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PetroChina Company Limited (the "Registrant") is furnishing, under the
cover of Form 6-K, the Registrant's announcement of the results for the year
ended December 31, 2004.

This announcement contains "forward-looking statements" within the meaning
of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended. These forward-looking statements
are, by their nature, subject to significant risks and uncertainties. These
forward-looking statements include, without limitation, statements relating to:

o the Registrant's anticipated capital expenditures for each of its
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segments for the year ended December 31, 2005 and non segment-specific
capital expenditures for the same period;

o the Registrant's plan for segment operations, including:
- continuing to enhance o0il and gas exploration and production;
- speeding up the reserve and production capabilities;

- accelerating the adjustment and optimization of the refining and
chemicals businesses;

- further improving marketing network;

- accelerating the construction of key pipelines, connected
pipelines and underground gas storage tanks; and

o the Registrant's plan to continue to accelerate the implementation of
the overseas business development strategy;

o the Registrant's plans to adopt various measures to enhance its value
and maximize shareholders' value; and

o the Registrant's other future plans and prospects.

These forward-looking statements reflect our current views with respect to
future events and are not a guarantee of future performance. Actual results may
differ materially from information contained in these forward-looking statements
as a result of a number of factors, including, without limitation:

o fluctuations in crude oil and natural gas prices;

o failure to achieve continued exploration success;

o failure or delay in achieving production from development projects;
o change in demand for competing fuels in the target market;

o continued availability of capital and financing;

o general economic, market and business conditions;

o changes in policies, laws or regulations of the PRC and other

jurisdictions in which the Registrant and its subsidiaries conduct
business; and

o other factors beyond the Registrant's control.

We do not intend to update or otherwise revise the forward-looking
statements in this announcement, whether as a result of new information, future
events or otherwise. Because of these risks, uncertainties and assumptions, the
forward-looking events and circumstances discussed in this announcement might
not occur in the way we expect, or at all.

You should not place undue reliance on any of these forward-looking
statements.

[PETROCHINA LOGO]
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[Chinese Character]
PETROCHINA COMPANY LIMITED

(a joint stock limited company incorporated in the People's Republic of China
with limited liability)
(Stock Code: 857)

ANNOUNCEMENT OF THE RESULTS FOR THE YEAR ENDED DECEMBER 31, 2004
— FINANCIAL AND BUSINESS SUMMARY -

Output of crude oil for 2004 was 778.4 million barrels, representing an increase
of 0.5% from 2003.

Output of marketable natural gas for 2004 was 841.2 billion cubic feet,
representing an increase of 21.7% from 2003.

Total output of crude oil and natural gas for 2004 was 918.6 million barrels of
0il equivalent, representing an increase of 3.2% from 2003.

Consolidated turnover for 2004 was RMB388,633 million, representing an increase
of 27.9% from 2003.

Consolidated net profit for 2004 was RMB102,927 million, representing an
increase of 47.9% from 2003.

Basic and diluted earnings per share for 2004 were RMB0.59, representing an
increase of RMB0.19 from 2003.

THE BOARD OF DIRECTORS HAS RESOLVED TO DISTRIBUTE A FINAL DIVIDEND FOR 2004 OF
RMB 0.147511 PER SHARE.

The Board of Directors (the "BOARD") of PetroChina Company Limited (the
"COMPANY") is pleased to announce that the audited consolidated results of the
Company and its subsidiaries (the "GROUP") for the year ended December 31, 2004
prepared in accordance with International Financial Reporting Standards ("IFRS")
and its financial position as of December 31, 2004, together with the results
and financial position of 2003 for comparison, are as follows:

CONSOLIDATED PROFIT AND LOSS ACCOUNT

2004 2003
NOTE RMB MILLION RMB million
TURNOVER 2 388,633 303,779
OPERATING EXPENSES
Purchases, services and other (116, 353) (90,850)
Employee compensation costs (22,309) (19,542)
Exploration expenses, including
exploratory dry holes (11,723) (10,577)
Depreciation, depletion and amortization (46,411) (40,531)

Selling, general and administrative
expenses (26,377) (23,930)
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DIVIDENDS ATTRIBUTABLE TO:

Interim dividend declared during the year
Final dividend proposed after the balance sheet

date

CONSOLIDATED

BALANCE SHEET

NON CURRENT ASSETS

Property,

plant and equipment

Investments in associates
Available-for-sale investments
Advance operating lease payments
Intangible and other assets

(RMB) 5

(220)
(18, 685)

147,141

(42,563)

104,578

(1,651)

468,519
7,923
1,510

12,248
2,987

493,187

(2,355)
(15,879)

(391)
(538)

427,875
5,571
1,839
7,252
3,024

445,561
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CURRENT ASSETS

Inventories 45,771 28,872
Accounts receivable 2,662 3,263
Prepaid expenses and other current assets 17,563 13,528
Notes receivable 4,824 2,416
Receivables under resale agreements 33,217 24,224
Time deposits with maturities over three months 1,400 2,640
Cash and cash equivalents 11,304 11,231
TOTAL CURRENT ASSETS 116,741 86,174
CURRENT LIABILITIES
Accounts payable and accrued liabilities 70,696 64,180
Income tax payable 17,484 12,043
Other taxes payable 4,633 8,916
Short-term borrowings 27,276 28,890
120,089 114,029
NET CURRENT LIABILITIES (3,348 (27,855)
TOTAL ASSETS LESS CURRENT LIABILITIES 489,839 417,706
FINANCED BY
Share capital 175,824 175,824
Retained earnings 143,624 89,577
Reserves 105,764 91,212
Shareholders' equity 425,212 356,613
Minority interests 9,391 5,608
NON CURRENT LIABILITIES
Long-term borrowings 38,458 41,959
Other long-term obligations 2,438 2,000
Deferred taxation 14,340 11,526
55,236 55,485
489,839 417,706

NOTES

ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance
with International Financial Reporting Standards ("IFRS") issued by the
International Accounting Standards Board ("IASB"). The consolidated financial
statements have been prepared under the historical cost convention except as
disclosed in the accounting policies below.

The preparation of financial statements in conformity with IFRS requires
the use of estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses



Edgar Filing: PETROCHINA CO LTD - Form 6-K

during the reporting period. Although these estimates are based on management's
best knowledge of current events and actions, actual results ultimately may
differ from those estimates.

