MANAGEMENT DISCUSSION AND ANALYSIS

Theinformation given below doesnot form part of thefinancia statementsaudited by Ernst & Young,
internationa auditorsof the Group, which are set out on page 40to page 105 of the annual report of the

Company.

Business Result Review

In 2001, the shipping industry worldwide was on the decline, asaresult of the slowing down of the
global economic growth. The Group devel oped new markets, strictly controlled itscostsand strength-
ened itsmanagement. Asaresult, the Group expanded steadily and itsbusinessincreased on aconstant
bass.

For theyear ended 31 December 2001, thevolume of cargo carried by the Group increased from 75.4
billionton-nautical milesin 2000 to 80.2 billion ton-nautical miles, representing anincreaseof 6.4%.
The Group’sturnover in 2001 was Rmb 3.90 billion, representing an increase of 22.1% from Rmb
3.19 hillion in 2000. Profit before tax and attributabl e to shareholders, were Rmb 438,313,000 and
Rmb 325,258,000 respectively, representing increasesof 34.9 % and 15.4% respectively over that in
2000.
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MANAGEMENT DISCUSSION AND ANALYSIS CONTINUED

Crudeoil and refined oil transportation arethe key businessesof the Group. In 2001, theinternational
oil transportation market faced much fluctuation. The Group organized itstransportation strategies
according to market demand and, hence, was ableto gained businessgrowth. Theaggregate transpor-
tation volume of crude oil and refined oil handled by the Groupincreased by 21.5% from 33.9 billion
ton-nautical milesin 2000to41.2 billion ton-nautical milesin 2001. Theturnover from oil transporta
tionincreased by 35.4% from Rmb 1.92 billionin 2000 to Rmb 2.60 billionin 2001. Such turnover of
oil transportation accounted for 67% of the Group’ sturnover, representing anincrease of 7% over the
same in 2000. The domestic oil transportation volume increased by 18.9% from 14.8 billion ton-
nautical milesin2000to 17.6 billionton-nautical milesin 2001, whereasthevolumeof oil transporta
tiononinternational routes, however, increased by 23.6% from 19.1 billion ton-nautical milesin 2000
to 23.6 billionton-nautical milesin 2001.

In 2001, demand for international bulk cargo transportation continued to decrease, whilethe domestic
market remained almost unchanged. Thetotal volume of the Group’sdomestic coal shippingin 2001
was25.1 billionton-nautical miles, representing anincreaseof 2.9%from24.4billionton-nautical miles
in 2000. Thetotal volumeof international coal transportation decreased from 2.4 billion ton-nautical
milesin 2000to 1.2 billion ton-nautical milesin 2001. Thetotal volume of the Group’sdomesticand
international coal shipping in 2001 was 26.3 billion ton-nautical miles, representing an decrease of
1.9%from 26.8 billion ton-nautical milesin2000. Theturnover from coal transportationincreased by
1.7%to Rmb 997 millionin 2001.



In 2001, thetotal volumeof general cargo shipping was 12.7 billionton-nautical miles, decreased by
13.6% fromthat of 2000. Thedomestic and theinternational general cargo shipping volumewere 3.4
billionton-nautical milesand 9.3 billionton-nautical milesrespectively, representingincressesof 17.2%
and decreases of 21.2% over 2000. Theturnover from general cargo shipment increased from Rmb
373 millionin 2000 to Rmb 396 millionin 2001, representing anincrease of 6.2%.

China Shipping Container Lines Company Limited, inwhich the Group hasa25% interest, experi-
enced difficult market conditionsin 2001. In 2001, the container shipping volumeincreased from
1,440,000TEU in 2000to 1,737,000TEU, representing an increase of 21%.

Cost Analysis

The Group strengthened its cost management on aconstant basis. For the year ended 31 December
2001, the Group’ s operating costsincreased from Rmb 2.572 billion in 2000 to Rmb 2.915 hillion.
Thetotal cost of the Group increased by 13.3%. Theitemsthat increased much were port charges,
repair and maintenance expenditure and insurance cost.

Although the domestic and international fuel pricesdecreased in 2001, thefuel costsof the Group for
2001 were Rmb 829 million, (equivalent to 28% of thetotal costs), representing an increase of 2%
over theRmb 811 million (equivalent to 32% of thetotal costs) in 2000. It wasaresult of the purchase
of 21 oil tankersby the Group. Following the implementation of new energy-saving strategy and
technol ogy to decreasethe consumption of fuel, theincrease of thefuel costswaslower thanthat of the
oil consumption.

