NOTES TO FINANCIAL STATEMENTS

31 December 2001

1. CORPORATE INFORMATION

Theregistered office of China Shipping Development Company Limited islocated at 168 Yuan
Shen Road, Shanghai, the PRC. During theyear, the Company and itssubsidiaries(the" Group”)
wereinvolvedinthefollowingprincipa activities:

(8 investment holding; and

(b) oil and cargo shipment aong the PRC coast and international shipment.

Intheopinion of thedirectors, the ultimate hol ding company isChinaShi pping (Group) Company,
astate-owned enterprise established in the PRC.

2. IMPACT OF NEW AND REVISED
STATEMENTS OF STANDARD
ACCOUNTING PRACTICE ("SSAPs")

Thefollowing recently-issued and revised SSAPsand rel ated I nterpretations are effectivefor the
first timefor thecurrent year'sfinancial statements:

*  SSAP9(Revised) Eventsafter the balance sheet date

*  SSAP14(Revised) Leases

* SSAP18(Revised) Revenue

* SSAP26  Segmentreporting

*  SSAP28  Provisons, contingentliabilitiesand contingent assets

*  SSAP29 Intangibleassets

* SSAP30 Businesscombinations

*  SSAP31  Imparmentof assets

* SSAP32 Consolidatedfinancid statementsand accountingfor investmentsinsubsidiaries

*  Interpretation 12 Businesscombinations- subsegquent adjustment of fair valuesand goodwill
initially reported

*  Interpretation 13 Goodwill - continuing requirementsfor goodwill and negativegoodwill pre-
vioudy diminated against/creditedtoreserves

These SSAPs and I nterpretations prescribe new accounting measurement and disclosure prac-
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tices. Themajor effectson the Group's accounting policiesand on theamountsdisclosed in these
financial statementsof adopting these SSA Psand | nterpretationsare summarised asfollows:

SSAP 9 (Revised) prescribeswhich type of eventsoccurring after the balance sheet daterequire
adjustment tothefinancial statements, and which requiredisclosure, but no adjustment. Itsprinci-
pal impact on thesefinancia statementsisthat the proposed final dividend whichisnot declared
and approved until after the bal ance sheet date, isnolonger recognised asaliability at the balance
sheet date, but isdisclosed asan alocation of retained earningson aseparatelinewithinthecapita
and reserves section of the balance sheet. The prior year adjustment arising from the adoption of
thisnew SSAPisdetailedin note 12 to thefinancial statements.

SSAP 14 (Revised) prescribesthebasisfor |essor and |essee accounting for finance and operating
leases, and the required disclosuresin respect thereof. Certain amendments have been madeto
the previousaccounting measurement trestments, which may beaccounted for retrospectively or
prospectively, in accordance with the requirements of SSAP. Therevised SSAP requirements
have not had amaterial effect on the amounts previously recorded in the financial statements,
therefore no prior year adjustment has been required. The disclosure changesunder this SSAP
have resulted in changesto the detailed information disclosed for finance leases and operating
leases, which arefurther detailed in notes 29 and 37 to thefinancial statements, respectively.

SSAP 18 (Revised) prescribesthe recognition of revenue and wasrevised as a consequence of
therevision to SSAP 9 described above. Proposed final dividends from subsidiariesthat are
declared and approved by the subsidiaries after the bal ance sheet dateare nolonger recognisedin
the Company'sown financia statementsfor theyear. Theadoption of therevised SSAP hashad
no material impact onthesefinancia statements.

SSAP 26 prescribesthe principlesto beapplied for reporting financial information by segment. It
requiresthat management assesseswhether the Group'spredominant risksor returnsare based on
business segmentsor geographica segmentsand determines one of these basesto bethe primary
segmentinformation reporting format, with the other asthe secondary segment informeation report-
ing format. Theimpact of this SSAPistheinclusion of significant additional segment reporting
disclosureswhich are set out in note4 to thefinancial statements.



SSAP 28 prescribesthe recognition criteriaand measurement basesto apply to provisions, con-
tingent liabilitiesand contingent assets, together with the required disclosuresin respect thereof.
Theprincipa impact of this SSAP on thesefinancial statementsistherequirement to discount the
amountsof provisonstother present val ueat the bal ance sheet date, wherethe effect of discount-
ingismaterial. However, theseamendmentshave not had materia impact onthesefinancial state-
ments.

SSAP 29 prescribesthe recognition and measurement criteriafor intangible assets, together with
thedisclosurerequirements. This SSAP hashad no mgjor impact on thesefinancia statements.