Certain balances of the prior year have been reclassified to conform with
current year presentation, including separate presentation of advance operating
lease payments.

2. TURNOVER

Turnover represents revenues from the sale of crude oil, natural gas,

refined products and petrochemical products and from the transportation of crude

0oil and natural gas. Analysis of turnover by segment is shown in Note 8.

3. PROFIT BEFORE TAXATION

2004 2003
RMB MILLION RMB million
Profit before taxation is arrived at after crediting
and charging of the following items:
CREDITING:
Dividend income from available-for-sale investments 90 69
Reversal of impairment of receivables 1,346 551
Reversal of impairment of available-for-sale investments 155 21
Reversal of write down in inventories 229 23
_4_

CHARGING:
Amortization on intangible and other assets 754 635
Auditors' remuneration 43 44
Cost of inventories (approximates cost of goods
sold) recognized as expense 165,025 134,935
Depreciation on property, plant and equipment,
including impairment provision

- owned assets 45,040 39,293

- assets under finance leases 23 21
Impairment of available-for-sale investments 181 179
Impairment of receivables 1,826 1,985
Interest expense (Note (a)) 2,303 2,346
Loss on disposal of property, plant and equipment 2,806 1,048
Operating lease expenses 3,873 3,573
Repair and maintenance 6,205 4,721
Research and development expenditure 2,936 2,411
Transportation expenses 10,029 8,780
Write down in inventories 375 159
NOTE (a) INTEREST EXPENSE

Interest expense 3,308 3,666

Less: amounts capitalized (1,005) (1,320)
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2,303 2,346
4. TAXATION
2004 2003
RMB MILLION RMB million
Income tax 39,404 26,347
Deferred tax 2,814 1,594
Share of tax of associates 345 131
42,563 28,072

In accordance with the relevant PRC income tax rules and regulations, the
PRC income tax rate applicable to the Group is principally 33% (2003: 33%).
Operations of the Group in certain regions in China have qualified for certain
tax incentives in the form of a reduced income tax rate of 15% instead of the
statutory rate of 33% through to the year 2010 or accelerated depreciation of
certain plant and equipment.

The tax on the Group's profit before taxation differs from the theoretical
amount that would arise using the basic tax rate in the PRC applicable to the
Group as follows:

Profit before taxation 147,141 98,322
Tax calculated at a tax rate of 33% 48,556 32,4406
Prior year tax return adjustment 27 419
Effect of preferential tax rate (6,886) (5,190)
Utilization of previously unrecognized tax loss of

subsidiaries (832) -
Income not subject to tax (605) (566)
Expenses not deductible for tax purposes 2,303 963
Tax charge 42,563 28,072
5. BASIC AND DILUTED EARNINGS PER SHARE

Basic and diluted earnings per share for the years ended December 31, 2004
and 2003 have been computed by dividing net profit by the number of 175.82
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billion shares issued and outstanding for each of the years.

There are no dilutive potential ordinary shares.

6. CHANGES IN SHAREHOLDERS' EQUITY

Balance at January 1, 2003

Net profit for the year ended
December 31, 2003

Revaluation surplus of property,
plant and equipment, net of tax
Revaluation loss offset against
previous revaluation surplus of
property, plant and equipment, net
of tax

Transfer to reserves

Final dividend for 2002 (note 7)
Interim dividend for 2003 (note 7)

Balance at December 31, 2003

Net profit for the year ended
December 31, 2004

Transfer to reserves

Final dividend for 2003 (note 7)
Interim dividend for 2004 (note 7)

Balance at December 31, 2004

7. DIVIDENDS

Final dividend for 2002 (Note (i))

Interim dividend for 2003 (Note (ii))

Final dividend for 2003 (Note (iii))

Interim dividend for 2004 (Note (iv))

Share Capital

175,824

175,824

Retained
Earnings

59,004

69,614

(9,363)
(12,299)
(17,379)

102,927
(14,552)
(13, 947)
(20, 381)

Reserves

527

(i) A final dividend in respect of 2002 of RMB0.069951 per share amounting to a

total of RMB12,299 million was paid on June 12,

2003,

and was accounted for in
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shareholders' equity as an appropriation of retained earnings in the year ended
December 31, 2003.

(ii) An interim dividend in respect of 2003 of RMB0.098841 per share amounting
to a total of RMB17,379 million was paid on October 8, 2003, and was accounted
for in shareholders' equity as an appropriation of retained earnings in the year
ended December 31, 2003.

(iii) A final dividend in respect of 2003 of RMB0.079324 per share amounting to
a total of RMB 13,947 million was paid on June 2, 2004, and was accounted for in
shareholders' equity as an appropriation of retained earnings in the year ended
December 31, 2004.

(iv) As authorized by shareholders in the Annual General Meeting on May 18,
2004, the Board of Directors, in a meeting held on August 26, 2004, resolved to
distribute an interim dividend in respect of 2004 of RMB0.115919 per share
amounting to a total of RMB20,381 million. The interim dividend was paid on
October 8, 2004, and was

accounted for in shareholders' equity as an appropriation of retained earnings
in the year ended December 31, 2004.

(v) At the meeting on March 16, 2005, the Board of Directors proposed a final
dividend in respect of 2004 of RMB0.147511 per share amounting to a total of
RMB25, 936 million. These financial statements for the year ended December 31,
2004 do not reflect this dividend payable, which will be accounted for in
shareholders' equity as an appropriation of retained earnings in the year ending
December 31, 2005.

8. SEGMENT INFORMATION

The Group is engaged in a broad range of petroleum related activities
through its four major business segments: Exploration and Production, Refining
and Marketing, Chemicals and Marketing, and Natural Gas and Pipeline.

The Exploration and Production segment is engaged in the exploration,
development, production and sales of crude oil and natural gas.

The Refining and Marketing segment is engaged in the refining,
transportation, storage and marketing of crude oil and petroleum products.

The Chemicals and Marketing segment is engaged in the production and sales
of basic petrochemical products, derivative petrochemical products and other
chemical products.

The Natural Gas and Pipeline segment is engaged in the transmission of
natural gas, crude oil and refined products, and the sales of natural gas.