Theport chargesincreased from Rmb 226 million (equivalent to 9% of thetotal costs) in2000to Rmb
306 million (equivalent to 10 % of thetotal costs) in 2001, representing anincreaseof 35%, following
theincreaseininternational transportation businessof the Group, whichwasaresult of adjustment of
transportation structure and theincrease of the rate of domestic port charges dueto ashortage of port
resourcesavailable.

In order to meet the higher standard of vessels' condition inspection and to maintain the technical
condition of old oil tankers, the repair and maintenance expenditure for 2001 was Rmb 302 million
(equivalent to 10.4% of thetotal costs), representing anincrease of 22%, ascompared with that of
Rmb 247 million (equivalent to 9.6% of thetotal costs) for 2000. In addition, theincreasein the
number of vessalspartly accounted for theincreasein maintenance expenditure.
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MANAGEMENT DISCUSSION AND ANALYSIS CONTINUED

The rate of vessel insurance increased as aresult of the terrotist attack on 11 September 2001 in
America Theinsurance costincreased from Rmb 54.09 millionto Rmb 71.95 million, representing an
increase of 33%.

Financial Analysis

Capita structure: Asat 31 December 2001, the shareholders’ equity, bank and other interest-bearing
loans, and finance |lease payable amounted to Rmb 5,354,804,000, Rmb2,543,087,000 and
Rmb487,674,000 respectively. Thedebt-to-equity ratio, beingthetotal liabilitieshasdivided by share-
holders  equity was 68% for 2001 (2000:62%).

The Board considersthat the Group’s debt-to-equity ratio is still maintained at areasonable level.
Thereisstill room for debt financing with regardsto the Group’sfurther development inthefuture.

Cash: For theyear ended 31 December 2001, the Group’s cash and cash equival entsto was Rmb 422
million. Such adequate cash ensured that the Group was able to adjust its structure of fleet and to
expanditsinvestment.

Receivables: Asat 31 December 2001, dueto the successful implementation of amoreefficient method
of collecting debt payments, the Group’s outstanding debts (before provision for bad and doubtful
debtswhich amounted to Rmb 34.25 million) amounted to Rmb 236 million, representing anincrease
of 3% as compared with that Rmb229 million for 2000. For the year ended 31 December 2001, the
average collection period for receivableswas 28 days, which is 13 days shorter than that in 2000. The
timely turnover of capital hasimproved significantly, attaining thebest record inthe Group'shistory.

Provision for bad and doubtful debts: For the year ended 31 December 2001, the provision for bad
and doubtful debts of the Group was Rmb34.25 million, representing a sharp decrease as compared
withthat of Rmb109 millionin2000. The sharp decrease was ascribed to thereduction of receivables
throughverifyingand writing off bad debts.



Foreign Exchange: For theyear ended 31 December 2001, asaresult of reductionindevaluationinthe
exchangerate of the German currency, Deutschmark, the Group gained aprofit of Rmb 2.52 million,
representing adecrease of Rmb11.22 million from that of Rmb13.74 millionin 2000.

The Group’sincome from international shipping isdenominatedin and trandated to US dollars. At
present, the exchange rate for Rmb is steady. The Board does not expect that the Group would be
subject to any significant foreign exchange exposure. However, it cannot be guaranteed that foreign
exchange exposureswill not have any effect on the operating results of the Groupinfuture.

Borrowings: Asat 31 December 2001, the Group'stotal borrowing (excluding financeleasespayable)
was Rmb2,543,087,000. Of which, bank borrowingsamounted to Rmb 828,016,000. Apart fromthe
borrowings denominated in USD which were equivalent to Rmb153,664,000, other borrowingswere
denominated in Rmb. Borrowings repayablewithin oneyear anounted to Rmb346,175,000. Among
the bank borrowings, Rmb354,410,000 were guaranteed by China Shipping (Group) Company, the
controlling shareholder of the Company. Other bank loanswere pledged by 36 vesselsowned by the
Company. Asat 31 December 2001, thetota net book value of such vessel swere Rmb2,377,415,000.
Interests of theloanswere calculated on 1% above LIBOR or 6.21% p.a

Other borrowingswere loans advanced by China Shipping (Group) Company for the settlement of
part of the consideration ontheacquisition of 20 oil tankersduring 2001. Theloan wasunsecured and
interestswere cal culated in accordance with the 6-month short term lending rate as published by the
People’'sBank of China
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