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CHAPTER 1 LETTER TO SHAREHOLDERS

1. A Report on Business Oper ationsin 2002

In 2002, the weakened recovery of the U.S. economy and the continued over-capacity of the shipping
industry plus the shutdown of the ports across the U.S. West Coast in the latter half of the year, all
negatively affected freight rate stability, despite the welcomed increase of global container trade
volume of between 7 and 8% from adjustments in inventories. Facing difficult conditions, we have
adopted strategies focusing on flexibility and speed especially in areas such as aggressively adjusting
our service and continuously reducing operating costs. After the utmost efforts of all of our
employees, we have achieved a 2002 operating revenue amounting to NT$45.5 hillion with net profits
after-tax of NT$1.13 billion.

2. Business Outlook and Strategies for 2003

For thisyear, owing to the upbeat outlook of the global economy and the early finish of the Iraq war, it
is becoming more apparent that the sea-borne trade should see further growth. Meanwhile, the
pressure of over-tonnage will decline as the growth of capacity supply reduces this year. Thus, both
TSA and FEFC are in the process of implementing rate restoration plans to improve upcoming profits.
For the bulk market, due to the strong demand for steel and the expansion of foreign trade in China, the
business environment is developing much more positively now.

Nevertheless, there are some uncertain factors for the recovery of the global economy such as the
reconstruction of war-torn Iraq’'s infrastructure, the potential conflict of regiona politics, and the SARS
epidemic’'s economic impact. To cope with the changing environment and future challenges, our
business strategies this year are as follows:

- To continuously expand strategic alliances and integrate services to improve the competitiveress
and efficiency on our global liner services.
- To progressively strengthen our service network and increase market share by enhancing the
cooperation with partners and enlarging China’s market on our Intra Asia services.
- To meet the future development of our fleet and requirements of service deployment through
ship-building and/or purchasing as well as chartering of suitable vessels.
- To properly upgrade our global fleet and adjust business strategies to reduce operating costs and
improve our profits in the bulk market.
- To integrate our group's resources and information technology systems to boost overall
operating performance.
Facing versatile development and various trials of the shipping industry, this company will flexibly
watch the changing market and continue innovation to provide excellent service for our clients. Our
colleagues will continuously endeavor to enhance core competence to improve performance and
provide addedvalue services. In the meantime, we look forward to having the full support and
encouragement fromall of our shareholdersin order to achieve further profits.

Sincerely,

Ting-huei Chen
Chairman



CHAPTER 2 COMPANY UPDATE

1. Company Brief
1.1 Registration Date of the Establishment: December 29, 1972

1.2 Chronology of Yang Ming
1972-1981

"~ Yang Ming Marine Transport Corporation is established on Dec. 28, 1972 with a capital of
NT$100,000,000.

"~ A 28,700 D.W.T.bulk carrier, Ming Joy, is completed and put into service.

~ Four multiple-purpose ships, Ming Spring, Summer, Autumn and Winter, are added to

Yang Ming'sfirst container fleet.

- AsiaU.S. West Coast full-container Liner service was inaugurated.

"~ New full-container liner service between Asia/ U.S. East & West Coast is inaugurated,

with afleet of seven 2,054 TEU full-container vessels serving the route.

" YML leased Dock No.70 at Kaohsiung Harbor for its exclusive use.

- Yang Ming inaugurates its Asia/ Mediterranean liner service.

1982-1991

Four more 2,054 TEU full-container vessels join Yang Ming's fleet. The Mediterranean

bound liner service is extended to North Europe, and the Asia / Europe full-container liner

service is aso inaugurated.

"~ Three 66,000 D.W.T. Panamax-class bulk carriers, Ming Wisdom, Ming Mercy and Ming

Courage, are completed and put into service.

"~ Other than being named as one of the world's “most satisfactory marine transporters in

service and reliability, ” Yang Ming is also cited by the American press as one of the top ten
liner services in the world.

~ Eight 3,266 TEU full-container ships are completed. With the inauguration of the Asia/

Australia and also Asia/ Northeastern Asia liner service, a radial service network is

accomplished.