SSAP 30 prescribesthe accounting trestment for busi nesscombinations, including the determina-
tion of thedate of acquisition, themethod for determiningthefair valuesof theassetsandliabilities
acquired, and the treatment of goodwill or negative goodwill arising on acquisition. The SSAP
requiresthedisclosureof goodwill and negativegoodwill onfutureacquisitionsinthenon-current
assets section of the balance sheet, and that such goodwill is amortised to the profit and loss
account over itsestimated useful life. Negativegoodwill isrecognisedintheprofit andlossaccount
depending on the circumstancesfromwhichit arose, asfurther described inthe accounting policy
for negativegoodwill in note 3tothefinancia statements. Theprincipal impact of the SSAPisthe
inclusion of goodwill asanon-current asset which isincluded in note 20 to thesefinancial state-
ments.

SSAP 31 prescribesthe recognition and measurement criteriafor impairments of assets, together
with disclosurerequirements. ThisSSAPhashad no material impact onthesefinancia statements.

SSAP 32 prescribesthe accounting trestment and discl osuresfor the preparation and presentation
of consolidated financia statements, and has had no significant impact on the preparation of these
financia statements.

In addition to the above new and revised SSAPs and rel ated I nterpretations, certain minor revi-
sionsto thefollowing SSAPsareeffectivefor thefirst timefor the current year'sfinancial state-
ments
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* SSAP10  Accountingforinvestmentsinassociates
* SSAP17  Property, plant and equipment

*  SSAP21  Accountingforinteressinjointventures

Thereareno significant effect of theserevisionson thesefinancia statements.

. SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Basis of preparation

Thesefinancial statements have been prepared in accordance with Hong K ong Statements of
Standard Accounting Practice ("HKSSAPS"), accounting principlesgenerally acceptedinHong
K ong and thediscl osurerequirements of the Hong K ong CompaniesOrdinance. They havebeen
prepared under the historical cost convention, except for the measurement of certain fixed assets
and unlisted equity investmentsasfurther explained below.

Basis of consolidation

Theconsolidated financia statementsincludethefinancia statementsof the Company anditssub-
sdiariesfor theyear ended 31 December 2001. Theresultsof subsidiariesacquired or disposed
of during the year are consolidated from or to their effective dates of acquisition or disposal,
respectively. All significant intercompany transactionsand balanceswithinthe Group areelimi-
nated on consolidation.

Subsidiaries

A subsidiary isacompany whosefinancial and operating policiesthe Company controls, directly
or indirectly, so asto obtain benefitsfromitsactivities.

The Company'sinvestmentsin subsidiariesare stated at cost lessany impai rment | osses.



Jointly-controlled entities

A jointly-controlled entity isajoint venture company whichissubject tojoint control, resultingin
noneof the partici pating partieshaving unilateral control over theeconomic activity of thejointly-
controlledentity.

The Group's share of the post-acquisition resultsand reserves of jointly-controlled entitiesisin-
cluded in the consolidated profit and loss account and consolidated reserves, respectively. The
Group'sinterestsin jointly-controlled entities are stated in the consolidated bal ance sheet at the
Group'sshare of net assetsunder the equity method of accounting, lessany impairment |0sses.

Theresultsof jointly-controlled entitiesareincluded in the Company's profit and loss account to
theextent of dividendsreceived andreceivable. The Company'sinvestmentsinjointly-controlled
entitiesaretreated aslong term assets and are stated at cost |ess any impairment losses.

Associates

Anassociateisacompany, not being asubsidiary or ajointly-controlled entity, inwhichthe Group
hasalong terminterest of generally not lessthan 20% of the equity voting rightsand over whichit
isinapositiontoexercisesgnificant influence.

The Group's share of the post-acquisition results and reserves of associatesisincluded in the
consolidated profit and loss account and consolidated reserves, respectively. The Group'sinter-
estsin associates are stated in the consolidated balance sheet at the Group's share of net assets
under the equity method of accounting lessany impairment | osses.

Theresults of associates are included in the Company's profit and |oss account to the extent of
dividendsreceived and receivable. The Company'sinvestment in an associateistreasted asalong
term asset and isstated at cost lessany impairment |osses.
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Negative goodwill

Negativegoodwill arising ontheacquisition of subsidiaries, associatesand jointly-control led enti-
ties represents the excess of the Group's share of the fair values of the identifiable assets and
liabilitiesacquired asat the date of acquisition, over the cost of theacquisition.