In addition to these four major business segments, the Other segment
includes the assets, income and expenses relating to cash management, financing
activities, the corporate center, research and development, and other business
services to the operating business segments of the Group.

Substantially all assets and operations of the Group are located in the
PRC, of which each of the different regions is considered as one geographic
location in an economic environment with similar risks and returns. In addition
to its operations in
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the PRC, in April 2002 the Group acquired all the share capital of Devon Energy
Indonesia Ltd., a company engaging in the exploration and production of crude
0il and natural gas in Indonesia. In April 2003, the Group acquired for RMB679
million a 50% interest in Amerada Hess Indonesia Holdings Co., which has a 30%
interest in one of the oil and gas concessions that the Group acquired in 2002.

The accounting policies of the operating segments are the same as those
described in Note 1 "Accounting Policies".

Operating segment information for the years ended December 31, 2003 and
2004 is presented below:

PRIMARY REPORTING FORMAT--BUSINESS SEGMENTS

EXPLORATION REFINING CHEMICALS NATURAL
AND AND AND GAS AND
PRODUCTION MARKETING MARKETING PIPELIN
YEAR ENDED DECEMBER 31, 2004 RMB MILLION RMB MILLION RMB MILLION RMB MILLI
Turnover
(including inter-segment sales) 222,305 295,598 57,179 18,2
Less: Inter-segment sales (176,458) (21,862) (2,679) (3,7
Turnover from external customers 45,847 273,736 54,500 14,5
Depreciation, depletion and amortization (29,092) (8,829) (5,741) (2,6
Segment result 131,448 28,502 11,025 2,4
Other costs (5,877) (16,521) (3,370)
Profit/ (loss) from operations 125,571 11,981 7,655 2,5
EXPLORATION REFINING CHEMICALS NATURAL
AND AND AND GAS AND
PRODUCTION MARKETING MARKETING PIPELIN
YEAR ENDED DECEMBER 31, 2003 RMB MILLION RMB MILLION RMB MILLION RMB MILLT
Turnover
(including inter-segment sales) 177,271 223,584 39,211 15,0
Less:
Inter-segment sales (128,963) (16,867) (2,263) (3,2
Turnover from external customers 48,308 206,717 36,948 11,8

10
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_9_
Depreciation, depletion and amortization (25,486) (7,601) (5,795
Segment result 98,819 20,679
Other costs (6,449) (15, 644) (1,580
Profit/ (loss) from operations 92,370 5,035

SECONDARY REPORTING FORMAT - GEOGRAPHICAL SEGMENTS

TURNOVER TOTAL ASSETS

2004 2003 2004 2003

RMB RMB RMB RMB
YEAR ENDED DECEMBER 31, MILLION MILLION MILLION MILLION
PRC 387,639 302,854 606,147 529,209
Other (Exploration and Production) 994 925 3,781 2,526
388,633 303,779 609,928 531,735

9. SIGNIFICANT DIFFERENCES BETWEEN IFRS AND US GAAP

(UNAUDITED)

The consolidated financial statements in this results announcement have
been prepared in accordance with IFRS, which differ in certain material respects
from the accounting principles generally accepted in the United States of
America ("US GAAP"). Such differences include methods for measuring the amounts
shown in the financial statements, as well as additional disclosures required by
US GAAP.

Effect on net income of significant differences between IFRS and US GAAP
is as follows:

Net income under IFRS

US GAAP adjustments:
Reversal of revaluation loss of property, plant and equipment
Depreciation charges on property, plant and equipment revaluation gain
Depreciation charges on property, plant and equipment revaluation loss
Loss on disposal of revalued property, plant and equipment

CAPITAL EXPE

RMB

102,927

8,170
(830)
523

11
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Income tax effect (2,595)

Minority interests (60)

Net income under US GAAP 108,135

Basic and diluted net income per share under US GAAP (RMB) 0.62
_10_

Effect on shareholders' equity of significant differences between IFRS and
US GAAP is as follows:

Shareholders' equity under IFRS 425,212
US GAAP adjustments:

Reversal of property, plant and equipment revaluation gain (80,555)
Depreciation charges on property, plant and equipment revaluation gain 45,443
Reversal of property, plant and equipment revaluation loss 1,513
Depreciation charges on property, plant and equipment revaluation loss (1,310)
Loss on disposal of revalued property, plant and equipment 1,314
Deferred tax assets on revaluation 11,0091
Minority interests 304

Effect on the retained earnings from the one-time remedial payments for
staff housing borne by the state shareholder of the Company (2,553)

Effect on the other reserves of the shareholders' equity from the one- time
remedial payments for staff housing borne by the state shareholder of the
Company 2,553

Shareholders' equity under US GAAP 403,012

Changes in shareholders' equity under US GAAP for each of the years ended
December 31, 2004 and 2003 are as follows:

2004 2003
RMB MILLION RMB million
Balance at beginning of year 329,205 283,464

12
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Net profit for the year 108,135 75,419
Final dividend for year 2002 - (12,299)
Interim dividend for year 2003 - (17,379)
Final dividend for year 2003 (13,947) -
Interim dividend for year 2004 (20, 381) -
Balance at end of year 403,012 329,205

In preparing the summary of differences between IFRS and US GAAP, the
management of the Company is required to make estimates and assumptions that
affect

the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities, and the estimates of revenues and expenses. Accounting
estimates have been employed in these financial statements to determine reported
amounts, including realisability, useful lives of tangible and intangible
assets, income taxes and other areas. Actual results may differ from those
estimates.

A summary of the principal differences and additional disclosures
applicable to the Group is set out below:

(a) REVALUATION OF PROPERTY, PLANT AND EQUIPMENT

The property, plant and equipment, excluding oil and gas reserves,
transferred to the Company by CNPC were appraised as of June 30, 1999, as
required by the relevant PRC regulations, by a firm of independent valuers
registered in the PRC, China Enterprise Appraisal. As at September 30, 2003, a
revaluation of the Group's refining and chemical production equipment was
undertaken by a firm of independent valuers registered in the PRC, China United
Assets Appraiser Co., Ltd, on a depreciated replacement cost basis.