"~ Yang Ming is cited by the London+ based British Shipper Consultation ( part of the Freight

Transport Association Ltd.) as the world's "Second Most Acclaimed Shipping Company” in

client service.

- Yang Ming inaugurates liner service to / from India / Persian Gulf, connecting its main
liner service routes to USA, Europe, and also Intra-Asia, etc.

"~ IPI service is expanded. The scope of service connecting inland points in the USA is also

enlarged.

~ A linkage of Yang Ming liner service connecting Europe, Asiaand Americais completed.

" Intra-Asiafull-Container liner service is inaugurated.

- A jaint liner service with Hanjin Line is formed, serving the route between Asia and U.S.

East Coast.

1992-2001

"~ Yang Ming shares are listed on the Taiwan Stock Exchange.

"~ Three 3,604 TEU full-container ships are completed and join Yang Ming's worldwide
service.

Five 3,725 full-container vessels, namely Ming East, Ming West, Ming South, Ming North,
and Ming Zenith, are completed and put into service.



" The China Merchants Steam Navigation Co., Ltd. is merged into Yang Ming.
- Ajoint service with “K”LINE on boththe Asia/ U.S.A. Pacific Coast and the Asia/ North

Europe routes is inaugurated.

- Yang Ming successfully completed its privatization, effective from February 15, 1996.

In 1996, Yang Ming obtains 1SO 9002/ ISM CODE accreditation and also the ROC's
National Outstanding Quality Case Award.

"~ Through a consortium agreement with “K” LINE ,Yang Ming inaugurates its TA (Trans

Atlantic) service, providing a weekly North Europe / North America full-container Liner
service to meet its global accounts' requirements.

" Off-shore transhipment link service between Kaohsiung and Xiamen and weekly service

routesin Asia/ Persian Gulf U.A.E. / Sub-continent India/ Pakistan full-container liner
service are inaugurated.

"~ Yang Ming provides free marine service by transporting relief materials for Taiwan's 921

earthquake disaster area.

"~ Seven 5,500 TUE Post-panamax full-container vessels, Ming Plum, Ming Orchid, Ming

2002

Bamboo, Ming Pine, Ming Cosmos, Ming Cypress and Ming Green, are completed and
join Yang Ming's fleet service.

Yang Ming and “K-Line rationalize their globa service routes to provide customers best
service. The new joint service, including PSW-1/ AES-1 Pendulum service, PSW2 service,
PSW3 service, PNW service, AES2 service, begin a end of March, 2002.

"~ Yang Ming, COSCON, “K” LINE and Hanjin Shipping conclude a Europe / U.S. Atlantic &
Gulf Coast Slot Purchase Agreement with Americana Ships and Grand Alliance.

Yang Ming cooperates with K-Line, COSCON and Hanjin to restructure their
Trans-Atlantic services into Asia/ All Water U.S. East Coast and Trans Atlantic 111 (U.S.
East Coast / Mediterranean) service and aso purchasesslot of North Europe and Gulf Coast
of United States service (GASS & SGX).

"~ Yang Ming terminates a slot-purchasing agreement with Australia Liners and suspends Asia

[ Australia service.

" The Global Logistics Center in Kaohsiung Harbor is completed.
" Yang Ming sets up a “ Taiwan Business Department” to manage al shipping affairs in

Tawan.

~ Yang Ming cooperated with CNC to provide Taiwan / Vietnam Il joint service route.
" Yang Ming purchases three 76,000 DWT Panamax-class bulk carriers, Ming Cultivation,

Ming Equality and Ming Governing to enhance its tramp service.

"~ Yang Ming sets up operation headquarters in Taiwan to integrate the resource of whole

group for best results.

2003

Yang Ming, COSCON and Hanjin cooperate to inaugurate two Far East / Europe services —
CEX and NEX

"~ A new 76,000 DWT Bulk carrier, Ming Virtue, is completed and delivered toYang Ming.
- Yang Ming and Evergreen extend their co-operation with a new North China / Philippines

service.
Yang Ming and K-Line commence Asia / Mediterranean service (AMS service) and
restructure AES-2 service by adjusting the calling port.



