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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 31 December 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 31 December 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 condensed unconsolidated 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 unconsolidated financial statements of the Company as at and for the year ended 31 December 2005. 

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.

2.
Significant accounting policies (continued)
All other borrowing costs are recognised in net profit or loss in the period in which they are incurred.

(6) Taxation

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.

2.
Significant accounting policies (continued)
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

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

2.
Significant accounting policies (continued)
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

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 
2.
Significant accounting policies (continued)
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

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.


2.
Significant accounting policies (continued)

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.

 (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:

	
	31/12/2006
	31/12/2005

	Fees for use of land
	
	

	Domestic
	89,047
	85,167

	Export
	--
	--

	Revenue from services
	
	

	Domestic
	88,681
	78,939

	Export
	--
	--

	Total revenue
	177,728
	164,106


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:

	 
	31/12/2006
	31/12/2005

	Sales of services
	177,728
	164,106

	Consumed material and energy
	-9,924
	-7,846

	Operating leasing
	-17,160
	-12,900

	Repairs and maintenance expenditure on property, plant and equipment
	-2,581
	-1,736

	Travel  expenses
	-6,104
	-4,567

	Representation costs
	-2,595
	-4,366

	Advisory services
	-42,590
	-20,087

	Legal services
	-26,416
	-11,586

	Advertising
	-44,459
	-39,790

	Fees for maintanace of SW
	-1,302
	-16,631

	Service regarding administration of financial assets
	-45,418
	-8,628

	Other services (mostly administration of land)
	-51,621
	-35,794

	Payroll costs
	-127,338
	-71,995

	Remuneration of members of statutory bodies
	-9,490
	-8,133

	Social security and health insurance costs
	-44,620
	-24,963

	Social costs
	-913
	-635

	Taxes and charges
	-1,119
	-1,335

	Depreciation and amortization
	-5,806
	-5,437

	Sales of PPE and material
	3,166
	4,983

	Net book value of PPE and material sold
	-1,231
	-4,262

	Change in reserves and provisions relating to operating activities and complex deferred expenses
	100,653
	-1,592

	Fines
	-241,507
	--

	Profit from disposals of share in SPOLANA a.s.
	69,961
	--

	Other income
	2,592
	1,523

	Other expenses
	-19,395
	-17,627

	Total Operating profit 
	-548,795
	-129,298


6. Net financing Income
	
	31/12/2006
	31/12/2005

	Interest expense:
	
	

	- loans and  borrowings
	-407,082
	-442,439

	Total borrowing cost
	-407,082
	-442,439

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

	Borrowing cost recognized in the income statement
	-407,082
	-442,439

	Interest income
	447,377
	463,659

	Dividend income 
	2,962,755
	1,499,363

	(Impairment) / reversal of impairment charged to investments
	-8,939
	-68

	Net foreign exchange losses
	--
	-376,254

	Other financial income
	4,029
	8,147

	Other financial expenses 
	-3,587
	-5,308

	Net financing income
	2,994,554
	1,147,100


In period ended 31 December 2006 the company recognized dividend income from CHEMOPETROL, a.s in amount of CZK 2,349,735 thousands, from KAUČUK, a.s. amounting to CZK 486,595 thousands and from ČESKÁ RAFINÉRSKÁ, a.s. amounted to CZK 124,505 thousands
7. Investments in subsidiaries

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 profit from disposals of share in Spolana was in amount of CZK 640,383 thousands recognized in row Other operating income.

8. Loans to subsidiaries
CHEMOPETROL, a.s. has repaid part of non-current loans in amount of CZK 291,662 thousands.

As at 31 December 2006 is loan, which was provided to BENZINA a.s. in amount of CZK 1,273,933 thousands, presented in position Current loan to subsidiaries. 
9. Interest-bearing loans and borrowings
During year ended 31 December 2006 the company repaid part loans in amount of CZK 814,564 thousands. The Company decided to repay bank loans in amount of  CZK 921,536 thousands before the maturity date. These loans are presented together with the II. Emission of securities in amount of CZK 1,273,933 in position Current interest-bearing loans and borrowings
10. Accruals and other paybles

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. 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. Share of The Company in fine was amounted to CZK 241,269 thousands. For further information see Note 14. 

11. 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 5,462,826 thousands..
Additional information
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).

12.
 ADDITIONAL INFORMATION (CONTINUED)

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.
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.

12.   ADDITIONAL INFORMATION (CONTINUED
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. As the Company has no longer a significant influence over AGROBOHEMIE, a.s. and ALIACHEM, a.s., these shares are presented as Other investments.
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. 
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. 

12. ADDITIONAL INFORMATION (CONTINUED)

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.

12. 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.

13. 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”).

14.  SIGNIFICANT POST BALANCE SHEET EVENTS (CONTINUED)
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 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.

14.  SIGNIFICANT POST BALANCE SHEET EVENTS (CONTINUED)
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 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.

14.  SIGNIFICANT POST BALANCE SHEET EVENTS (CONTINUED)
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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