The June 1999 revaluation resulted in RMB80,549 million in excess of the
prior carrying value and a revaluation loss of RMB1,122 million on certain
property, plant and equipment.

The September 2003 revaluation resulted in RMB872 million in excess of the
carrying value of certain property, plant and equipment and a revaluation loss
of RMB1,257 million.

With respect to the RMB872 million revaluation gain resulting from the
2003 revaluation, RMB98 million were related to property, plant and equipment
that experienced revaluation loss in 1999, and were credited to the profit and
loss account. The remaining RMB774 million was credited to the revaluation
reserve in the shareholders' equity.

With respect to the RMB1,257 million revaluation loss resulting from the
2003 revaluation, RMB768 million were related to property, plant and equipment
that

experienced revaluation gain in 1999. The remaining RMB489 million were charged
to the profit and loss account.

13
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The depreciation charge, which includes impairment charge, on the
revaluation surplus from January 1, 2004 to December 31, 2004 was RMB8,170
million, and from January 1, 2003 to December 31, 2003 was RMB8,053 million.

The depreciation charge, which includes impairment charge, on the
revaluation loss from January 1, 2004 to December 31, 2004 was RMB830 million,
and from January 1, 2003 to December 31, 2003 was RMB144 million.

The loss on disposal of revalued property, plant and equipment, which
includes shut down of manufacturing assets, from January 1, 2004 to December 31,
2004 was RMB523 million, and from January 1, 2003 to December 31, 2003 was
RMB451 million.

For purposes of reconciling to the US GAAP financial data, the effect of
the revaluation, the related depreciation charges and loss on disposal is
reversed. A deferred tax asset relating to the reversal of the effect of
revaluation in 1999 is established, together with a corresponding increase in
the shareholders' equity. Under a special approval granted by the Ministry of
Finance, the effect of the revaluation in 1999 is available as additional
depreciation base for purpose of determining taxable income.

(b) RELATED PARTY TRANSACTIONS

The Group has disclosed in its 2004 consolidated financial statements and
Note 36 thereto to be published on the website of The Stock Exchange of Hong
Kong Limited ("HKSE") (http://www.hkex.com.hk) the transactions with its
significant customers, and in Notes 21, 22, 26, 27 and 37 transactions and
balances with its immediate parent, CNPC, and its related companies. CNPC is
owned by the PRC government, which also owns a significant portion of the
productive assets in the PRC. IFRS exempts state controlled enterprises from
disclosing transactions with other state controlled enterprises. IFRS also
excludes government departments and agencies from related

- 13 -

parties to the extent that such dealings are in the normal course of business.
US GAAP contains no similar exemptions and requires disclosure of material
related party transactions. The Group believes that it has provided meaningful
disclosures of related party transactions through the major customer disclosures
in Note 36 and the transactions with the CNPC Group disclosed in Note 37.
Although the majority of the Group's activities are conducted with the PRC
government and its affiliates and other state controlled enterprises, none
individually constitutes a major customer or supplier other than those
disclosed.

(c) ONE-TIME REMEDIAL PAYMENTS FOR STAFF HOUSING

The Ministry of Finance of the PRC issued several public notices and
regulations during the year ended December 31, 2000 and 2001 with respect to the
one-time remedial payments for staff housing payable to certain employees who
joined the workforce prior to December 31, 1998 and have housing conditions
below local standards as determined in accordance with government regulations
and guidelines. These notices and regulations issued by the Ministry of Finance
also provided that the portion of remedial payments attributable to the periods
prior to a restructuring of the employer enterprise from a wholly state-owned
status to a less than wholly state-owned status is to be borne by the state
shareholder of the enterprise.

The restructuring that resulted in the formation of the Group took place

14
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in November 1999. As such, the one-time remedial housing payments payable to the
eligible employees of the Group are to be borne by the state shareholder of the
Group.

Under IFRS, such direct payments to employees or reimbursements will not
be recorded through the consolidated profit and loss account of the Group. US
GAAP contains no such exemption but requires this principal shareholder's action
on behalf of the Company to be recorded in the consolidated profit and loss
account. In the last quarter of year 2002, the Group and CNPC completed the
process of estimating the amount payable to qualified employees of the Group.
This amount, RMB2,553 million, was reflected in determining net income of the
Group for the year ended December 31, 2002, under US GAAP. Since this amount is
borne by CNPC, a

corresponding amount has been included as an addition to the other reserves in
the shareholders' equity of the Group. There were no significant changes in this
estimate during 2003 and 2004.

(d) RECENT US ACCOUNTING PRONOUNCEMENTS

In December 2004, the FASB revised FAS No. 123 (FAS 123 (R)). FAS 123 (R),
"Share-Based Payment", requires all share-based payments to employees, including
grants of employee stock options, to be recognized in the financial statements
based on their fair values. Pro forma disclosure is no longer an alternative to
financial statement recognition. FAS 123 (R) is effective for interim periods
beginning after June 15, 2005. The Group is evaluating the transition provisions
allowed by FAS 123 (R). The Group does not expect the adoption of FAS 123 (R) to
have a material impact on the Group's financial position or operational results.

On November 24, 2004, the FASB issued Statement No. 151, "Inventory
Costs", an amendment of ARB No. 43, Chapter 4 (FAS 151). FAS 151 requires that
abnormal amounts of idle capacity and spoilage costs be excluded from the cost
of inventory and expensed when incurred. The provisions of FAS 151 are
applicable to inventory costs incurred during fiscal years beginning after June
15, 2005. The Group does not expect the adoption of FAS 151 to have a material
impact on the Group's financial position or results of operation.

On December 15, 2004, the FASB issued Statement No. 153, "Exchanges of Non
monetary Assets", an amendment of APB Opinion No. 29 (FAS 153). FAS 153 requires
exchanges of productive assets to be accounted for at fair value, rather than at
carryover basis, unless (1) neither the asset received nor the asset surrendered
has a fair value that is determinable within reasonable limits or (2) the
transactions lack commercial substance. FAS 153 is effective for non monetary
asset exchanges occurring in fiscal periods beginning after June 15, 2005. The
Group does not expect the adoption of FAS 153 to have a material impact on the
Group's financial position or results of operation.

