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NOTES TO FINANCIAL STATEMENTS

31 December 2005

1. CORPORATE INFORMATION

China Shipping Development Company Limited (the “Company”) is a joint stock company with limited liability

established in the People’s Republic of China (the “PRC”).  The registered office of the Company is located at

168 Yuan Shen Road, Shanghai, the PRC.  During the year, the Company and its subsidiaries (the “Group”)

were involved in the following principal activities:

(a) investment holding; and

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

In the opinion of the directors, the Company’s ultimate holding company is China Shipping (Group) Company

(“China Shipping”), a state-owned enterprise established in the PRC.

2.1 BASIS OF PREPARATION

These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards

(“HKFRSs”) (which also include Hong Kong Accounting Standards (“HKASs”) and Interpretations) issued

by the Hong Kong Institute of Certified Public Accountants and accounting principles generally accepted in

Hong Kong (collectively referred to as “HKGAAP”) and the disclosure requirements of the Hong Kong

Companies Ordinance.  They have been prepared under the historical cost convention, except for the measure-

ment of certain items of property, plant and equipment and unlisted equity investments, which have been

measured at fair value.  These financial statements are presented in Renminbi (“Rmb”) and all values are

rounded to the nearest thousand except when otherwise indicated.
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NOTES TO FINANCIAL STATEMENTS

(continued)

31 December 2005

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiaries for

the year ended 31 December 2005. The results of subsidiaries are consolidated from the date of acquisition,

being the date on which the Group obtains control, and continue to be consolidated until the date that such

control ceases.  All significant intercompany transactions and balances within the Group are eliminated on

consolidation.

Minority interests represent the interests of outside shareholders in the results and net assets of the Company's

subsidiaries.

2.2 IMPACT OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STAN-

DARDS

The following new and revised HKFRSs affect the Group and are adopted for the first time for current year's

financial statements:

HKAS 1 Presentation of Financial Statements

HKAS 2 Inventories

HKAS 7 Cash Flow Statements

HKAS 8 Accounting Policies, Changes in

  Accounting Estimates and Errors

HKAS 10 Events after the Balance Sheet Date

HKAS 11 Construction Contracts

HKAS 12 Income Taxes

HKAS 14 Segment Reporting

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 18 Revenue

HKAS 19 Employee Benefits

HKAS 20 Accounting for Government Grants and

  Disclosure of Government Assistance
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HKAS 21 The Effects of Changes in Foreign

  Exchange Rates

HKAS 23 Borrowing Costs

HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial

  Statements

HKAS 28 Investments in Associates

HKAS 31 Interests in Joint Ventures

HKAS 32 Financial Instruments: Disclosure and

  Presentation

HKAS 33 Earnings per Share

HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent Liabilities and

  Contingent Assets

HKAS 38 Intangible Assets

HKAS 39 Financial Instruments: Recognition and

  Measurement

HKAS 39 Amdendment

Transition and Initial Recognition of

  Financial Assets and

  Financial Liabilities

HKAS 40 Investment Property

HKFRS 2 Share-based Payment

HKFRS 3 Business Combinations

HKFRS 5 Non-current Assets Held for Sale and

  Discontinued Operations

HK(SIC)-Int 21

Income Taxes-Recovery of Revalued

  Non-depreciable Assets

HK-Int 4 Leases - Determination of the Length

  of Lease Term in respect of

  Hong Kong Land Leases

The adoption of HKASs 2, 7, 8, 10, 11, 12, 14, 17, 18, 19, 20, 21, 23, 24, 27, 28, 33, 37, 38, 40, HKFRS 2, 5, HK(SIC)-

Int 21 and HK-Int 4 has had no material impact on the accounting policies of the Group and the Company and

the methods of computation in the Group’s and the Company’s financial statements.
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(continued)

31 December 2005

HKAS 1 has affected the presentation of minority interests on the face of the consolidated balance sheet,

consolidated income statement, consolidated statement of changes in equity and other disclosures.  In addition,

in prior periods, the Group’s share of tax attributable to jointly-controlled entities was presented as a compo-

nent of the Group’s total tax charge in the consolidated income statement.  Upon the adoption of HKAS 1, the

Group’s share of the post-acquisition results of jointly-controlled entities is presented net of the Group’s share

of tax attributable to jointly-controlled entities.

