNIPETROL, a.s. and DEZA, a.s. on any of the outstanding issues relating to the on-going dispute. Although UNIPETROL, a.s. remains fully committed to its good faith acting to reach a mutually acceptable out-of-court settlement with DEZA, a.s., it is very difficult to estimate the likelihood of any such settlement being ultimately reached.
In the absence of an out-of-court settlement between UNIPETROL, a.s. and DEZA, a.s., it can be assumed that the pending court proceedings will continue. It is very difficult to estimate the time period within which the court may arrive at the final and unappealable decision regarding the invalidity of the agreements or payment (if any) of the contractual penalties and or damages (if any) claimed by DEZA, a.s. Court proceedings in the Czech Republic would normally last a number of years, depending on various circumstances.

In addition, UNIPETROL, a.s. has currently no access to any commercial information relating to a future development of both AGROBOHEMIE a.s. and Synthesia, 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 disputes 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 Synthesia, a.s. However, having in mind the two facts: i) uncertainty about future result of the court proceedings 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/damages 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. 

6. Non-current assets held for sale 
KAUČUK, a.s.

Part of the Group (100 % of shares of KAUČUK, a.s. subsidiary) included in Petrochemical segment is presented as a disposal group held for sale following the approval of the Supervisory Board and the Board of Directors, on 26 January 2007, in accordance with the Main strategic objectives and key targets within long-term activity plan. The Share Purchase Agreement on sale of 100 % of shares of KAUČUK, a.s. was executed on 30 January 2007, and a sale is expected during 2007. At 31 December 2006 the disposal group comprised assets of CZK 7,249,429 thousand less liabilities of CZK 1,417,716 thousands.
An impairment loss of CZK 1,669,916 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 in row “Other operating costs”. 

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.

7. Disposals of subsidiary
SPOLANA a.s.

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, approved the sale of part of the Group (81,78 % of shares of SPOLANA a.s. subsidiary) included in Chemical segment. The Share Purchase Agreement, entered into between UNIPETROL, a.s., as seller, and Zakłady Azotowe ANWIL Spółka Akcyjna, with its registered office at Włocławek, Toruńska 222, Poland, KRS, Company Id. No.: 0000015684, as purchaser was executed on 27 October 2006. The transfer of shares was settled and the purchase price amounted to CZK 640,383 thousands was paid on 13 November 2006. 
The lose, from disposals of part of Group in amount of CZK 346 338, has been recognized in Consolidated Income Statement.  The calculation of the impairment loss is based on result of SPOLANA as at 13 November 2006 (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).

8. 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:
	4,516,815
	2,740,832 

	            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 4rd quarter of 2006
	1,105,278
	670,690 

	Emissions planned in 2007
	4,555,586
	2,764,359

	Revenues from sales of emissions allowances in the period of 2006
	581,285
	357,783 


The net value of granted emission rights as at 31 December 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.

9. 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 2,185 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 31 December 2006 the investment incentive was utilized as follows:

	 
	CZK thousand

	Investment incentive approved
	2,184,922

	Tax relief utilised as at balance sheet date
	(293,125)

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

	Investment incentive outstanding as at 31 December 2006
	324,800


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 31 December 2006. The additional 2005 tax charge has been paid and is recorded in Financial Statements as of 31 December 2006. It has impact also on consolidated UNIPETROL 
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Income statement; the income tax expense is increased by CZK 324 million and the net profit was degreased by this amount. 
10. Aditional informations

Sanction from European committee
During year 2006 the European Commission come to a decision, which imposed on Group a fine of EUR 17.55 million for an involvement in a synthetic rubber cartel. According to the Commission, cartel agreements on prices were made and sensitive information was exchanged between the competitors during meetings of the European Synthetic Rubber Association (ESRA) in years 1999 -2002. The Group did not take part in these meetings directly but through its trade representative. For further information see Note 12. In year 2006 was recognize cost amounted to CZK 333 millions. The liability from European Committees fine was CZK 483 millions CZK as at 31 December 2006.
Implementation of new model Corporate Governance

From January 1, 2007 UNIPETROL will switch to a new governance model. The changes represent one of the conditions of successful restructuring of UNIPETROL, which has been in process since 2005. 

The change of governance is based on three key principles: 
1) focus on production and focus on sales 
2) creation of a specialized Shared Services Centre 
3) simplification of the legal structures

This will represent a basic structure for all segments of the UNIPETROL group. Not only will the mother company UNIPETROL maintain its controlling function but its strategic role will be enhanced. It will provide processes which require coordination at the corporate level.

This model entirely maintains UNIPETROL’s key areas of business  – processing of oil, petrochemicals, retail, and oil and lubricants. 

Procedure of implementation of model Corporate Governance
· After 1 January 2007, CHEMOPETROL, a.s. (bellow as Chemopetrol) and UNIPETROL RAFINÉRIE a.s. (bellow as Uniraf) will be merged by acquisition pursuant to Section 69a (1) of the Czech Commercial Code into a limited liability company, wholly-owned by Unipetrol (the “NewCo”). 