- 15 -

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion should be read in conjunction with the
consolidated financial statements of the Group and the notes thereto, proposed
to be submitted by the Company to the HKSE and published on the website of the
HKSE on or before April 30, 2005 which contains information required under the

15
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Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the "LISTING RULES") applicable to this reporting period.

OVERVIEW

For the twelve months ended December 31, 2004, profit before taxation of
the Group was RMB147,141 million, representing an increase of 49.7% compared
with the corresponding period in the previous year. Net profit was RMB102,927
million, representing an increase of 47.9% compared with the corresponding
period in the previous year. For the first time net profit of the Group exceeded
RMB100,000 million. Profit in all four business segments recorded historical
highs. The increase in profit was due primarily to the Group's ability to take
full advantage of the opportunities presented by persistently high oil prices
and strong market demand to enhance exploration and development and to increase
0il and gas production, thereby achieving a steady increase in domestic crude
0il production. Production and sales of refined oil and chemicals increased and
the quantity of processed crude o0il reached a record high. Production of natural
gas continued to increase; and there is also a new breakthrough in the
infrastructure of o0il and gas pipelines. Management of the Company was also
strengthened and technological and management innovations are introduced on an
ongoing basis.

For the year ended December 31, 2004, the Company's basic and diluted
earnings per share were RMBO0.59.

TWELVE MONTHS ENDED DECEMBER 31, 2004 COMPARED WITH TWELVE MONTHS ENDED DECEMBER
31, 2003

CONSOLIDATED OPERATING RESULTS

Turnover Turnover increased 27.9% from RMB303,779 million for the twelve
months ended December 31, 2003 to RMB388,633 million for the twelve months ended
December 31, 2004. This was due primarily to the increase in the price of crude
0il and the increase in the prices and sales volume of natural gas, refined
products and chemicals.

Operating Expenses Operating expenses increased 18.3% from RMB204,593
million for the twelve months ended December 31, 2003 to RMB242,047 million for
the twelve months ended December 31, 2004. This was mainly attributable to an
increase in the purchase cost of crude oil and refined products from external
suppliers and increased depreciation and depletion caused by an increase in the
amount of property, plant and equipment.

Purchases, Services and Other Expenses Purchases, services and other
expenses increased 28.1% from RMB90,850 million for the twelve months ended
December 31, 2003 to RMB116,353 million for the twelve months ended December 31,
2004. This was due primarily to (1) the increase in the purchase cost of crude
0il from external suppliers resulted from the increase of crude oil price and
the increase in the purchase volume of crude oil by the Company's refineries;
and (2) the increase in the prices of refined oil and chemical products, which
increased the purchase cost of refined oil and chemical products from external
suppliers.

Employee Compensation Costs Employee compensation costs rose 14.2% from
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RMB19, 542 million for the twelve months ended December 31, 2003 to RMB22,309
million for the twelve months ended December 31, 2004. This was due primarily to
the increase in employees' salaries and welfare expenses as a result of strong
operating results achieved by the Company, and the increase in labour costs as a
result of further development of the Company's retail network.

Depreciation, Depletion and Amortization Depreciation, depletion and
amortization increased 14.5% from RMB40,531 million for the twelve months ended
December 31, 2003 to RMB46,411 million for the twelve months ended December 31,
2004. This was mainly attributable to an increase in impairment of assets and an
increase in depreciation, depletion and amortization caused by an increase in
the amount of property, plant and equipment.

Selling, General and Administrative Expenses Selling, general and
administrative expenses increased 10.2% from RMB23,930 million for the twelve
months ended December 31, 2003 to RMB26,377 million for the twelve months ended
December 31, 2004. This was due primarily to an increase in transportation,
repair and other related costs caused by an increase in the sales volume of
refined oil and petrochemical products.

Shut down of Manufacturing Assets The costs for shutting down
manufacturing assets decreased by 90.7% from RMB2,355 million for the twelve
months ended December 31, 2003 to RMB220 million for the twelve months ended
December 31, 2004, including RMB192 million for shutting down inefficient
facilities in the Refining and Marketing segment, and RMB28 million for shutting
down inefficient facilities in the Chemicals and Marketing segment.

Taxes other than Income Tax Taxes other than income tax increased 17.7%
from RMB15,879 million for the twelve months ended December 31, 2003 to
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RMB18, 685 million for the twelve months ended December 31, 2004. The increase
was due primarily to: (i) an increase in consumption tax and surcharges as a
result of an increase in the sales volume of gasoline and diesel oil by the
Company's refineries; and (ii) an increase in compensation fees for mineral
resources due to an increase in crude oil revenue.

Profit from Operations As a result of the factors discussed above, profit
from operations increased 47.8% from RMB99,186 million for the twelve months
ended December 31, 2003 to RMB146,586 million for the twelve months ended
December 31, 2004.

Net Exchange Gain (Loss) Net exchange loss decreased 59.4% from RMB180
million for the twelve months ended December 31, 2003 to RMB73 million for the
twelve months ended December 31, 2004. The decrease in net exchange loss was
mainly due to a decrease in the average proportion of foreign exchange
borrowings and a dramatic slowdown in the appreciation of foreign currencies
against Renminbi.

Net Interest Expenses Net interest expenses decreased 28.3% from RMB1, 669
million for the twelve months ended December 31, 2003 to RMB1,196 million for
the twelve months ended December 31, 2004. The decrease in net interest expenses
was due primarily to sufficient cash flow generated from operating activities
and a decrease in the average proportion of interest-bearing debts.

Profit Before Taxation Profit before taxation rose 49.7% from RMB98, 322
million for the twelve months ended December 31, 2003 to RMB147,141 million for
the twelve months ended December 31, 2004.
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Taxation Taxation increased 51.6% from RMB28,072 million for the twelve
months ended December 31, 2003 to RMB42,563 million for the twelve months ended
December 31, 2004. The increase was mainly due to an increase in taxable
profits.

Net Profit As a result of the factors discussed above, net profit
increased 47.9% from RMB69,614 million for the twelve months ended December 31,
2003 to RMB102,927 million for the twelve months ended December 31, 2004.