2. Organizationa Structure
2.1 Yang Ming organizational structure is shown below:

Board of Directors
Supervisors _
Chairman
President
. Executive
IS Vice President
Audit Sa‘le_tya%?rl—siedth R':;Tin&s i?;gg Finance Engineering Marine Equipment Operation B'I'Lz:\év;/zgs Business I.T. Planning
Dept. Dept. Dept. Dept. Dept. Dept. Dept. Dept. Dept. Deot, Dept. Dept. Dept.
Overseas Kaohsiung Keelung
Representative Branch Branch
Office Kaohsiung Keelung
Terminal Terminal




2.2 Directors and Supervisors

Dec. 31, 2002
Position Chairman Board ) ) ) ) Executive ) ) )
of Directors Director Director Director Director Supervisor Supervisor Director Director
Name Ting—huei Chen | Wong-hsiuHuang | Dingyan Tsai | Chiajuch Chang | Fu-me Chu | BinghuangShih | Hegui Chen | Benny T. Hu [ NinaKung
Date appointed Jun. 20, 2001 Jun. 20, 2001 Jun. 20, 2001 Jun. 20,2001 | Jun.20,2001| Jun.20,2001 | Jun. 20,2001 | Jun. 20, 2001 | Jun. 20, 2001
Term of Appointment reel ectable upon expiration of effectual period
shares Directors and Supervisors herein as representatives of the MOTC, and holding atotal of 781,738,458 shares 925,846 51,322,802
Holding
shares ratio of holding
. 0 ,
shares(%) which represent 42.62% of the company’s stocks 0.05% 2.80%
Directorsand |shares 228,816 263,460 4,525,074
Supervisors
individual
) ratio of holding
holding shares 0.01 0.01 0.25
shares(%)
Spouse, shares 767
under-aged
children’ s i of holdi
holding shares retio orhording

shares(%)




2.3 Top management

Dec. 31, 2002
Position Name Date Entitled for other companies presentl
appointed P P y
President Wong-hsiu Huang Aug. 1, 2001 |Chairman of Yang Ming Line (Singapore) Pte.Ltd.
Senior Executive Vice President Ming-sheu Tsai July 3, 2001 [President of Young-Carrier Co., Ltd.
Executive Vice President Robert Shuh-shun Ho | Feb. 15, 1996 |Chairman of All Oceans Transportation Inc.
Executive Vice President Pier-yuan Shieh July 1, 1996 President of Yang Ming Shipping Europe GmbH
Hamburg
Executive Vice President Chi-shung Liu Jan. 1, 2001 |President of All Oceans Transportation Inc.
Vice President / Kedlung Branch Jinn-hsing Wang Feb. 15, 1996 |President of Jing Ming Transportation Co., Ltd.
Vice President / Kaohsiung Branch Sen-rong Liu Jan. 1, 2001 E? dent of Hong Ming Terminal & Stevedoring Co.,
3. Capital and Shares Issuance
3.1 Capital and shares
3.1.1 Shares category
Dec. 31, 2002
Authorized capital
Shares category Shares Issued Amount .Of shares of
- . Non-issuance shares| Total shares convertible bonds
Listed Unlisted Total
Common stock | 1,834,316,030 1,834,316,030 565,683,970 | 2,400,000,000 58,569,604
3.1.2 Shares issuance
Date Par value Authorized capital Actual capital received Notes .
(NT$) . Capital source
Shares Amount (NT$) Shares Amount (NT$) | Sources of capital other than cash

Capital increase
from earnings
356,177,870

Capital increase

from capital surplus
178,088,940

Sep. 2001 10 2,400,000,000 | 24,000,000,000 | 1,834,316,030 | 18,343,160,300

3.2 Market price per share, net worth, earnings, and dividends during the latest 2 years
Unit NT Dallars

Year —
s 2001 2002 Aot 30,2003
) Highest price 1540 13.15 22.90
M arkes‘;]-srréce per Lowest price 5.90 6.40 12.65
Average price 931 8.80 17.26
Net worth Unappropriated 1311 13.28 14.39
pershare | Appropriated 1311 - -