To the extent that negative goodwill rel atesto expectations of futurelossesand expensesthat are
identified in the acquisition plan and that can be measured reliably, but which do not represent
identifiableliabilitiesasat thedate of acquisition, that portion of negativegoodwill isrecognised as
income in the consolidated profit and loss account when the future losses and expenses are
recognised.

To the extent that negative goodwill does not relate to identifiable expected future losses and
expensesasat the date of acquisition, negative goodwill isrecognised in the consolidated profit
andlossaccount on asystematic basisover theremaining averageuseful lifeof theacquired depre-
ciable/amortisableassets. Theamount of any negative goodwill inexcessof thefair valuesof the
acquired non-monetary assetsisrecognised asincomeimmediately.

Inthecaseof associatesandjointly-controlled entities, any negativegoodwill not yet recognisedinthe
consolidated profit and loss account isincluded in the carrying amount thereof, rather than asa
separately identified item onthe consolidated balance shest.

Ondisposd of subsidiaries, associatesor jointly-controlled entities, thegainor lossondisposal is
calculated by referenceto the net assetsat the date of disposal, including the attributabl eamount of
negative goodwill which has not been recognised in the consolidated profit and | ossaccount and
any relevant reservesasappropriate. Any attributablenegativegoodwill previoudy creditedtothe
capital reserveat thetimeof acquisitioniswritten back andincludedinthecal culation of thegainor
lossondisposal.



Related parties

Partiesare considered to berelated if one party hastheahility, directly or indirectly, to control the
other party or toexercisesignificantinfluenceover theother party inmakingfinancial and operating
decisions. Parties are also considered to be related if they are subject to common control or
commonsignificantinfluence. Related partiesmay beindividualsor corporateentities.

Fixed assets and depreciation

Fixed assets, other than constructionin progress, are stated at cost or val uation less accumul ated
depreciation and any impairment | osses. The cost of an asset comprisesits purchase price,
cogtstransferred from constructionin progress, any directly attributablecostsof bringing the asset
toitspresent working conditionandlocationfor itsintended use, aswell asinterest chargesrelating
to funds borrowed during the periods of construction, installation and testing. Expenditurein-
curred after fixed assetshave been put into operation, such asrepairsand maintenance, isnormally
chargedtotheprofit andlossaccount intheperiodinwhichitisincurred. Instuationswhereit can
be clearly demonstrated that the expenditure has resulted in an increasein the future economic
benefitsexpected to be obtained from the use of thefixed asset, theexpenditureiscapitalised asan
additiona cost of that asset.

Degpreciation of fixed assetsiscal culated on thestraight-line basisto write of f thecost or val uation
of each asset over itsestimated useful life. The principal annual ratesused for thispurposeareas
follows

Vessls 5%t0 12.5%
M achinery and equipment 6.67% to 20%
Motor vehicles 10%to 12.5%
Buildings 3.33%

Leaseholdimprovements Over theleaseterms

Depreciation of fixed assetsacquired from Shanghai Shipping (Group) Company (" Shanghai Ship-
ping", the former holding company and now afellow subsidiary), pursuant to the Company's
reorganisation prior toitslisting on The Stock Exchange of Hong Kong Limited (the" Stock Ex-
change"), is calculated on the straight-line basis to write off the cost of such assets over their

53



54

estimatedremaininguseful lives.

Thegainorlosson disposal or retirement of afixed asset recognisedintheprofit and lossaccount
isthe difference between the net sal es proceeds and the carrying amount of therel evant asset.

Congtructionin progressmainly representscostsincurred intheconstruction/renovation of vessals.
Cost comprisesdirect costsof construction and capitalised borrowing costson rel ated borrowed
fundsduring the periodsof construction, installation andtesting. Capitalisation of borrowing costs
ceaseswhen substantially all the activities necessary to preparethe asset for itsintended useare
completed. No provisionfor depreciationismadeon constructionin progressuntil suchtimewhen
therelevant assetsare completed and put into use. Constructionin progressisreclassifiedtothe
appropriate category of fixed assetswhen completed and ready for use.

Impairment of assets

Anassessment ismadeat each balance sheet date of whether thereisany indication of impairment
of any asset, or whether thereisany indication that animpai rment losspreviously recognised for an
assetin prior yearsmay no longer exist or may have decreased. If any suchindication exists, the
asset'srecoverableamount isestimated. An asset'srecoverableamount iscal culated asthe higher
of theasset'svaueinuseor itsnet selling price.