The impact of adopting the other HKFRSs is summarised as follows:

(a) HKAS 32 and HKAS 39 - Financial Instruments

Equity securities

In prior years, the Group classified its investments in equity securities as long term investments, which

were held for non-trading purposes and were stated at their fair values on an individual basis with gains

and losses recognised as movements in the investment revaluation reserve.  Upon the adoption of

HKAS 39, these securities held by the Group at 1 January 2005 in the amount of Rmb4,000,000 are

designated as available-for-sale investments under the transitional provisions of HKAS 39 and accord-

ingly are stated at fair value with gains or losses being recognised as a separate component of equity

until subsequent derecognition or impairment.

The adoption of HKAS 39 has not resulted in any change in the measurement of these equity securities.

(b) HKFRS 3 - Business Combinations and HKAS 36 - Impairment of Assets
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In prior years, goodwill arising on acquisitions was capitalised and amortised on the straight-line basis

over its estimated useful life and was subject to impairment testing when there was any indication of

impairment.  Negative goodwill was carried in the balance sheet and was recognised in the consolidated

income statement on a systematic basis over the remaining average useful life of the acquired depre-

ciable/amortisable assets, except to the extent it related to expectations of future losses and expenses

that were identified in the acquisition plan and that could be measured reliably, in which case, it was

recognised as income in the consolidated income statement when the future losses and expenses were

recognised.

The adoption of HKFRS 3 and HKAS 36 has resulted in the Group ceasing annual goodwill amortisation

and commencing testing for impairment at the cash-generating unit level annually (or more frequently if

events or changes in circumstances indicate that the carrying value may be impaired).

Any excess of the Group's interest in the net fair value of the acquirees' identifiable assets, liabilities and

contingent liabilities over the cost of acquisition of subsidiaries (previously referred to as negative

goodwill), after reassessment, is recognised immediately in the income statement.

The transitional provisions of HKFRS 3 have required the Group to derecognise at 1 January 2005 the

carrying amounts of negative goodwill against retained profits.

The effects of the above changes are reflected in the consolidated summary statement of changes in

equity.  In accordance with the transitional provisions of HKFRS 3, comparative amounts have not been

restated.
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(continued)

31 December 2005

(c) HKAS 31 - Interests in Joint Ventures

Upon the adoption of HKAS 31, the Group is allowed to adopt the proportionate consolidation method

for investments in jointly-controlled entities.  The Group has determined to change the accounting policy

for investments in jointly-controlled entities from the equity method to proportionate consolidation.

Such change in accounting policy was accounted for retrospectively and involved recognising a propor-

tionate share of the jointly-controlled entities’ assets, liabilities, income and expenses into similar items in

the consolidated financial statements on a line-by-line basis.  However, such treatment had no impact on

the Group’s net profit for the year ended 31 December 2005 and the net assets as of 31 December  2005.

(d) HKA 16 - Property, Plant and Equipment

In prior years, the cost of a major inspection or overhaul of an item of property, plant and equipment

occurring at regular intervals over the useful life of an asset and made to allow the continued use of the

asset are recognised as expenses in the period in which they are incurred except when the enterprise has

identified as a separate component of the asset an amount representing a major inspection or overhaul

and has already depreciated that component to reflect the consumption of benefits which are replaced or

restored by the subsequent major inspection or overhaul (whether the asset is carried at historical cost

or revalued).
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The adoption of HKAS 16 has resulted in a change in accounting treatment relating to the allocation of

major inspection costs of the Group to the income statement.  Costs incurred for a major inspection are

capitalised as a replacement of parts of the item of property, plant and equipment (regardless of whether

parts of the item are physically identified and replaced) and depreciated over the period to the next

estimated major inspection date.   Any remaining carrying amount of the costs of the previous inspection

(as distinct from physical parts) is derecognised.  This occurs regardless of whether the costs of the

previous inspection were identified in the transaction in which the item was acquired or constructed.