_ Weighted average number of 1,834,316 1,765,928(Note) 1,767,709(Note)
Earnings outstanding shares thousand shares thousand shares thousand shares
per share Earnings per share (0.37) 064 0.61

Dividends Cash dividend 0 - -
per share | Stock dividend 0 - -

Price/ Earningsratio - 13.75 -

Iﬁsg”mf}:t Price/ Cash dividends ratio : 1467 :
Cash dividends/ Priceratio - 0.068 -

Note The Shares are weighted average shares after Treasury stock deduction.

- 6- -
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4 |ssuance of Corporate Bonds

4.1 Status of Corporate Bonds I ssuance

Dec 31,2002
Bond Cat % r DoTreisrtd cDe b ¢ nRourrteh BDpenbdesinR iufr teh Bmmhﬂsnéu hBBé]gg SueV%e%Eb si‘:tlugrheth DetentNtilmehB@ndbsntusreecanodnd[someS['c
onvertlble(Bendsed) (secured) (secur ¢d) Convertifble Bonds
Date of I| s sAilaon.c € , 199dne 30, 199wl y 20, 19ND V. 25, 1999.une 1, 2pOONovV. 20, 200Wly 16, 20ul y 2, 2002 ¢+ JuNoyt e5,11 2002
Par Val yeNTD 100 t|lhoWNSTdDnd mi lioNnTD 1 mil i oMTD 1 mi lioNTD 1 millli oNTD 1 mi lidvhAD 1 million NTD 1 millilomTD 100 housand
Place of lssuangg 4nd o o ¢ R. O.C. R. 0. C. R. 0. C. R. O. C. R. 0. C. R. O.C. R. O.C.
Exchang
| ssuance| ROi0O&evtl gann00% of plar 1VDI%uef palr QW eof plar @O Weof pa 1Y@0 ¥Weof plarl Ov0a% uoef plar valb0é& of par |VMDIOWe of par value
Tot al Amp NAD 2,500 nNTD1L,o00n00 |mi INITiDomL, 300 |mi NTDo@00 nji | INDD 3, 000 mi NTDo&#00 m{!| NT®nl1l, 100| mi |l INiTdn 3, 000 mi|INITiDomB, 00 million
Interest| Raygo ~ 9 9 7 yehrz00 rb.1709%n 9 9
1.6% 5.8000~5.8841% 5.72% 5.75% 107 S RE 60 i Iojoioe n6-02% 4.49% 3.85% 0%
7years,Dat e of mgturity:
7. ars, Dgt 8f D43 4 tDat g5 f t D dti ve: f7 poevtp2years, Dg7years, Dat of maturity: . .
Terms of RE] -rSeAm!-:snge S, g3 ey @dr sna a y oyte amast, u rl gl ye:n e ma : Qar AV EL{ LYot |matsyeays| Jul 5, 200
“maﬁtﬁﬁplty- AUbBy ¥, 26®¥uly 23, 200[Nov 25, 200[40yeasDate of mdPdri 39, 2Py 20, 2C%y8 v v Y
June 9, 2010
The International First Commercial Bank Keelung|
Commercial Bank of China Branch
Guarantdr Ni | Foreign Dept. Taipei Bank Land Bank of Tawan Business
Ni | | HuaNan Commercial Bank hi h b Nihl Ni | Ni | Dept The International Commercial Note 1
(Vesseamta&a Branch Chien Cheng ranc Bank of China Foreign Dept Chiao