Animpairment lossisrecognised only if the carrying amount of an asset exceedsitsrecoverable
amount. Animpairment lossis charged to the profit and loss account in the period in which it
arises, unlesstheasset iscarried at arevalued amount, when theimpairment lossisaccounted for
inaccordancewith therelevant accounting policy for that revalued asset.

A previoudy recognisedimpairmentlossisreversed only if therehasbeen achangeintheestimates
used to determinethe recoverable amount of an asset, however not to an amount higher than the
carrying amount that woul d have been determined (net of any depreci ation/amortisation), had no
impairment lossbeen recognisedin prior years.

A reversa of animpairment lossiscredited to the profit and lossaccount in the period inwhichit
arises, unlesstheasset iscarried at areval ued amount, whenthereversal of theimpairment lossis
accounted for in accordance with the relevant accounting policy for that revalued asset.



Leased assets

Leasesthat transfer substantially all the rewards and risks of ownership of assetsto the Group,
other than legal title, are accounted for asfinanceleases. Attheinception of afinancelease, the
cost of the leased asset is capitalised at the present val ue of the minimum lease payments and
recorded together with the obligation, excluding theinterest element, to reflect the purchase and
financing. Assetsheld under capitalised financeleasesareincludedinfixed assetsand depreciated
over the estimated useful lives of the assets. Thefinance costs of such leasesare charged to the
profit and loss account so asto provide aconstant periodic rate of charge over the leaseterms.

Leaseswhere substantially all therewardsand risks of ownership of assetsremainwith thelessor
areaccounted for as operating leases. Wherethe Group isthelessor, assets|eased by the Group
under operating leasesareincluded in non-current assetsand rental sreceivable under the operat-
ingleasesare credited to the profit and | oss account on the straight-linebasisover theleaseterms.
Wherethe Groupisthelessee, rental s payable under the operating leasesare charged to the profit
and loss account on the straight-line basisover theleaseterms.

Deferred staff expenditure

Intheprior year, according to ahousing reform schemein Shanghai, the PRC, arrangementswere
madetotransfer staff quartersto employeeswho agreedtoremainin servicefor aperiod of 10years.
The net book value of the related staff quartersisrecorded as deferred staff expenditureand is
amortised onadtraight-linebas stothe profit and | ossaccount over theestimated beneficia period of
10years.

Long term investments

Longterminvestmentsarenon-tradinginvestmentsin unlisted equity securitiesintendedtobeheld
on along term basis and are stated at their estimated fair values on anindividua basis. The
estimated fair values are determined by the directors having regard to the lower liquidity of the
unlistedinvestiments.

55



56

Thegainsor lossesarising from changesinthefair valuesaredealt with asmovementsin thelong
terminvestment reval uation reserve, until theinvestment issol d, collected, or otherwisedisposed
of, or until theinvestment isdetermined to beimpaired, when the cumulative gain or lossderived
from theinvestment recogni sedin thelong terminvestment reval uation reserve, together with the
amount of any further impairment, ischarged to the profit and lossaccount for the period inwhich
theimpairment arises. Wherethe circumstances and eventswhich led to an impairment ceaseto
exist and thereis persuasive evidencethat the new circumstances and eventswill persist for the
foreseeabl efuture, theamount of theimpairment previoudy charged and any appreciationinfair
valueiscredited to the profit and loss account to the extent of the amount previoudly charged.

Revenue recognition

Revenueisrecognised whenit is probabl e that the economic benefitswill flow to the Group and
when therevenue can be measured reliably, on thefollowing bases.

(@ from shipping operations, whenavoyageiscompleted;

(b) fromvessal chartering, inthe period in which the vesselsarelet out and on the straight-line
basisover theleaseterms;

(c) fromvessel management, inthe period in which the vessel sare managed in accordance with
themanagement agreements,

(d) interestincome, onthetime proportion basi staking into account theprincipal outstanding and
effectiveinterest rateapplicable; and

(e) dividendincome, whenthe shareholders right to receive payment hasbeen established.

Bunker oil inventories and ship stores

Bunker ail inventoriesarestated at cost lessany provisonsconsdered necessary by thedirectors. Cost
isdetermined ontheweighted average cost method basis.

Ship storesand spare parts are charged as operating expenses when purchased.



Dry-docking and survey repairing

Expenditure for dry-docking and survey repairing is charged to the profit and loss account as
incurred.

Capitalisation of borrowing costs

Borrowing costsdirectly attributableto theacquisition, construction or production of anasset which
takesasubstantial period of timeto get ready for itsintended useare capitalised until theconstruction
or production of therelevant asset iscompleted, and areincluded in the carrying val ue of the asset.
Capitalisation of such borrowing costs ceaseswhen the assets are substantially ready for their in-
tendeduse.

