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NOTES TO FINANCIAL STATEMENTS

31 December 2007

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 / or

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. SIGNIFICANT ACCOUNTING
POLICIES

2.1 Statement of compliance

These financial statements have been prepared in accordance with all applicable Hong Kong Financial

Reporting Standards ("HKFRSs"), which collective term includes all applicable individual Hong Kong

Financial Reporting Standards, Hong Kong Accounting Standards ("HKASs") and Interpretations and

Accounting Guidelines issued by the Hong Kong Institute of Certified Public Accountants ("HKICPA"),

accounting principles generally accepted in Hong Kong and the requirements of the Hong Kong Compa-

nies Ordinance. These financial statements also complied with the applicable disclosure provisions of

the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited. A summary

of the significant accounting policies adopted by the Group is set out below.
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NOTES TO FINANCIAL STATEMENTS
(continued)

31 December 2007

The HKICPA has issued certain new and revised HKFRSs that are first effective or available for early

adoption for the current accounting period of the Group and the Company.Note 3 provides information

on the changes in accounting policies resulting from intial application of these developments to the

extent that they are relevant to the Group for the current and prior accounting periods reflected in these

financial statements.  Judgements made by management in the application of HKFRSs that have signifi-

cant effect on the financial statements and estimates with a significant risk of material adjustment in the

next year are discussed in note 3.

2.2 Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiar-

ies for the year ended 31 December 2007.  All significant intercompany transactions and balances within

the Group are eliminated on consolidation.  The measurement basis used in the preparation of the

financial statements is the historical cost basis except for certain financial instruments.

Minority interests represent the interests of outside shareholders not held by the Group in the results

and net asset of the Company’s subsidiaries.

These financial statements are presented in Renminbi (“Rmb”), which is the functional currency of the

Group, and all values are rounded to the nearest thousand except where otherwise indicated.
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The preparation of financial statements in conformity with HKFRSs requires management to make

judgements, estimates and assumptions that affect the application of policies and reported amounts of

assets, liabilities, income and expenses.  The estimates and associated assumptions are based on

historical experience and various other factors that are believed to be reasonable under the circumstances,

the results of which form the basis of making the judgements about carrying values of assets and

liabilities that are not readily apparent from other sources.  Actual results may differ from these estimates.

2.3 Subsidiaries

Subsidiaries are all entities (including special purpose entities) controlled by the Group.  Control exists

when the Group has the power to govern the financial and operating policies so as to obtain benefits

from its activities, generally accompanying a shareholding of more than one half of the voting rights.

The existence and effect of potential voting rights that are currently exercisable or convertible are

considered when assessing whether the Group controls another entity.  Subsidiaries are fully consoli-

dated from the date on which control is transferred to the Group using the purchase method of accounting.

They are de-consolidated from the date that control ceases.
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NOTES TO FINANCIAL STATEMENTS
(continued)

31 December 2007

Purchase method of accounting

The cost of an acquisition is measured at the fair value of the assets given, equity instruments issued and

liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination

are measured initially at their fair values at the acquisition date.  The excess of the cost of acquisition over

the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill.  If the

cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference

is recognized directly in the income statement.

Merger accounting for common control combination

The consolidated financial statements incorporate the financial statements of the combining entities or

businesses in which the common control combination occurs as if they had been combined from the date

when the combining entities or businesses first came under the control of the controlling party.

The net assets of the combining entities or businesses are combined using the existing book values from

the controlling parties' perspective. No amount is recognised in consideration for goodwill or excess of

acquirers' interest in the net fair value of acquiree's identifiable assets, liabilities and contingent liabilities

over cost at the time of common control combination, to the extent of the continuation of the controlling

party's interest.
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The consolidated income statement includes the results of each of the combining entities or businesses

from the earliest date presented or since the date when the combining entities or businesses first came

under common control, where there is a shorter period, regardless of the date of the common control

combination.

The comparative amounts in the consolidated financial statements are presented as if the entities or

businesses had been combined at the previous balance sheet date or when they first came under com-

mon control, whichever is shorter.