Land Bank of Taiwan Tung Bank Loan Dept Hua Nan
Business Dept Commercial Bank Chi Du Branch.
Bank of ThiCean r Bl ugtr|WCsetn tofa | ChTirfAuast €erft rCahli nTarflu€eé nof alChTmnas Cefnt Chi n & r|T®arstorfa IChT rjua en?faF LI' ust LB@%BmHg 1rust Dep.
Trust ee Dep. Trust Dep. Dep. Trust D¢gp. Dep. Trust Dée¢p. Trust Delp Ta]WanTrle
Taiwan I nternational Se urities
Taiwan | nter paMaisopnearll i SneHcuseiptaiireksd n eSeclhirities rp .
Under wri|tCapital SdcQarpilttiSes uGfirp.esCCol p. Corp. Capital Seculr Jﬁhgui‘%esc%’or['gwt;foreefmg s Ni | KGICS:El:(:'t'eS
Capital SecluTditwans Swoalyha gt erslichk pSecluariiWa e sS eyl rpi. t T Ed e :
Core Securi|lties Corp.
Audit Lav@>;éprney_ aAttorney_ a ALawrﬂ'asoatSLAaWO.‘renseq'n asm‘-?&"raﬂeaﬁ_"a% aSA(Sr‘Oé.ne(g.. a {-\“.Iawrdeaysoan Sk?Woﬂﬁgg}naF'La AtthoSO%yS a_tG.LaLV\{ nJason
G. Lin G. Lin Lin G. Lin . Li'n Lin . in
Audi t Accloli Nt I\QNG |[& TCM.SOONG |& CloN SOONG & C®N SOONG & Cda.N SOONG &|CAdN SOO@G.K TN SOONG g Co.TN SOONG & (QoTN SOONG| & Co.
Maturity :
. : ) . Mﬁ)}éjdrl§y 33h}§aotr@r31kyaty11 lF2or 5,6,7 years
| Reimburse|l@ei mboaskd |Rai mmusrhsm(boereqarsbturlspeodn73‘19% aShF UHHnb . % ’ ’ ;
Way of Rei mbMﬁoSnerﬂﬁarl‘haﬁmvyity maturity maturity 34 % d;LpeecngveI ears, 20%,)20%, 40%, 4|0l%e|dmleursed in cash Nebe haturity
l10years: For8f@,SP(?C)‘éélleéWe%B‘%?1'Ve y.
33%, 34% due espectivell|y.
Unrei mbur s|leNMTBAINYo u @ t[{miNITIDi ddn, 0 00| miNTID oln, 300 [mi NTDo@0O0 nji |l INDD 3, 000 mi NTDo2, 400, mNTD ilo,n100| mi | INT®n 3, 000 mi|INITiDomB, 00 million
Conditions| of \Regcalll oryeg Ni | Ni | Ni | Ni | Ni | Ni | Yes
Recall infl Advance
Conditiordliom Rektrr Ni | Ni | Ni | Ni | Ni | Ni | Ni | Ni |
Credit Rat|ling qency, : : ) Taiwan Rating Taolrwaonraiil.tolﬁglswan RE.tlngS . Talwagsf—‘wa.tln
Rat i D t Ni | Ni | Ni | Mar 6 20b evrA orat|li onCorporatlion, Ni | Corporaftion,
ating at e, atin : ’ OsEWA 56 |oomwne wear, pooil twa Jan. 27, [2003 twBBB+
Amount of [Converted
Common Stof&TD 1GBR2p&0I mabbroplri atlenappropr|i atlenappropfri atkenappropriatkenapprop|ri altreappropfiatelnapproprigte Note 1
other valulable secufrities
Note 1: The Secdrndc Tomvertible Bonds hiosweewgrerct ieal tios beed sserems omavel yot 2068n concl uded.