· As a result of such merger, Chemopetrol and Uniraf will be dissolved without liquidation provided that the assets (in Czech “jmění”) of such companies including the rights and obligations arising from labor law relationships will pass to the New Co. The NewCo will become a legal successor of dissolved Chemopetrol and Uniraf. 

· 1 January 2007 is expected to be a decisive day of the merger. 

10. ADDITIONAL INFORMATION (CONTINUED)

Change of the current business activities of Chemopetrol and Uniraf through the merger by acquisition shall lead to simplifying and improving the effectiveness of the administration and management of the Unipetrol Group of companies, an overall improvement in the Unipetrol Group’s competitive position on the relevant markets, and, thus, to achieve benefit for all of Unipetrol’s shareholders.

The restructuring of the businesses of Chemopetrol and Uniraf is not expected to result in substantial changes in the area of employment within the Unipetrol Group. 

The new governance model will put a significant focus on leadership as well as various fields related to the Group´s growth. 

In connection with the pending process of implementation of new corporate governance model relevant corporate bodies of UNIPRETROL, a.s. approved:

(i)  the conclusion of the agreements concerning: 

· the transfer of 1 share of UNIPETROL DOPRAVA, a.s. owned by CHEMOPETROL, a.s. to UNIPETROL, a.s., 

·  the transfer of the 1% ownership interest of CHEMOPETROL, a.s. in POLYMER INSTITUTE BRNO, spol. s r.o. to UNIPETROL, a.s., 

· the transfer of 1 share of PETROTRANS, a.s. owned by BENZINA a.s. to UNIPETROL, a.s., and

(ii) the increase in the registered capital of UNIRAF SLOVENSKO s.r.o. by a monetary contribution in the amount of SKK 30.000, which will be fully paid by Unipetrol.

The conclusion of the respective agreements was approved also by the relevant bodies of CHEMOPETROL, a.s., BENZINA a.s. and UNIPETROL RAFINÉRIE a.s. The respective agreements will be concluded under the terms customary in business relations and the purchase price was based on an expert opinion.

11. Contingent liabilities and receivables
Contingent liabilities and receivables related to the sale of share 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 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.

12. Significant post balance sheet events 

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

On 30 January 2007, UNIPETROL, a.s. (“Unipetrol”), as seller, and FIRMA CHEMICZNA DWORY S.A., with its registered office at ul. Chemików 1, 32-600 Oświęcim, Poland, KRS No.: 38981 (“Dwory”), as purchaser, executed the Share Purchase Agreement (the “Share Purchase Agreement”) on sale of 100% shares of KAUČUK, a.s., with its registered office at Kralupy nad Vltavou, O. Wichterleho 810, District Mělník, Postal Code: 278 52, Czech Republic, Id. No: 25053272 (“Kaučuk”).

The purchase price for 6,236,000 ordinary registered shares of Kaučuk, with a nominal value of CZK 1,000 each, representing in the aggregate 100% of the registered share capital of Kaučuk (the “Shares”) amounts to EUR 195,000,000 (the “Purchase Price”).

The transaction will occur only after the satisfaction of several conditions precedent by both Unipetrol and Dwory which may take up to two to three quarters. These conditions include, among others, the obtaining of all necessary consents from the relevant antimonopoly authorities to the sale of the Shares to Dwory and the transactions contemplated by the Share Purchase Agreement (including, a formation of a joint-venture between Unipetrol Group and Kaučuk for the purposes of the construction and operation of a new butadiene unit), performance of an environmental audit concerning the land owned by Unipetrol and used by Kaučuk in order to identify any existing environmental conditions, and execution of commercial contracts between Unipetrol Group and Kaučuk on the basis of the already agreed principles which will assure a further smooth operation of Unipetrol Group. 

Concurrently with the Share Purchase Agreement, Unipetrol, Dwory, Chemopetrol and Kaučuk entered into the Agreement on Cooperation in Connection with Construction and Operation of New Butadiene Unit (the “Cooperation Agreement”), pursuant to which a selected entity of Unipetrol Group and Kaučuk will create a Czech joint stock company for the purposes of the construction and operation of a new butadiene unit. The shareholding of the newly created company and the participation in the establishment and further operation costs of the company will be split between Unipetrol Group (51%) and Kaučuk (49%).

The execution of the Share Purchase Agreement and the Cooperation Agreement implicates several liabilities on the part of both Unipetrol and Dwory in respect of past and future operations of Kaučuk. There are three major areas where a financial exposure of the parties may occur – a misrepresentation or a breach of representations and warranties provided by each of Unipetrol and Dwory, liabilities arising from environmental conditions of Kaučuk originating prior to or after the closing of the transaction and certain changes relating to the antimonopoly fine recently imposed on Kaučuk and Unipetrol by the Commission of the European Communities.

As for the first area, if any of the representations and warranties given by Unipetrol becomes untrue, incorrect, incomplete or misleading in any material respect between signing of the Share Purchase Agreement and the closing of the transaction, Unipetrol will have the right to cure an incurred loss over EUR 1 million. If Unipetrol fails to cure such loss, Dwory will have the right 
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to terminate the Share Purchase Agreement. If the loss is higher than 5% of the Purchase Price and further negotiations between the parties are fruitless, either party will have the right to terminate the Share Purchase Agreement. If the Share Purchase Agreement is not terminated, Unipetrol will be obliged to indemnify Dwory for such loss, provided, however, that the maximum financial exposure of Unipetrol will not in any case exceed 5% of the Purchase Price.