When a major inspection takes place prior to the expiry of the depreciation period of the previous

inspection costs, the remaining costs of the previous inspection are written off immediately.  There is no

material impact of the change in accounting treatment on the Group’s equity as at 31 December 2005 and

the Group’s net profit for the year then ended.

2.3 IMPACT OF ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL

REPORTING STANDARDS

The Group has not applied the following new and revised HKFRSs, that have been issued but are not yet

effective, in these financial statements.  Unless otherwise stated, these HKFRSs are effective for annual

periods beginning on or after 1 January 2006:

HKAS 1 Amendment Capital Disclosures

HKAS 19 Amendment Actuarial Gains and Losses,

  Group Plans and

  Disclosures

HKAS 39 Amendment Cash Flow Hedge

  Accounting of Forecast

  Intragroup Transactions

HKAS 39 Amendment

The Fair Value Option

HKAS 39 & HKFRS 4 Financial Guarantee

Amendments   Contracts
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31 December 2005

HKFRSs 1 & 6 First-time Adoption of Hong

Amendments   Kong Financial Reporting

  Standards and Exploration

  for and Evaluation of

  Mineral   Resources

HKFRS 6 Exploration for and

  Evaluation of Mineral

  Resources

HKFRS 7 Financial Instruments:

  Disclosures

HK(IFRIC)-Int 4 Determining whether an

  Arrangement

  contains a Lease

HK(IFRIC)-Int 5 Rights to Interests arising

  from Decommissioning,

  Restoration and

  Environmental

  Rehabilitation Funds

HK(IFRIC)-Int 6 Liabilities arising from

  Participating in a Specific

  Market - Waste Electrical

  and Electronic Equipment

HK(IFRIC)-Int 7 Applying the Restatement

  Approach under HKAS 29

  Financial Reporting in

  Hyperinflationary Economies

The HKAS 1 Amendment shall be applied for annual periods beginning on or after 1 January 2007.  The revised

standard will affect the disclosures about qualitative information about the Group's objective, policies and

processes for managing capital; quantitative data about what the Company regards as capital; and compliance

with any capital requirements and the consequences of any non-compliance.

HKFRS 7 will replace HKAS 32 and has modified the disclosure requirements of HKAS 32 relating to financial

instruments.  This HKFRS shall be applied for annual periods beginning on or after 1 January 2007.
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Except as stated above, the Group expects that the adoption of the pronouncements listed above will not have

any significant impact on the Group's financial statements in the period of initial application.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Subsidiaries

A subsidiary is an entity whose financial and operating policies the Company controls, directly or indirectly, so

as to obtain benefits from its activities.

The results of subsidiaries are included in the Company’s income statement to the extent of dividends received

and receivable.  The Company’s interests in subsidiaries are stated at cost less any impairment losses.

Joint ventures

A joint venture is an entity set up by contractual arrangement, whereby the Group and other parties undertake

an economic activity.  The joint venture operates as a separate entity in which the Group and the other parties

have an interest.

The joint venture agreement between the venturers stipulates the capital contributions of the joint venture

parties, the duration of the joint venture entity and the basis on which the assets are to be realised upon its

dissolution.  The profits and losses from the joint venture's operations and any distributions of surplus assets

are shared by the venturers, either in proportion to their respective capital contributions, or in accordance with

the terms of the joint venture agreement.

A joint venture is treated as:

(a) a subsidiary, if the Group, directly or indirectly, controls more than half of its voting power or issued

share capital or controls the composition of its board of directors;
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(b) a jointly-controlled entity, if the Group does not have unilateral control, but has joint control, directly or

indirectly, over the joint venture;

(c) an associate, if the Group does not have unilateral or joint control, but holds, directly or indirectly,

generally not less than 20% of the joint venture’s registered capital and is in a position to exercise

significant influence over the joint venture; or

(d) an equity investment accounted for in accordance with HKAS 39, if the Group holds, directly or indirectly,

less than 20% of the joint venture’s registered capital and has neither joint control of, nor is in a position

to exercise significant influence over, the joint venture.

Jointly-controlled entities

A joint-controlled entity is a joint venture that is subject to joint control, resulting in none of the participating

parties having unilateral control over the economic activity of the jointly-controlled entity.