Transaction costs, including professional fees, registration fees, costs of furnishing information to

equity holders, costs or losses incurred in combining operations of the previously separate businesses,

etc., incurred in relation to the common control combination that is to be accounted for by using merger

accounting is recognised as an expense in the year in which it is incurred.

2.4 Joint ventures

A joint venture is a contractual arrangement whereby the Group and other parties undertake an economic

activity jointly.

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 distribu-

tions 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.
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31 December 2007

A joint venture is treated as:

(a) a subsidiary, if the Group has unilateral control, directly or indirectly, over the joint venture;

Results of subsidiaries are accounted for in accordance with the policy as disclosed in note 2.3.

(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 not 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.

Interests in jointly controlled entities and associates are accounted for in the consolidated financial

statements under the equity method and are stated at cost plus the Group’s share of post-acquisi-

tion results and reserves and goodwill on acquisition less provision for impairment losses.  The

share of post-acquisition results and reserves is based on the relevant profit-sharing ratios.
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Results of equity investments as described in (d) are accounted for by the Group to the extent of

dividends received and receivable.

2.5 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.

2.6 Related parties

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

(i) the party has the ability, directly or indirectly through one or more intermediaries to control the

Group or exercise significant influence over the Group in making financial and operating policy

decisions, or has joint control over the Group;

(ii) the Group and the party are subject to common control;

(iii) the party is an associate of the Group or a joint venture in which the Group is a venturer;

(iv) the party is a member of key management personnel of the Group or the Group's parent, or a close

family member of such an individual, or is an entity under the control, joint control or significant

influence of such individuals;
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(v) the party is a close family member of a party referred to in (i) or is an entity under the control, joint

control or significant incluence of such individuals; or

(vi) the party is a post-employment benefit plan which is for the benefit of employees of the Group or of

any entity that is a related party of the Group.

Close family members of an individual are those family members who may be expected to influence, or be

influenced by, that individual in their dealings with the entity.

2.7 Property, plant and equipment and depreciation

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

accumulated deprecation and any impairment losses. The cost of an item of property, plant and equip-

ment comprises its purchase price, costs transferred from construction in progress, any directly attribut-

able costs of bringing the asset to its 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 maintenace, 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 form 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 the 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 over its estimated useful life. The principal annual rates used for this

purpose are as follows:

Leasehold improvements 10%

Vessels 3.57% to 20%

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 deprecation 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.

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 construc-

tion 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.
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2.8 Impairment of non-financial assets other than goodwill

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 recoverable amount is determined for the cash-generating unit to which the

asset belongs.

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.
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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 other than good-

will and certain financial assets 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.

2.9 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 the 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

accounted 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. Benefits received and receivable as an incentive to enter into an operating

lease are recognised as a reduction of rental expense over the lease term on a straight-line basis.

The land and building elements of a lease of land and building are considered separately for the purpose

of lease classification unless the lease payments cannot be allocated reliably between the land and

building elements.  In which case, the entire lease is genearally treated as a finance lease and accounted

for as property, plant and equipment.  To the extent the allocation of the lease payments can be made

reliably, leasehold interests in land are accounted for as operating leases.
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2.10 Deferred staff expenditure

The Company provided staff quarters to selected employees and, according to a housing reform scheme

in Shanghai, the People's Republic of China (the "PRC"), arrangements were made to transfer the staff

quarters to employees who agreed to remain in service for the Company for a period of 10 years. As of the

date of this report, nearly all of the staff quarters have been transferred to employees on the above basis.

The net book value of staff quarters has been reclassified as deferred staff expenditure and is amortised

on the straight-line basis over 10 years, which approximates the expected service period of the relevant

employees. The deferred staff expenditure has been amortized for eight years up to 2006.  In order to align

with the presentation in the financial statements prepared under PRC accounting standards, the directors

decided to charge the remaining balance as expenses in 2007.

