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Development - Harmony

Scientizing development and building harmony are
the key principles that we are pursuing as our
guidance in the effort to build CNPC into an
internationally competitive multinational corporation.
With these two themes reinforcing each other, we
strive for harmonious relationships between employers
and employees, operation and safety, energy and the
environment, and corporate and community interests.

Cover [ Chinese Paper Cutting ]

Paper cutting is one of the traditional folk decorative arts in China.
Artisans usually use scissors or knives to make various imaginable
patterns, with clever and unbroken links developing to connect
integral parts of the picture no matter how simple or complex it is.

Today, as in the ancient times, paper cutting is a highly skillful art form
requiring creativity, experience and elaboration. We shall also pursue
this precise and excelsior spirit in every thing we do.




China National Petroleum Corporation (CNPC) is an integrated energy
company, with businesses and operations covering the spectrum of oil & gas
exploration and production, refining & chemicals, oil products sales &
marketing, storage and pipeline transportation, oil and gas trading, oil and gas
field engineering & technical services, petroleum materials and equipment
manufacturing and supply.

— China’s largest oil and gas producer and supplier

— Ranked 7" among the world’s top 50 oil companies
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Message
from the President

China National Petroleum Corporation (CNPC) is China’s largest oil
and gas producer and supplier. In 2006, while pursuing our strategic
goals of increasing resources, expanding markets and seeking a
greater international role, we continued to grow in a scientific way
and worked harder to boost our core competence, achieving new
records in both production and profitability.

Domestic oil and gas exploration led to fruitful discoveries. Newly-
proven oil and natural gas reserves reached over 600 million metric
tons and 300 billion cubic meters respectively, with oil reserve
replacement ratio exceeding 1.0 for three consecutive years. CNPC
produced 106.64 million metric tons of crude oil, up 0.7% year-on-
year, while natural gas production reached 44.2 billion cubic meters,
an increase of over 20% for the second consecutive year. Our
refining production remained efficient and stable, and oil and gas
sales rose exponentially. By maintaining the utilization rate of our
major units at 95.9 % through 2006, 115.87 million metric tons of
crude oil was processed and 73.39 million metric tons of refined
products were brought to the market. CNPC also produced 13.61
million metric tons of chemicals. As a result, a more reliable supply
was secured in the domestic market.

Meanwhile, CNPC's international business grew steadily both in
terms of scope and scale, which witnessed strong upward trends in

oil and gas investment, engineering and technical services and the
international oil and gas trade. With the rapid growth of oil and gas
production in countries such as Sudan, Kazakhstan, Venezuela and
Ecuador, our overseas oil and gas equivalent production exceeded
59.14 million metric tons, up 51.5% from last year. The first section
of the Kazakhstan-China Oil Pipeline was put into operation. CNPC
and Rosneft established joint ventures for upstream operations in
Russia and downstream businesses in China, ranging from oil and
gas exploration to refining and marketing. We delivered
engineering and technical services in 48 countries, where seven
major markets have emerged. On the strength of innovative
development models, our international oil and gas trade grew to
94.49 million metric tons.

With the priority on core business demands, CNPC has made
significant advances in major technologies and equipment
manufacturing backed by enhanced R&D, and a focus on key
bottleneck technologies and technical innovation. The company’s
technical innovation has powerfully sustained the continued
growth of its domestic business and the rapid growth of its
international business.

Safety, environment and people are CNPC'’s top priorities in all its
operations. Great progress has been made in safe operation and
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environmental protection, with our HSE management system
being enhanced and constantly improving compliance with
relevant standards and procedures. In response to the strategy of
safe and clean development, we launched the Safety and
Environmental Protection Year campaign in order to address the
root causes of pollution and accidents. The corporation continued
to grow in a safer and more environmentally sound way as we
worked hard to increase the efficiency of energy, water and land
use and make the best of our resources. Resource development
and resource saving therefore were integrated in a systematic way.
Through 2006, 1.5 million tons of coal equivalent and 70 million
cubic meters of water were saved; COD of major pollutants and oil-
related waste discharge were reduced by 5.4% and 4.6%
respectively compared with 2005.

CNPC, as a large state-owned group, remains dedicated to social
progress by involving itself in the promotion of local economic
development and public welfare such as poverty alleviation, disaster
relief, donations to education and community improvement. In
2006, we spared no efforts to aid those hit by natural disasters such
as the typhoon and floods in Guangdong, Hunan, Guangxi, Fujian,
Zhejiang and Jiangxi, and the unprecedented drought in Sichuan
and Chongging. We are therefore very proud that we played our
part in the effort to build a harmonious society.

In 2007, CNPC will continue to pursue scientific development and
harmony in order to achieve systematic combination of its
economic, political and social responsibilities, to ensure safe and
clean operation and to maintain a reliable supply of oil and gas and
a steady growth in profitability. We will always uphold our mission
of “Caring for Energy, Caring for You’, safeguard national energy
security and strive hard to meet the socioeconomic demand for oil
and gas.