If, after the closing of the transaction, a breach of any of the representations and warranties provided by each of Unipetrol and Dwory occurs, the respective party will be obliged to compensate the non-breaching party for an incurred loss. These representations and warranties are limited in time and money – Unipetrol’s representations and warranties relating to environmental conditions of Kaučuk will survive for 5 years from the closing date and the maximum liability of Unipetrol will be 10% of the Purchase Price, while all other representations and warranties of either party will survive for 3 years from the closing date and the maximum liability will be 100% of the Purchase Price.

Second, the Share Purchase Agreement provides for a possible adjustment of the Purchase Price resulting from environmental conditions relating to Kaučuk and its operations. The parties agreed to arrange for an environmental audit concerning the land owned by Unipetrol and used by Kaučuk in order to identify all existing environmental conditions. The Purchase Price will be decreased by the amount of all losses incurred by Kaučuk as a result of any claims of any governmental authority or private third party in connection with Kaučuk’s environmental conditions, which are specified in the environmental audit or proved by Dwory as being originated prior to the closing of the transaction. In contrast, the Purchase Price will be increased by the amount of all losses incurred by Unipetrol as a result of any claims of any governmental authority or private third party in connection with Kaučuk’s environmental conditions that originated after the closing of the transaction. The maximum aggregate amount of the adjustment of the Purchase Price is 10% of the Purchase Price. In addition, each party will have the right to claim the adjustment of the Purchase Price only for a period of 5 years following the closing of the transaction. The Purchase Price will not be decreased by any loss incurred by Kaučuk in this respect as a result of any claim satisfied prior to signing of the Share Purchase Agreement or any costs incurred by Kaučuk in connection with certain reconstruction, revamp, repair, overhaul and other works concerning any facility owned or used by Kaučuk. No funds received by Unipetrol under the agreement with the National Property Fund of the Czech Republic concerning old environmental contamination may be utilized for such decrease of the Purchase Price.

As for the monetary fine recently imposed, jointly and severally, on Kaučuk and Unipetrol by the Commission of the European Communities for participating in an alleged cartel aimed at prices fixing and sharing of customers for certain types of synthetic rubber (in the period from 1999 until 2002), the Share Purchase Agreement addresses this issue through an agreed risk-division mechanism. First, both Unipetrol and Kaučuk will use all available legal tools and remedies to defend themselves in appellate proceedings and to eliminate the imposed monetary fine. The current amount of the fine (i.e., EUR 17.55 million) will be split, in accordance with applicable law, between Unipetrol and Kaučuk equally so that each of them will be liable for 50% of the fine, i.e., EUR 8.775 million. Simplifying somewhat, if the final and unappealable decision of any relevant authority of the European Communities results in an increase of the fine to be paid by Kaučuk above EUR 8.775 million and, at the same time, Unipetrol receives any amount of the fine hitherto paid by it, the Purchase Price will be increased by the amount equal to the lower of the increase of the fine to be paid by Kaučuk and the payment received by Unipetrol, provided, however, that the maximum potential financial exposure of Unipetrol is, in any case, limited to 
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EUR 5 million. Equally important, the Purchase Price will be increased in the event that Unipetrol incurs any loss as a result of any claims made against it by any private third party in relation to the alleged cartel participation.

The future undisturbed operations of Unipetrol Group companies are secured through an agreed mechanism of contractual penalties introduced in the Share Purchase Agreement which, if triggered, will represent relatively material financial exposure for Dwory.

The charge UNIPETROL against the European Commission’s decision about a fine

On 17 February 2007 KAUČUK, a.s. and UNIPETROL, a.s. lodged legal charges with the European Court of First Instance against the European Commission’s decision of 2006, which imposed on both of them a fine of EUR 17.55 million for their involvement in a synthetic rubber cartel. According to the Commission, cartel agreements on prices were made and sensitive information was exchanged between the competitors during meetings of the European Synthetic Rubber Association (ESRA) in years 1999 -2002. Kaučuk did not take part in these meetings directly but through its trade representative. Unipetrol was included in the enquiry only because it is Kaučuk’s parent company.                                                   


In their charges, Unipetrol and Kaučuk challenge the Commission’s decision to the full extent. Both companies concur that the evidence does not indicate that Kaučuk’s trade representative took part in any anti-competitive practices. Moreover, in Unipetrol’s case responsibility for the cartel, if any, is ruled out, if only because it does not operate on the rubber market and was not even a member of the ESRA. The mere fact that it is a parent company of Kaučuk cannot constitute sufficient grounds for establishing responsibility for cartel practices. 

	Signature of statutory representatives
	
	             27 February 2007

	
	
	

	
	
	

	
	
	

	            Francois Vleugels
Chairman of the Board of Directors
	
	                  Dariusz Marzec

Member of the Board of Directors
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