2.11 Investments and other financial assets

Financial assets within the scope of HKAS 39 are classified as loans and receivables, available-for-sale

financial assets and financial assets at fair value through profit or loss, 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 considers whether a

contract contains an embedded derivative when the Group first becomes a party to it. The embedded

derivates are separated from the host contract which is not measured at fair value through profit or loss

when the analysis shows that the economic characteristics and risks of embedded derivatives are not

closely related to those of the host contract.
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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.

All regular way purchases and sales of financial assets are recognised on the trade date, that is, the date

that the Group commits to purchase or sell 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 regula-

tion 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 subsequently carried at amortised cost using the effec-

tive interest method. Amortised cost is calculated taking into account any discount or premium on

acquisition and includes fees that are an integral part of the effective interest rate and transaction costs. 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 an unlisted equity securi-

ties that are designated as available for sale or are not classified in any of the other two 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 invest-

ment is determined to be impaired, at which time the cumulative gain or loss previously reported in equity

is included in the income statement.
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When the fair value of unlisted equity securities cannot be reliably measured because (i) the variability

in the range of reasonable fair value estimates is significant for that investment, or (ii) 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.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include financial assets held for trading and financial

assets designated upon initial recognition as at fair value through profit or loss. Financial assets are

classified as held for trading if they are acquired for the purpose of sale in the near term. Derivatives,

including separated embedded derivatives, are also classified as held for trading unless they are desig-

nated as effective hedging instruments or financial guarantee contracts. Gains or losses on investments

held for trading are recognised in the income statement.

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 substantially the same, a discounted cash flow analysis, and other valuation models.
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2.12 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 the 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 the

income statement.

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 individu-

ally 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 assessed 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 impair-

ment 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.

In relation to trade receivables, a provision for impairment is made when there is objective evidence (such

as the probability of insolvency or significant financial difficulties of the debtor) that the Group will not

be able to collect all of the amounts due under the original transaction. The carrying amount of the

receivables is reduced through the use of an allowance account. Impaired debts are derecognised when

they are assessed as uncollectible.

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 the 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 financial 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 the income statement, is transferred from equity to the income statement.

Impairment losses on equity investments classified as available for sale are not reversed through the

income statement.
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2.13 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;

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

pay them 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 trans-

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

substantially 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 involve-

ment 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.
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Where continuing involvement takes the form of a written and/or purchased option (including a cash-

settled option or similar provision) on the transferred asset, the extent of the Group's continuing involve-

ment is the amount of the transferred asset that the Group may repurchase, except in the case of a written

put option (including a cash-settled option or similar provision) on an asset measured at fair value, where

the extent of the Group's continuing involvement is limited to the lower of the fair value of the transferred

asset and the option exercise price.

2.14 Financial liabilities at amortised cost (including interest-bearing loans and borrowings)

Financial liabilities include trade payables, other payables and accurals, interest-bearing bank borrow-

ings and are initially recognised at fair value less directly attributable transaction costs.  They are

subsequently measured at amortized cost using the effective interest method, except when the effect of

discounting would be insignificant in which case, they are carried at cost.

Gains and losses are recognised in the income statement when the liabilities are derecognised as well as

through the amortisation process.

2.15 Derecognition of financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged, cancelled or

expired.

Where 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 the recognition of a new liability, and the difference

in the respective carrying amount is recognised in the income statement.
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2.16 Convertible bonds that contain an equity component

Convertible bonds that can be converted to equity share capital at the option of the holder, where the

number of shares that would be issued on conversion and the value of the consideration that would be

received at that time do not vary, are accounted for as compound financial instruments which contain

both a liability component and an equity component.

Convertible bonds issued by the Company that contain both financial liability and equity components

are classified separately into respective liability and equity components on initial recognition.  On initial

recognition, the fair value of the liability component is determined using the prevailing market interest

rate for similar non-convertible debts.  The difference between the proceeds of the issue of the convert-

ible bonds and the fair value assigned to the liability component, representing the call option for conver-

sion of the bonds into equity, is included in equity as convertible bonds equity reserve.

The liability component is subsequently carried at amortised cost using the effective interest method.