[
Vlw'é«

Jiang Jiemin, President
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Review of the Year

With scientizing development and building harmony as our two themes and
increasing resources, expanding markets and seeking a greater international role
as our strategic goals, we fulfilled all the objectives and delivered good results in
2006 as the corporation continued to grow in a scientific way.

Financial Performance

In 2006, we registered a sales revenue of RMB 893.6 billion, total profit of RMB 185.8 billion, and taxation
delivery of RMB 178.9 billion, up by 28.8%, 5% and 33.9% respectively from the previous year. Total
assets of the company amounted to RMB 1,396.5 billion, up by 20.4%.

Exploration

Four major target areas for oil and gas reserves were discovered in the Erdos, Songliao and Sichuan
basins. Seven oil reserves areas of a hundred million metric tons and three natural gas reserve areas of
over a 100 billion cubic meters were proved. 620 million metric tons of proved oil in place and 365.4
billion cubic meters of proved gas in place were newly added in 2006. It is worth noting that CNPC’s oil
reserve replacement ratio continued to be over 100 % with three consecutive years of proved oil
reserve additions over 500 million metric tons.

Exploration Highlights

2002 2003 2004 2005 2006

Newly proven oil in place (mmt) 544.70 928.09 758.50 755.35 901.66
Domestic 427.60 439.03 521.07 557.04 615.11
Overseas 117.10 489.06 237.43 198.31 286.55
Newly proven gas in place (bcm) 335.23 384.53 200.88 362.79 369.25
Domestic 335.23 383.89 200.88 358.33 365.40
Overseas 0.00 0.64 0.00 4.46 3.85
Remaining recoverable oil reserves (mmt) 2,104.88  2,17092 220856 2,292.70  2,694.09
Domestic 164767 163972 164898 1,65469 181031
Overseas 457.21 531.20 559.58 638.01 883.78
Remaining recoverable gas reserves (bcm) 1,558.10 1,758.80 1,886.60 2,058.90 2,215.90
Domestic 1,481.00 1,67400 1,80520 195430 2,096.20
Overseas 77.10 84.80 81.40 104.60 119.70

Total assets (billion yuan)
1,396.53

Sales revenues (billion yuan)
893.65
693.70
57068
47529

37919 I

Pre-tax profits (billion yuan)
185.76

17697
12885

7367
5355 '

Net profits (billion yuan)
105.76



Review of the Year

Production

With stabilizing production in the East and speeding up production in the West as our strategy, we
continued to promote horizontal drilling and to strengthen EOR measures. An increase of 0.7% in crude
oil production t0106.64 million metric tons and a rapid rise of 20.6% in natural gas production to 44.2
billion cubic meters has been achieved. In 2006, oil and natural gas production amounted to 141.86
million tons of oil equivalent, up by 5% from the previous year.

Production Highlights

2002 2003 2004 2005 2006

Crude oil production (mmt) 113.79 116.95 120.97 125.98 134.71
Domestic 103.66 104.02 104.55 105.95 106.64
Overseas 10.13 1293 16.42 20.02 28.07
Natural gas production (bcm) 23.30 26.27 31.25 39.58 48.01
Domestic 22.53 24.88 28.66 36.67 4421
Overseas 0.77 1.39 2.59 291 3.80

Storage and Transportation

The Urumgi-Lanzhou Products Pipeline and the Kazakhstan-China Oil Pipeline have been put into
operation. Ji-Ning and Huaiyang-Wuhan gas pipelines have been completed and put into operation,
linking up the three major gas supply systems—West-East, Shaan-Jing and Zhongxian-Wuhan
pipelines—into a network. The completion of the West-East Gas Pipeline booster project increased its
annual delivery capacity to17 billion cubic meters.

Refining and Chemicals

We kept on stress structural readjustment and optimize resource allocation to maintain the utilization
rate of our major refining and chemicals facilities at 95.9%. In 2006, CNPC processed 115.87 million
metric tons of crude oil, a year-on-year increase of 4.8%, and produced 2.07 million metric tons of
ethylene, an increase of 9.5%. A primary annual crude processing capacity of 12.7 million metric tons
and ethylene production capacity of 780,000 tons were boosted.