SEGMENT INFORMATION
EXPLORATION AND PRODUCTION

Turnover Turnover increased 25.4% from RMB177,271 million for the twelve
months ended December 31, 2003 to RMB222,305 million for the twelve months ended
December 31, 2004. The increase was mainly attributable to an increase in the
price of crude oil and an increase in the sales volume of natural gas. The
average realized crude oil price of the Company in 2004 was US$33.88 per barrel,
representing an increase of US$6.68 per barrel and 24.6% from US$27.20 per
barrel compared with the corresponding period in the previous year.

Intersegment sales increased 36.8% from RMB128,963 million for the twelve
months ended December 31, 2003 to RMB176,458 million for the twelve months ended
December 31, 2004. The increase was mainly due to an increase in the price of
crude oil and an increase in the sales volume of natural gas.

Operating Expenses Operating expenses increased 13.9% from RMB84, 901
million for the twelve months ended December 31, 2003 to RMB96,734 million for
the twelve months ended December 31, 2004. The increase was mainly due to the
increase in crude oil import from Russia, the increase in exploration expenses,
depreciation and depletion of fixed assets and increases in staff costs.

Profit from Operations Profit from operations increased 35.9% from
RMB92,370 million for the twelve months ended December 31, 2003 to RMB125,571
million for the twelve months ended December 31, 2004.
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REFINING AND MARKETING

Turnover Turnover rose 32.2% from RMB223,584 million for the twelve months
ended December 31, 2003 to RMB295,598 million for the twelve months ended
December 31, 2004. The increase was caused by an increase in the prices and
sales volume of key refined products, of which:

Sales revenue from gasoline increased 28.0% from RMB60,073 million for the
twelve months ended December 31, 2003 to RMB76,919 million for the twelve months
ended December 31, 2004. The average realized selling price of gasoline surged
17.2% from RMB3,023 per ton for the twelve months ended December 31, 2003 to
RMB3, 542 per ton for the twelve months ended December 31, 2004, resulting in an
increase in revenue by RMB11,267 million. The sales volume of gasoline increased
9.3% from 19.87 million tons for the twelve months ended December 31, 2003 to
21.71 million tons for the twelve months ended December 31, 2004, resulting in
an increase in revenue by RMB5,579 million.

Sales revenue from diesel increased 36.2% from RMB100,336 million for the
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twelve months ended December 31, 2003 to RMB136,649 million for the twelve
months ended December 31, 2004. The average realized selling price of diesel
increased 15.7% from RMB2, 735 per ton for the twelve months ended December 31,
2003 to RMB3,165 per ton for the twelve months ended December 31, 2004,
resulting in an increase in revenue by RMB18,567 million. The sales volume of
diesel increased 17.7% from 36.68 million tons for the twelve months ended
December 31, 2003 to 43.18 million tons for the twelve months ended December 31,
2004, resulting in an increase in revenue by RMB17,746 million.
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Sales revenue from kerosene increased 42.6% from RMB4,125 million for the
twelve months ended December 31, 2003 to RMB5,881 million for the twelve months
ended December 31, 2004.

Intersegment sales revenue increased 29.6% from RMB16,867 million for the
twelve months ended December 31, 2003 to RMB21,862 million for the twelve months
ended December 31, 2004. The increase was mainly due to an increase in selling
prices and intersegment sales volume.

Operating Expenses Operating expenses increased 29.8% from RMB218,549
million for the twelve months ended December 31, 2003 to RMB283,617 million for
the twelve months ended December 31, 2004. The increase was mainly attributable
to the increase in the purchase cost of crude oil and refined oil from external
suppliers, and an increase in staff cost, selling and administrative expenses.

Profit from Operations Profit from operations increased 137.9% from
RMB5, 035 million for the twelve months ended December 31, 2003 to RMB11,981
million for the twelve months ended December 31, 2004.

CHEMICALS AND MARKETING

Turnover Turnover rose 45.8% from RMB39,211 million for the twelve months
ended December 31, 2003 to RMB57,179 million for the twelve months ended
December 31, 2004. The growth in turnover of this segment was mainly due to an
increase in the sales volume and selling prices of chemical products.

Operating Expenses Operating expenses increased 29.7% from RMB38,170
million for the twelve months ended December 31, 2003 to RMB49,524 million for
the twelve months ended December 31, 2004. The increase was mainly due to an
increase

in the expenses for the purchase of raw materials and an increase in selling and
administrative expenses.

Profit from Operations Profit from operations increased 635.4% from
RMB1, 041 million for the twelve months ended December 31, 2003 to RMB7, 655
million for the twelve months ended December 31, 2004.

NATURAL GAS AND PIPELINE

TurnoverTurnover increased 21.2% from RMB15,067 million for the twelve
months ended December 31, 2003 to RMB18,255 million for the twelve months ended
December 31, 2004. The increase was mainly due to an increase in the sales
volume, and volume of natural gas from pipeline transmission.
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Operating Expenses Operating expenses increased 19.6% from RMB13,145
million for the twelve months ended December 31, 20
the twelve months ended December 31, 2004. The incr
increase in expenses for the purchase of gas and an increase in depreciation
charges caused by the commencement of operation of the West-East Gas Pipeline.

03 to RMB15,720 million for
ease was mainly due to an

Profit from Operations Profit from operations increased 31.9% from
RMB1, 922 million for the twelve months ended December 31, 2003 to RMB2,535
million for the twelve months ended December 31, 20

LIQUIDITY AND CAPITAL RESOURCES

For the twelve months ended December 31, 2004
of funds were cash generated from operating activities, short-term and long-term
borrowings, c

activities, c

ash and cash equivalents. The Group's
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04.

, the Group's primary sources

funds were used for operating

apital expenditures, repayment of short-term and long-term
borrowings and distribution of dividends to shareholders.

As at December 31, 2004, short-term borrowing
of the Group's capital employed as compared with approximately 6.7% as at

December

31,

2003. The Group's ability to obtain ad

s made up approximately 5.5%

equate financing may be

affected by the financial condition and operating results and the conditions of
the domestic and foreign capital markets. The Group
relevant PRC government authorities before raising funds in the domestic and
foreign capital markets. In general, the Group must
approvals for any project involving significant capital investments in the
Refining and Marketing segment, the Chemicals and M
Natural Gas and Pipeline segment.

must seek approvals from the
obtain PRC government

arketing segment and the

The Group plans to fund its capital and related investments principally
from the cash generated from operating activities,

borrowings, c

December

Cash and cash equivalents were primarily Renminbi

31,

short-term and long-term

ash and cash equivalents. For the twelve months ended December 31,
2004, net cash generated from operating activities was RMB137,299 million. As at

2004, the Group had RMB11,304 million

in cash and cash equivalents.