The Group’s interests in its jointly-controlled entities are accounted for by proportionate consolidation, which

involves recognising its share of the jointly-controlled entities’ assets, liabilities, income and expenses with

similar items in the consolidated financial statements on a line-by-line basis.  Adjustments are made to bring

into line any dissimilar accounting policies that may exist.

The results of jointly-controlled entities are included in the Company’s income statement to the extent of

dividends received and receivable.  The Company’s investments in jointly-controlled entities are treated as

non-current assets and are stated at cost less any impairment losses.
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Related parties

A party is considered to be related to the Group if:

(a) the party, directly or indirectly through one or more intermediaries, (i) controls, is controlled by, or is

under common control with, the Group; (ii) has an interest in the Group that gives it significant influence

over the Group; or (iii) has joint control over the Group;

(b) the party is an associate;

(c) the party is a jointly-controlled entity;

(d) the party is a member of the key management personnel of the Group or its parent;

(e) the party is a close member of the family of any individual referred to in (a) or (d); or

(f) the party is an entity that is controlled, jointly controlled or significantly influenced by or for which

significant voting power in such entity resides with, directly or indirectly, any individual referred to in (d)

or (e).

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress, are stated at cost or valuation less accu-

mulated depreciation and any impairment losses. The cost of an item of property, plant and equipment com-

prises its purchase price, costs transferred from construction in progress, any directly attributable costs of

bringing the asset to its present working condition and location for its intended use, as well as interest charges

relating to funds borrowed during the periods of construction, installation and testing.  Expenditure incurred

after items of property, plant and equipment have been put into operation, such as repairs and maintenance, is

normally charged to the income statement in the period in which it is incurred.  In situations where it can be

clearly demonstrated that the expenditure has resulted in an increase in the future economic benefits expected

to be obtained from the use of an item of property, plant and equipment, and where the cost of the item can be

measured reliably, the expenditure is capitalised as an additional cost of that asset or as a replacement.
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Depreciation is calculated on the straight-line basis to write off the cost or valuation of each item of property,

plant and equipment to its residual value over its estimated useful life.  The principal annual rates used for this

purpose are as follows:

Leasehold improvements 10%

Vessels 4.36% to 19.2%

Machinery and equipment 6.67% to 20%

Motor vehicles 10% to 12.5%

Buildings 3.33%

Where parts of an item of property, plant and equipment have different useful lives, the cost or valuation of

that item is allocated on a reasonable basis among the parts and each part is depreciated separately.

Residual values, useful lives and depreciation method are reviewed, and adjusted if appropriate, at each

balance sheet date.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits

are expected from its use or disposal.  Any gain or loss on disposal or retirement recognised in the income

statement in the year the asset is derecognised is the difference between the net sales proceeds and the

carrying amount of the relevant asset.
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Construction in progress mainly represents the construction or renovation of vessels, which is stated at cost

less any impairment losses, and is not depreciated.  Cost comprises direct costs of construction and capitalised

borrowing costs on related borrowed funds during the periods of construction, installation and testing.

Capitalisation of borrowing costs ceases when substantially all the activities necessary to prepare the asset for

its intended use are completed.  No provision for depreciation is made on construction in progress until such

time when the relevant assets are completed and put into use.  Construction in progress is reclassified to the

appropriate category of property, plant and equipment when completed and ready for use.

Impairment of assets

Where an indication of impairment exists, or when annual impairment testing for an asset is required (other than

inventories, deferred tax assets and financial assets), the asset’s recoverable amount is estimated.  An asset's

recoverable amount is calculated as the higher of the asset's or cash-generating unit's value in use and its fair

value less costs to sell, and is determined for an individual asset, unless the asset does not generate cash

inflows that are largely independent of those from other assets or groups of assets, in which case, the recov-

erable amount is determined for the cash-generating unit to which the asset belongs.
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An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable amount.  In

assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax

discount rate that reflects current market assessments of the time value of money and the risks specific to the

asset.  An impairment loss is charged to the income statement in the period in which it arises, unless the asset

is carried at a revalued amount, in which case the impairment loss is accounted for in accordance with the

relevant accounting policy for that revalued asset.