Remaining recoverable oil
reserves (mmt)

217092
2,104.88
- 0]

Remaining recoverable gas
reserves (bcm)
2,215.90
205890

1,886.60
1,758.80

1,558.10 ‘ iI

Crude oil production (mmt)

134.71
12598
12097
11695

ol

Natural gas production (bem)

48.01
39.58

2627

i
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Refining and Chemicals Highlights

2002 2003 2004 2005 2006

Crude runs (mmt) 87.34 95.06 106.65 11541 124.07
Domestic 84.83 92.55 103.70 110.61 115.87
Overseas 2.51 2.51 2.95 4.80 8.20
Refined products output (mmt) 54.45 59.83 67.92 7437 78.69
Domestic 5246 57.84 65.61 71.16 73.39
Overseas 1.98 1.99 231 3.21 5.30
Refined products sales (mmt) 56.73 60.52 66.81 75.72 77.67
Major chemicals output (mmt) 10.03 10.97 11.49 11.52 11.98
Ethylene (mmt) 1.58 1.82 1.85 1.89 2.07

Renewable Energy Development

Substantial progress has been made in renewable energy development. By cooperating with the State
Forestry Administration under an agreement to develop forestry biomass energy, we made great effort
to promote a new industrial model integrating raw material forest bases founding and liquid biofuels
inversion and using in 2006, which witnessed the launch of a demonstration project of producing
liquid biofeuls out of woody oil plants. Together with State Forestry Administration, we also initiated the
China Green Carbon Fund.

Overseas Oil and Gas Operations

With increasing investment and engagement in overseas markets, our international operations
continued to expand both in depth and in width. 59.14 million metric tons of oil equivalent were
produced from the 69 projects in 26 countries in 2006, an increase of 51.5% from 2005. Rapid growth
was also seen in oil and gas trading, engineering and technical services and materials and equipment
export.

Engineering and Technical Services

We continued to increase our investment in developing core and special technologies and upgrading
current equipment mainly in such fields as oil and gas exploration and production, crude refining and
pipeline construction, resulting in an enhanced capability of delivering high-quality engineering and
technical services with more effectiveness and efficiency. Remarkable workload increase in geophysical
prospecting, well drilling, well logging and downhole operations are achieved, while several major
projects are completed.

Crude runs (mme)

124.07
11541

Refined products output (mmy)
78.69

77.67

11.98
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Corporate Social Responsibility

“In view of the scientific concept of development, enterprises are much more expected to repay the society.
Therefore, we should actively undertake our social responsibility while fulfilling our economic responsibility.®

X X X X X X X X

Enterprises are cells of social structure and are obliged to undertake and perform their due social responsibility to
promote the harmonious development of the society. With “Caring for energy, Caring for you”as our mission, CNPC
always adhere to permeate the social responsibility consciousness through out its daily production and operation
activities of each employee.

Health

We attach high importance to employees'health in conformity of the guidelines “people and health first"and “giving
priority to prevention”. We strengthened monitoring on employees’ occupational health as well as the occupational-
disease inductive factors in operational premise with regarding to the poor environment, high flow rate, intense
labor work and variety of occupational diseases in oil industry.

From June to September, 2006, we conducted a comprehensive survey of occupational-disease inductive factors in
various production premises covering oil and gas production, refining and chemicals, well drilling, geophysical
prospecting, well logging, downhole operation, pipeline engineering, and material and equipment manufacturing.
We specially checked hazardous factors, types of hazards, and protective facilities and equipments in operational
sites and took active measures according to the situation.

Regarding the fact that grass-root employees and field workers account for majority in CNPC, we take their physical
and psychological health as the key part of our occupational health work. We dispatched 20 occupational health
teams to offer medical inspection for our staff at production and field operation posts for three consecutive years. In
2006, 219,000 employees in special positions received health check, reaching a check rate of 95.9%.

Safety

Oil industry is featured by “high investment, high yield”with high safety and high environmental risks, leading to the
heavy and complicated environmental and safety protection work of every oil company which should be carried out
persistently in a long term. In 2006, we substantially consolidated our safe operation basis by taking advantage of
“Safety and Environmental Protection Year” with focuses on strengthening three fundamentals, fighting against three
rule-breaking behaviors, promoting up-to-standard rate, and eliminating hidden hazards. 37 production control,
safety and environmental protection systems including the Decision on Further Strengthening Safe Production
Management and the Implementation Advice on Further Strengthening Well Control Management have been
executed. And 7 company standards like the Field Safety Inspection Regulations have been issued. Safety
management in five key aspects, namely the major danger sources, risk and emergency response, construction site,
firefighting, and traffic, has been further improved.

To enhance the preventive capability against emergencies and accelerate the establishment of a comprehensive
emergency response system, we further perfected the safety and environmental emergency response mechanism,
compiled the General Emergency Response Program and specific matching plans, and established information
issuance mechanism. To meet the demand of off-shore operations, we set the Offshore Emergency Response and
Rescue Center to take charge of reactions against offshore accidents, including people rescue, firefighting, oil-spilling
treatment, and key project safeguard.

In 2006, we invested heavily to potential safety and environmental hazards control. 41 sets of chemical installations
with serious potential hazards were shut down. Number of accidents, casualties and economic losses were reduced
by 6.3%, 4.1% and 47.8% respectively compared to those of the previous year.

Jiang Jiemin
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