(with Renminbi accounting for

approximately 71.1% and United States Dollar accounting for approximately

28.9%) .

The table below sets forth the cash flow of the Group for each of the

twelve months ended December 31,

at the end of each period.

Net cash
Net cash
Net cash
Cash and

flow
flow
flow
cash

generated from operating activities
used for investment activities

used for financing activities
equivalents at the end of each period

2004 and 2003 and the cash and cash equivalents

YEAR ENDED DECEMBER 31

2004 2003
RMB MILLION RMB milli
137,299 137,236
(98,533) (96,213
(38,693) (39,769
11,304 11,231
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CASH FLOW GENERATED FROM OPERATING ACTIVITIES

The net cash flow of the Group generated from operating activities for the
twelve months ended December 31, 2004 was RMB137,299 million which is basically
the same as the RMB137,236 million generated for the twelve months ended
December 2003. This was due to an increase in sales revenue as well as an
increase in the amount of expenditure and the amount of income tax payable. In
addition, the level of inventories also increased resulting from an increase in
the scale of its sales.

As at December 31, 2004, the Group had a working capital deficit of
RMB3, 348 million compared with a working capital deficit of RMB27,855 million as
at December 31, 2003. The decrease in working capital deficit was mainly due to
an increase in inventories resulting from an increase in the scale of its sales

and an increase in receivables under resale agreements.
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CASH USED FOR FINANCING ACTIVITIES

The net borrowings of the Group as at December 31, 2004 and December 31,
2003 are as follows:

Short-term borrowings (including current portion of long-term borrowings)
Long-term borrowings

Total borrowings

Less
Cash and cash equivalents
Time deposits with maturities over three months

Receivables under resale agreements

Net borrowings

The maturity profile of the long-term borrowings of the Group is as
follows:

PRINCIPAL AS AT DECEMBER 31, 2004
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To be repaid within one year 16,008
To be repaid within one to two years 8,130
To be repaid within two to five years 22,961
To be repaid after five years 7,367

54,466

Of the total borrowings of the Group as at December 31, 2004,
approximately 27.1% were fixed-rate loans and approximately 72.9% were
floating-rate loans. Of the borrowings as at December 31, 2004, approximately
85.1% were denominated in Renminbi, approximately 13.2% were denominated in US
Dollars, approximately 0.5% were denominated in British Pound Sterling,
approximately 0.7% were denominated in Japanese Yen, and approximately 0.5% were
denominated in Euro.
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As at December 31, 2004 and December 31, 2003, the amount of short-term
borrowings owed to related parties was RMB600 million and RMB610 million,
respectively. As at December 31, 2004 and December 31, 2003, the amount of
long-term borrowings owed to related parties was RMB22,568 million and RMB24,578
million, respectively.

As at December 31, 2004, the amount of short-term and long-term borrowings
owed to China Petroleum Finance Company Limited was RMB600 million and RMB22, 568
million, respectively.

The net cash used for financing activities for the twelve months ended
December 31, 2004 decreased 2.7% compared with the twelve months ended December
31, 2003. The decrease was mainly due to lower net repayment compared with the
corresponding period of last year.

As at December 31, 2004, loans of the Group consisted of RMB50 million
(RMB170 million as at December 31, 2003) secured loans (finance lease and bank
loans), of which RMB29 million worth of bank loans (RMB114 million as at
December 31, 2003) were secured by plant and equipment of the Group valued at
RMB218 million (RMB152 million as at December 31, 2003). Given that title to the
leased property will be transferred to the lessor in the event of default, debts
incurred by way of finance lease are in fact secured debts. As at December 31,
2004, the debts incurred by the Group by way of finance lease amounted to RMB21
million (RMB56 million as at December 31, 2003). The net book value of property,
plant and equipment under finance lease was RMB175 million (RMB240 million as at
December 31, 2003).

As at December 31, 2004, the debt to capitalization ratio(debt to
capitalization ratio = interest-bearing debts/ (interest-bearing debts +
shareholder's equity) was 13.4% (16.6% as at December 31, 2003).
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CAPITAL EXPENDITURES

The table below sets out our capital expenditures by the business segments
for each of the twelve months ended December 31, 2004 and the twelve months
ended December 31, 2003. As at December 31, 2004, capital expenditures increased
15.0% to RMB95,349 million from RMB82,929 million as at December 31, 2003. The
increase was mainly due to an increase in expenditures relating to oil and gas
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exploration and development and continuation in putting in greater efforts in
the construction of the sales network.

YEAR ENDED DECEMBER 31,

2004 2003 2005 (est

RMB MILLION % RMB million % RMB mill
Exploration and
Production 59,488%* 62.4 52,713* 63.6 61,
Refining and
Marketing 17,467 18.3 12,650 15.2 14,
Chemicals and
Marketing 4,319 4.5 3,898 4.7 8,
Natural gas and
Pipeline 13,901 14.6 13,530 16.3 12,
Other 174 0.2 138 0.2 1,
Total 95,349 100 82,929 100 97,

Note: *If geological and geophysical exploration costs were included, the
capital expenditures and investments for the Exploration and Production segment
for 2003 and 2004, and the estimate of the same for the entire 2005 would be
RMB58,599 million, RMB66,493 million and RMB66,660 million, respectively.

EXPLORATION AND PRODUCTION

The majority of the Group's capital expenditures is related to the
Exploration and Production segment. For the twelve months ended December 31,
2004, capital expenditures in relation to exploration and production amounted to
RMB59,488 million, including RMB11,308 million for exploration activities and
RMB43,217 million for development activities. For the twelve months ended
December 31, 2003, capital expenditures in relation to this segment totaled
RMB52, 713 million, including RMB9, 250 million for exploration activities and
RMB39,587 million for development
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activities. The increase in capital expenditures was mainly due to an increase
in expenditures relating to oil and gas exploration and development as well as
strategic adjustments in the east and the speeding up of production in the west,
and an increase in expenditures relating to exploration and development of gas
fields in the Tarim, Sichuan and Erdos basins.