An assessment is made at each reporting date as to whether there is any indication that previously recognised

impairment losses may no longer exist or may have decreased.  If such indication exists, the recoverable

amount is estimated.  A previously recognised impairment loss of an asset is reversed only if there has been a

change in the estimates used to determine the recoverable amount of that asset, however not to an amount

higher than the carrying amount that would have been determined (net of any depreciation), had no impairment

loss been recognised for the asset in prior years.  A reversal of such impairment loss is credited to the income

statement in the period in which it arises, unless the asset is carried at a revalued amount, in which case the

reversal of the impairment loss is accounted for in accordance with the relevant accounting policy for that

revalued asset.

Leases

Leases that transfer substantially all the rewards and risks of ownership of assets to the Group, other than legal

title, are accounted for as finance leases.  At the inception of a finance lease, the cost of the leased asset is

capitalised at the present value of the minimum lease payments and recorded together with the obligation,

excluding the interest element, to reflect the purchase and financing.  Assets held under capitalised finance

leases are included in property, plant and equipment, and depreciated over the shorter of the lease terms and

the estimated useful lives of the assets.  The finance costs of such leases are charged to the income statement

so as to provide a constant periodic rate of charge over the lease terms.
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Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are ac-

counted for as operating leases.  Where the Group is the lessor, assets leased by the Group under operating

leases are included in non-current assets, and rentals receivable under the operating leases are credited to the

income statement on the straight-line basis over the lease terms.  Where the Group is the lessee, rentals

payable under the operating leases are charged to the income statement on the straight-line basis over the

lease terms.

Deferred staff expenditure

According to a housing reform scheme in Shanghai, the PRC, arrangements were made to transfer staff quar-

ters to employees who agreed to remain in service for a period of 10 years.  The net book value of the related

staff quarters is recorded as deferred staff expenditure and is amortised on the straight-line basis to the income

statement over the estimated beneficial period of 10 years.

Investments and other financial assets

Financial assets in the scope of HKAS 39 are classified as either financial assets at fair value through profit or

loss, loans and receivables, held-to-maturity investments, and available-for-sale financial assets, as appropriate.

When financial assets are recognised initially, they are measured at fair value, plus, in the case of investments

not at fair value through profit or loss, directly attributable transaction costs.  The Group determines the

classification of its financial assets after initial recognition and, where allowed and appropriate, re-evaluates

this designation at the balance sheet date.
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All regular way purchases and sales of financial assets are recognised on the trade date, i.e., the date that the

Group commits to purchase the asset.  Regular way purchases or sales are purchases or sales of financial

assets that require delivery of assets within the period generally established by regulation or convention in the

marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not

quoted in an active market. Such assets are carried at amortised cost using the effective interest method. Gains

and losses are recognised in the income statement when the loans and receivables are derecognised or

impaired, as well as through the amortisation process.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets in listed and unlisted equity securities

that are designated as available for sale or are not classified in any of the other categories.  After initial

recognition, available-for-sale financial assets are measured at fair value, with gains or losses  recognised as a

separate component of equity until the investment is derecognised or until the investment is determined to be

impaired, at which time the cumulative gain or loss previously reported in equity is included in the income

statement.

When the fair value of unlisted equity securities cannot be reliably measured because (a) the variability in the

range of reasonable fair value estimates is significant for that investment or (b) the probabilities of the various

estimates within the range cannot be reasonably assessed and used in estimating fair value, such securities are

stated at cost less any impairment losses.
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Fair value

The fair value of investments that are actively traded in organised financial markets is determined by reference

to quoted market bid prices at the close of business at the balance sheet date.  For investments where there is

no active market, fair value is determined using valuation techniques.  Such techniques include using recent

arm's length market transactions; reference to the current market value of another instrument which is substan-

tially the same; a discounted cash flow analysis; and option pricing models.

Impairment of financial assets

The Group assesses at each balance sheet date whether there is any objective evidence that a financial asset

or a group of financial assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has

been incurred, the amount of the loss is measured as the difference between the asset's carrying amount and

the present value of estimated future cash flows (excluding future credit losses that have not been incurred)

discounted at the financial asset's original effective interest rate (i.e., the effective interest rate computed at

initial recognition).  The carrying amount of the asset is reduced either directly or through the use of an

allowance account.  The amount of the impairment loss is recognised in profit or loss.