Tax

PRC incometax is provided at applicable rates based on theincomefor financia reporting pur-
poses, adjusted for income and expenseitemswhich are not assessable or deductiblefor income
tax purposes, and based on existing PRC income tax legidation, practices and interpretations
thereof.

Deferredtax isprovided, usingtheliability method, onall sgnificant timing differencestotheextent it
is probablethat theliability will crystallisein the foreseeable future. A deferred tax asset isnot
recognised until itsrealisation i sassured beyond reasonabl e doulbot.

Foreign currencies

The Company'sfinancia recordsaremaintained and thefinancial Satementsarestated in Renminbi
("Rmb").

Foreign currency transactionsarerecorded at the applicablerates of exchangeruling at thetrans-
actiondates. Monetary assetsand liabilitiesdenominatedinforeign currenciesat theba ance sheet
datearetrand ated at the applicableratesof exchangeruling at that date. Exchangedifferencesare
dedlt withintheprofit and lossaccount.
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On consolidation, thefinancia statementsof overseassubsidiariesdenominatedinforeign curren-
ciesaretrandated into Rmbfor inclusoninthe Group'sfinancial statementsusingtheclosngrate
method. Theresulting trandation differencesareincludedintheexchangefluctuationreserve.

Dividends

Final dividendsproposed by thedirectorsare classified asaseparate all ocation of retained earn-
ingswith capital and reservesinthe balance sheet, until they havebeen approved by the sharehol d-
ersin ageneral meeting. When these dividends have been approved by the shareholders and
declared, they arerecognised asaliability.

Cash equivalents

For the purpose of the consolidated cash flow statement, cash equival ents represent short term
highly liquidinvestmentswhich arereadily convertibleintoknownamountsof cashandwhichwere
within threemonths of maturity when acquired, lessadvancesfrom banksrepayablewithin three
monthsfrom the date of the advance. For the purpose of bal ance sheet classification, cash equiva
lentsrepresent assetssimilar in natureto cash, which are not restricted asto use.
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4. SEGMENT INFORMATION

SSAP 26 was adopted during the year, asdetailed in note 2 to thefinancial statements. Segment
informationispresented by way of two segment formats: (i) onaprimary segment reporting basis,
by business segment; and (ii) on asecondary segment reporting basis, by geographical segment.

The Group'soperating busi nesses are structured and managed separately, according tothenature
of their operationsand servicesthey provide. Each of the Group'sbusinesssegmentsrepresentsa
strategic businessunit that offers serviceswhich are subject to risksand returnsthat are different
fromthoseof other businesssegments. The Group'sbus nesssegmentsare categorised asfollows:

(@ crudeoil andrefinedoil shipment
(b) cod shipment
(c) drybulkshipment

In determining the Group's geographical segments, revenues and resultsare attributed to the seg-
mentsbased on domestic shipment and internationa shipment.

Business segments

Thefollowing table presentsrevenueinformeation for the Group'sbusi nesssegments.



NOTES TO FINANCIAL STATEMENTS

31 December 2001
Crude oil and refined oil shipment Codl shipment Dry bulk shipment Consolidated
2001 2000 2001 2000 2001 2000 2001 2000
Notes
Rmb000 Rmb'000 Rmb000 Rmb'000 Rmb000 Rmb'000 Rmb000 Rmb'000
Segment revenue:

Turnover 2540349 1,874,859 963871 %7449 390,706 368539 3894926 3190847
Segment results 763,205 458353 181276 144868 35,041 15537 979,522 618,758

Unallocated revenue:

Other revenue and gains 5 199,740 190493
Unallocated operating expenses:

Administrative expenses - - - - - - (164,595) (162,364)

Other operating expenses - - - - - - (116,511) (110,896)
Profit from operating activities - - - - - - 898,156 5359%
Financecosts 7 (179057) (213742

Shareof profitsand losses of

an associate - - - - - - (280,786) 2,760
Profit before tax - - - - - - 438313 325,014
Tax 10 - - - - - - (113,055) (43,047)
Profit before minority interests - - - - - - 325258 281,967
Minority interests

Net profit from ordinary activities
atributableto shareholders - - - - - - 325258 281967

Sincethe Group's assets and liabilities are not directly employed according to its business seg-
ments, nor could they be allocated to these segments on areasonable basi's, business segment
information referring to segment assetsand liabilitiesisnot presented.
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