The Group anticipates that capital expenditures for the Exploration and
Production segment for the twelve months ending December 31, 2005 will amount to
RMB61,160 million. Approximately RMB10, 960 million will be used for oil and gas
exploration, and approximately RMB50,200 million will be used for oil and gas
development. Exploration and development will be mainly carried out in the
Erdos, Junggar, Tarim, Songliao, Sichuan and Bohai Bay basins.

REFINING AND MARKETING

Capital expenditures for the Group's Refining and Marketing segment for
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the twelve months ended December 31, 2004 amounted to RMB17,467 million, of
which RMB11l,729 million was spent on the expansion of the retail sales network
of refined products and storage infrastructure facilities, and RMB5,738 million
was spent on renovation of refining facilities. The total capital expenditures
of this segment for the twelve months ended December 31, 2003 were RMB12, 650
million. The increase in capital expenditures was mainly due to the continual
increase in the efforts in the construction of the sales network.

The Group anticipates that capital expenditures for the Refining and
Marketing segment for the twelve months ending December 31, 2005 will amount to
RMB14,590 million, which include:

- approximately RMB7,250 million for construction and expansion of
refining facilities;

- approximately RMB7,340 million for investments in the development of
the refined product sales network.

- 29 —

CHEMICALS AND MARKETING

Capital expenditures for the Chemicals and Marketing segment for the
twelve months ended December 31, 2004 and 2003 amounted to RMB4,319 million and
RMB3, 898 million respectively. The increase was mainly due to an increase in
investments in the ethylene projects in Daging, Jilin and Lanzhou.

The Group anticipates that capital expenditures for the chemicals and
marketing segment for the twelve months ending December 31, 2005 will amount to
RMB8, 350 million, which is expected to be used primarily for upgrading ethylene
facilities in Daging, Jilin, Lanzhou and Dushanzi and the PTA project at
Liaoyang Petrochemical Company.

NATURAL GAS AND PIPELINE

Capital expenditures in the Natural Gas and Pipeline segment for the
twelve months ended December 31, 2004 amounted to RMB13,901 million. The Group
spent RMB13,462 million of these expenditures on the construction of long
distance pipelines, of which RMB3,425 million was spent on the West-East Gas
Pipeline project. For the twelve months ended December 31, 2003, capital
expenditures in the segment totaled RMB13,530 million. The increase in capital
expenditures was mainly due to an increase in investments in the Zhongxian-Wuhan
and the second Shaanxi-Beijing pipelines projects.

The Group anticipates that capital expenditures for the Natural Gas and
Pipeline segment for the twelve months ending December 31, 2005 will amount to
RMB12,400 million. Approximately RMB7,000 million is expected to be invested in
the West-East Gas Pipeline project, the Zhongxian-Wuhan pipeline and the second
Shaanxi-Beijing pipeline projects and approximately RMB5,400 million is expected
to be invested in the construction of natural gas storage facilities and other
natural gas, crude oil and refined products pipelines.
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OTHER

Non-segment-specific capital expenditures for the twelve months ended
December 31, 2004 and for the twelve months ended December 31, 2003 were RMB174
million and RMB138 million respectively. These capital expenditures were mainly
used for non segment-specific equipment purchases and research and development
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activities.

The Group anticipates that its non-segment-specific capital expenditures
for the twelve months ending December 31, 2005 will amount to RMBlbillion, which
is expected to be used primarily for technology research, information system,
construction of water and electricity supply systems, roads and
telecommunications system for the mutual benefit of various segments.

MATERIAL INVESTMENT

The Group did not hold any material investment for the year ended December
31, 2004.

MATERIAL ACQUISITION OR DISPOSAL

The Group had not made any material acquisition or disposal of
subsidiaries and associated companies for the year ended December 31, 2004.

FOREIGN EXCHANGE RATE RISK

Renminbi is not a freely convertible currency. Future exchange rates of
Renminbi could vary significantly from the current or historical exchange rates
as a result of controls that could be imposed by the PRC government. The
exchange rates of Renminbi are affected by changes in PRC government policies.
The exchange rates of Renminbi are also affected by economic developments and
political changes domestically and internationally, and the supply and demand
for Renminbi. The official exchange rate for the conversion of Renminbi to
United States Dollar has generally been stable recently. As Renminbi is the
measurement currency of the Company and most of its consolidated entities, the
fluctuation of exchange rates of

Renminbi may have positive or negative impacts on the results of operations of
the Group. Because prices for the Group's crude oil and refined products are set
generally with reference to United States Dollar-denominated international
prices, a devaluation of Renminbi against United States Dollar may not have a
negative impact on the Group's turnover but may increase the cost incurred by
the Group to acquire imported materials and equipment as well as the foreign
currency-denominated obligations of the Group. On the other hand, an
appreciation of Renminbi against United States Dollar may decrease the Group's
turnover, but the cost for acquiring imported materials and equipment may be
reduced. The results of operations and the financial condition of the Group may
also be affected by fluctuations in exchange rates against Renminbi of a number
of other foreign currencies other than United States Dollar.

COMMODITY PRICE RISK

The Group is engaged in a wide range of petroleum related activities. The
global oil and gas market is affected by international political, economic and
military developments and global demand for and supply of oil and gas. As the
prices of Chinese crude o0il and refined products are determined by reference to
international benchmark prices, fluctuations of prices of crude o0il and refined
products in the international market will directly or indirectly, affect prices
of Chinese crude o0il and refined products. A decrease in the prices of crude oil
and refined products could adversely affect the Group's financial position. The
Group has not used derivative instruments to hedge against potential price
fluctuations of crude oil and refined products. Therefore, during 2004 and 2003,
the Group was exposed to general price fluctuations of widely traded oil and gas
commodities.
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INDUSTRY RISK

Like other oil and natural gas companies in China, the Company's business
activities are subject to regulation and control by the PRC government in many
aspects. This regulation and control, such as by way of grant of exploration and
production licences, the imposition of industry-specific taxes and levies and
the implementation of

environmental and safety standards, is expected to have an impact on the
Company's business operations. As a result, the Company may be subject to fairly
significant restrictions when implementing its business strategy, developing and
expanding its business o