The Group first assesses whether objective evidence of impairment exists individually for financial assets that

are individually significant, and individually or collectively for financial assets that are not individually

significant.  If it is determined that no objective evidence of impairment exists for an individually assessed

financial asset, whether significant or not, the asset is included in a group of financial assets with similar credit

risk characteristics and that group is collectively assessed for impairment.  Assets that are individually as-

sessed for impairment and for which an impairment loss is or continues to be recognised are not included in a

collective assessment of impairment.
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If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related

objectively to an event occurring after the impairment was recognised, the previously recognised impairment

loss is reversed.  Any subsequent reversal of an impairment loss is recognised in the income statement, to the

extent that the carrying value of the asset does not exceed its amortised cost at the reversal date.

Assets carried at cost

If there is objective evidence that an impairment loss on an unquoted equity instrument that is not carried at fair

value because its fair value cannot be reliably measured has been incurred, the amount of the loss is measured

as the difference between the asset’s carrying amount and the present value of estimated future cash flows

discounted at the current market rate of return for a similar financial asset.  Impairment losses on these assets

are not reversed.

Available-for-sale financial assets

If an available-for-sale asset is impaired, an amount comprising the difference between its cost (net of any

principal payment and amortisation) and its current fair value, less any impairment loss previously recognised

in profit or loss, is transferred from equity to the income statement.  Impairment losses on equity investments

classified as available for sale are not reversed through profit or loss.

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets)

is derecognised where:

the rights to receive cash flows from the asset have expired;
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the Group retains the rights to receive cash flows from the asset, but has assumed an obligation to pay

in full without material delay to a third party under a “pass-through” arrangement; or

the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred

substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained substan-

tially all the risks and rewards of the asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor

retained substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is

recognised to the extent of the Group's continuing involvement in the asset.  Continuing involvement that

takes the form of a guarantee over the transferred asset is measured at the lower of the original carrying amount

of the asset and the maximum amount of consideration that the Group could be required to repay.

Interest-bearing loans and borrowings

All loans and borrowings are initially recognised at the fair value of the consideration received less directly

attributable transaction costs.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost

using the effective interest method.

Gains and losses are recognised in net profit or loss when the liabilities are derecognised as well as through the

amortisation process.

Derecognition of financial liabilities
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A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

When an existing financial liability is replaced by another from the same lender on substantially different terms,

or the terms of an existing liability are substantially modified, such an exchange or modification is treated as a

derecognition of the original liability and a recognition of a new liability, and the difference between the

respective carrying amounts is recognised in profit or loss.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the

revenue can be measured reliably, on the following bases:

(a) from shipping operations, when a voyage is completed;

(b) from vessel chartering, on a straight-line basis over the lease terms;

(c) from vessel management, in the period in which the vessels are managed in accordance with the respec-

tive agreements;

(d) from the sale of goods, when the significant risks and rewards of ownership have been transferred to the

buyer, provided that the Group maintains neither managerial involvement to the degree usually associ-

ated with ownership, nor effective control over the goods sold;
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(e) interest income, on an accrual basis using the effective interest method by applying the rate that dis-

counts the estimated future cash receipts through the expected life of the financial instrument to the net

carrying amount of the financial asset; and

(f) dividend income, when the shareholders’ right to receive payment has been established.

Bunker oil inventories and ship stores and spare parts

Bunker oil inventories are stated at cost less any provisions considered necessary by the directors.  Cost is

determined on the weighted average cost method basis.

Ship stores and spare parts are charged as operating expenses when purchased.

Capitalisation of borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, i.e.,

assets that necessarily take a substantial period of time to get ready for their intended use are capitalised until

the construction or production of the relevant assets are completed, and are included in the carrying value of

the assets.  Capitalisation of such borrowing costs ceases when the assets are substantially ready for their

intended use.

Income tax

Income tax comprises current and deferred tax.  Income tax is recognised in the income statement, or in equity

if it relates to items that are recognised in the same or a different period, directly in equity.