The equity component will remain in equity until conversion or redemption of the bonds.

When the bonds are converted, the convertible bonds equity reserve and the carrying value of the

liability component at the time of conversion is transferred to share capital and share premium as consid-

eration for the shares issued.  If the bonds are redeemed, the convertible bonds equity reserve is released

directly to retained profit.
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2.17 Derivative financial instruments and hedging

The Group uses derivative financial instruments, such as forward currency contracts and interest rate

swaps to hedge its risks associated with interest rate and foreign currency fluctuations. Such derivative

financial instruments are initially recognized at fair value on the date on which a derivative contract is

entered into and are subsequently remeasured at fair value. Derivatives are carried as assets when the fair

value is positive and as liabilities when the fair value is negative.

Any gains or losses arising from changes in fair value on derivatives that do not qualify for hedge

accounting are taken directly to the income statement.

The fair value of forward currency contracts is calculated by reference to current forward exchange rates

for contracts with similar maturity profiles. The fair value of interest rate swap contracts is determined by

reference to the present value of estimated future cash flows.

For the purpose of hedge accounting, hedges are classified as:

fair value hedges when hedging the exposure to changes in the fair value of a recognised asset or

liability or an unrecognised firm commitment (except for foreign currency risk); or

cash flow hedges when hedging the exposure to variability in cash flows that is either attributable

to a particular risk associated with a recognised asset or liability or a highly probable forecast

transaction, or a foreign currency risk in an unrecognised firm commitment.
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At the inception of a hedge relationship, the Group formally designates and documents the hedge

relationship to which the Group wishes to apply hedge accounting, the risk management objective and

its strategy for undertaking the hedge. The documentation includes identification of the hedging

instrument, the hedged item or transaction, the nature of the risk being hedged and how the Group will

assess the hedging instrument's effectiveness in offsetting the exposure to changes in the hedged item's

fair value or cash flows attributable to the hedged risk. Such hedges are expected to be highly effective

in achieving offsetting changes in fair value or cash flows and are assessed on an ongoing basis to

determine that they actually have been highly effective throughout the financial reporting periods for

which they were designated.

Hedges which meet the strict criteria for hedge accounting are accounted for as follows:

Cash flow hedges

The effective portion of the gain or loss on the hedging instrument is recognised directly in equity, while

the ineffective portion is recognised immediately in the income statement.

Amounts taken to equity are transferred to the income statement when the hedged transaction affects

the income statement, such as when hedged financial income or financial expense is recognised or when

a forecast sale occurs. Where the hedged item is the cost of a non-financial asset or non-financial

liability, the amounts taken to equity are transferred to the initial carrying amount of the non-financial

asset or non-financial liability.
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If the forecast transaction or firm commitment is no longer expected to occur, the amounts previously

recognised in equity are transferred to the income statement. If the hedging instrument expires or is sold,

terminated or exercised without replacement or rollover, or if its designation as a hedge is revoked, the

amounts previously recognised in equity remain in equity until the forecast transaction or firm commit-

ment occurs.

2.18 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 basis:

(a) from shipping operations, on the percentage of completion basis;

(b) from vessel chartering, on a time proportion basis over the lease terms;

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

respective agreement;

(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 associated with ownership, nor effective control over the goods sold;

(e) interest income, on an accrual basis using the effective interest method by applying the rate that

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

the net carrying amount of the financial asset; and
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(f) dividend income, when the shareholders' right to receive payment has been established.

2.19 Bunker oil inventories and ship stores and spare parts

Bunker oil inventories are stated at cost less any impairment losses 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.

2.20 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 or sale, are

capitalised as part of the cost of those assets. The capitalisation of such borrowing costs ceases when

the assets are substantially ready for their intended use or sale. Investment income earned on the

temporary investment of specific borrowings pending their expenditure on qualifying assets is deducted

from the borrowing costs capitalised.

2.21 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 the initial recognition of an asset or liability in a transac-

tion 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 inter-

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

be controlled by the Group 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

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
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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 substantively 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.