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be

recovered from or paid to the taxation authorities.
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Deferred tax is provided, using the liability method, on all temporary differences at the balance sheet date

between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

where the deferred tax liability arises from goodwill or the initial recognition of an asset or liability in a

transaction that is not a business combination and, at the time of the transaction, affects neither the

accounting profit nor taxable profit or loss; and

in respect of taxable temporary differences associated with investments in subsidiaries and interests in

jointly-controlled entities, where the timing of the reversal of the temporary differences can be controlled

and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carryforward of unused tax credits

and unused tax losses, to the extent that it is probable that taxable profit will be available against which the

deductible temporary differences, and the carryforward of unused tax credits and unused tax losses can be

utilised except:

where the deferred tax asset relating to the deductible temporary differences arises from the initial recog-

nition of an asset or liability in a transaction that is not a business combination and, at the time of the

transaction, affects neither the accounting profit nor taxable profit or loss; and
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in respect of deductible temporary differences associated with investments in subsidiaries and interests

in jointly-controlled entities, deferred tax assets are only recognised to the extent that it is probable that

the temporary differences will reverse in the foreseeable future and taxable profit will be available against

which the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it

is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be

utilised.  Conversely, previously unrecognised deferred tax assets are reassessed at each balance sheet date and are

recognised to the extent that it is probable that sufficient taxable profit will be available to allow all or part of the

deferred tax asset to be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the

asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substan-

tively enacted at the balance sheet date.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to set off current tax

assets against current tax liabilities and the deferred taxes relate to the same taxable entity and the same

taxation authority.
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NOTES TO FINANCIAL STATEMENTS

(continued)

31 December 2005

Foreign currencies

These financial statements are presented in Renminbi, which is the Company's functional and presentation

currency. Each entity in the Group determines its own functional currency and items included in the financial

statements of each entity are measured using that functional currency.  Foreign currency transactions are

initially recorded using the functional currency rates ruling at the date of the transactions.  Monetary assets

and liabilities denominated in foreign currencies are retranslated at the functional currency rates of exchange

ruling at the balance sheet date.  All differences are taken to profit or loss.  Non-monetary items that are

measured in terms of historical cost in a foreign currency are translated using the exchange rates at the dates

of the initial transactions.  Non-monetary items measured at fair value in a foreign currency are translated using

the exchange rates at the date when the fair value was determined.

The functional currencies of certain overseas subsidiaries are currencies other than the Renminbi.  As at the

balance sheet date, the assets and liabilities of these entities are translated into the presentation currency of

the Company at the exchange rates ruling at the balance sheet date and, their income statements are translated

into Renminbi at the weighted average exchange rates for the year.  The resulting exchange differences are

included in a separate component of equity.  On disposal of a foreign entity, the deferred cumulative amount

recognised in equity relating to that particular foreign operation is recognised in the income statement.
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For the purpose of the consolidated cash flow statement, the cash flows of overseas subsidiaries are translated

into Renminbi at the exchange rates ruling at the dates of the cash flows.  Frequently recurring cash flows of

overseas subsidiaries which arise throughout the year are translated into Renminbi at the weighted average

exchange rates for the year.

Dividends

Final dividends proposed by the directors are classified as a separate allocation of retained profits within the

equity section of the balance sheet, until they have been approved by the shareholders in a general meeting.

When these dividends have been approved by the shareholders and declared, they are recognised as a

liability.

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash on hand

and demand deposits, and short term highly liquid investments which are readily convertible into known

amounts of cash and which are subject to an insignificant risk of changes in value, and have a short maturity

of generally within three months when acquired, less bank overdrafts which are repayable on demand and form

an integral part of the Group’s cash management.

For the purpose of the balance sheet, cash and cash equivalents comprise cash on hand and at banks,

including term deposits and assets similar in nature to cash, which are not restricted as to use.
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NOTES TO FINANCIAL STATEMENTS

(continued)

31 December 2005

Provisions

 A provision is recognised when a present obligation (legal or constructive) has arisen as a result of a past

event and it is probable that a future outflow of resources will be required to settle the obligation, provided that

a reliable estimate can be made of the amount of the obligation.

 When the effect of discounting is material, the amount recognised for a provision is the present value at the

balance sheet date of the future expenditures expected to be required to settle the obligation.  The increase in

the discounted present value amount arising from the passage of time is included in finance costs in the income

statement.

Estimation uncertainty

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance

sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and

liabilities within the next financial year, are discussed below.

Depreciation of vessels

The Group determines the depreciation amount of vessels based on the estimated useful lives and residual

values, which are reviewed at each balance sheet date.  The principal assumptions for the Group¡¯s estima-

tion of the useful lives and residual values include those related to the mode of operations, government

regulations and scrap value of vessels in future.  The carrying amount of the Group’s vessels as at 31 December

2005 was  Rmb10,525,549,000.
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Provision for losses incurred in accidents

Provision for losses incurred in accidents is made based on assessment of the outcome of negotiations,

arbitration or litigation and recoverability of losses from insurance companies, which requires management

judgement and estimates.  Where the actual outcome or expectation in future is different from the original

estimate, such differences will impact the carrying value of the provisions and losses incurred in accidents/

write-back in the period in which such estimate has been changed.

4. SEGMENT INFORMATION

Segment information is presented by way of two segment formats: (i) on a primary segment reporting basis, by

business segment; and (ii) on a secondary segment reporting basis, by geographical segment.

The Group’s operating businesses are structured and managed separately, according to the nature of their

operations and the services they provide.  Each of the Group’s business segments represents a strategic

business unit that offers services which are subject to risks and returns that are different from those of the

other business segments.  The Group’s business segments are categorised as follows:

(a) oil shipment;

(b) coal shipment; and

(c) other dry bulk shipment

In determining the Group’s geographical segments, revenues and results are attributed to the segments based

on domestic shipment and international shipment.
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NOTES TO FINANCIAL STATEMENTS

(continued)

31 December 2005

Business segments

The following table presents revenue and results information for the Group’s business segments for the years

ended 31 December 2005 and 2004.

The net book values of oil vessels and cargo vessels at 31 December 2005 amounted to Rmb6,424,833,000

(2004: Rmb5,119,933,000) and Rmb4,100,716,000 (2004: Rmb3,264,648,000), respectively.  Since the Group’s

assets and liabilities (other than the vessels) are not directly employed according to its business segments, nor

could they be allocated to these segments on a reasonable basis, business segment information relating to

segment assets and liabilities is not presented.

  2004

Rmb'000

( Restated )

3,673,786

1,350,747

2005

Rmb'000

2,992,241

1,138,117

  2004

Rmb'000

( Restated )

2,036,748

676,191

2005

Rmb'000

918,477

494,906

  2004

Rmb'000

( Restated )

741,945

408,257

  2004

Rmb'000

( Restated )

6,452,479

2,435,195

212,944

(237,654)

(150,182)

(106,012)

2,154,291

(308,674)

1,845,617

Oil shipment Coal shipment Other dry bulk shipment Consolidated

2005

Rmb'000

4,604,473

1,726,895

2005

Rmb'000

8,515,191

3,359,918

266,186

(253,295)

(90,699)

(135,593)

3,146,157

(452,639)

2,693,878

Segment revenue:

  Revenue

Segment results

Unallocated revenue:

  Other revenue and gains

Unallocated operating expenses:

  Administrative expenses

  Other expenses

  Finance costs

Profit before tax

Tax

Profit for the year
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Geographical segments

The following table presents revenue and segment results from operating activities by geographical area of

operations for the years ended 31 December 2005 and 2004.

The principal assets employed by the Group are located in the PRC, and accordingly, no segment analysis of

assets and expenditure has been prepared for the year.

Domestic

International

Other revenue and gains

Administrative expenses

Other expenses

Finance cost

Profit before tax

Revenue

Rmb'000

5,127,511

3,387,680

8,515,191

Contribution

Rmb'000

1,845,935

1,513,983

3,359,918

266,186

(253,295)

(90,699)

(135,593)

3,146,517

Revenue

(Restated )

Rmb'000

4,049,844

2,402,635

6,452,479

Contribution

(Restated )

Rmb'000

1,453,497

981,698

2,435,195

212,944

(237,654)

(150,182)

(106,012)

2,154,291

Year ended 31 December 2005                   