4.2 |ssuance of Convertible Bonds

Bond Category First Domestic Convertible Bonds
Items Period 159 20 201 A2 JAagr . %%022(())?(?’);
the highest 120.80 100.80 101.60 104.00 125.00
Market Price the lowest 91.00 95.00 96.00 95.90 119.00
the average 101.10 97.22 99.81 101.35 120.34
Convertible Price 20.70 17.10 15.66 15.66 15.66
Issuance Date Apr. 2, 1997
Convertible Price at | ssuance Date NT$31.67

5. Issuance of GDR

Conditions of the issuance of GDR

Apr. 30, 2003

Date of Issuance
Items

Nov. 14, 1996

Place of Issuance and Exchange

London Stock Exchange

Total amount of |ssuance

USD 116,392,201.2

I ssuance price

USD 11.64

Total units of Issuance

9,999,330 units of GDR

Underling security

Capital increase by public offering of common shares

Units of underling security

99,993,300 common shares

Theright & obligation of GDR holders

Same right & obligation with the YMTC'S common

shares
Depository Citibank N. A.
Custodian Citibank N. A. Taipei branch

Outstanding shares

92,931,438 shares

Allocation of related expenses for issuance and
During existence.

To be borne by the company

Major covenants of deposit agreement and

In accordance with the law of R.O.C. and State of New

Custody agreement York, U.SA.
the highest USD 3.696
2002 the lowest USD 1.840
Market price the average USD 2.440
per unit the highest USD 6.409
ig’;npﬂ?gb’l’zéggs the lowest USD 3.924
the average USD 5.240

- 8-




CHAPTER 3 BUSNESSUPDATE

1. Business Profile, Operating Fleet & Service Scope

1.1 Busness Prcfile

1.1.1 Domedtic and international maritime service on carriage of cargo.

1.1.2 Domestic and international maritime service on carriage of passengers.

1.1.3 Operation of warehouse, termind, tug, barge and container freight station business.
1.1.4 Repair, lease and sde of vessdls.

1.1.5 Repair, lease and sde of container and chassis.

1.1.6 Operation of shipping agency.

1.2 Operating Fleet  Service Scope
On Dec. 31, 2002, YML is operating 52 vessals conssting of 44 full container vessdls, 4 panamax
bulk carriers and 4 tankers.

The service scope of the year 2002 included the following three categories:
Container Liner Service
Offering frequent fixed-day weekly services for the following service routes: Ada/ US East Coadt,
Asa/ US West Coast, Asa / North Europe, Ada / Mediterranean, US East Coast / North
Europe, US East Coast / Mediterranean, and Intra- ASaregiond routes.
Tramp Service
Providing bulk cargo service.
Proxy Service
Operating 4 tankers on behdf of other Carriers.

1.3 Cargo structure for full container vessd from 2000 to 2002

Unit: TEU

Items 2000 % 2001 % 2002 %
Cargo for Trans-ocean 1,168,215 76 1,148,906 75 1,159,005 68
Cargo for IntracAsa 369,431 24 381,376 25 553,040 32
Total 1,537,646 100 1,530,282 100 1,712,045 100

2. Market Andysis

2.1 Trangpecific Trade
In 2002, due to weak market confidence after the September-Eleventh attack, the contracted ocean
freight of eastbound Transpacific trade declined compared to the level of year 2001. For westbound
traffic, the trade suffered a further decline.
Viewing the gradual recovery of the U.S. economy, eastbound volume after the Chinese New Year
shows the trend of a continuous upturn. The TSA has readjusted earlier cargo forecasts from 4 percent

—-9--



to astronger 5 percent for 2003 growth. As the baance between supply and demand was much tighter,
and asmilar dtuation is expected in 2003, we expect more modest rates of growth to prevail this year.

2.2 F.E.-Europe Trade
On the supply sde, the capacity on the Asia-North Europe trade has increased by about 4% for both
eastbound and westbound in 2002. On the demand side, the worldwide economy was strengthened
during 2002, especidly in Ching; the cargo volume rose about 7% on both eastbound and westbound
sarvices. Though utilization has seen continuous drength, the impact of the Irag War may limit this
esimation to a more consarvative figure. In the longer term, adong with economic recovery, the 2003
outlook could possibly be alittle more optimistic.

2.3 Transtlantic Trade
The capacity supply on Transatlantic trade grew by about 2.1% overdl in 2002. On the demand side,
the growth rate of cargo volume was about 6.9% for westbound and 2.3% for eastbound. Because
utilization estimates for westbound and eastbound are at about 90% and 60% respectivey in 2003,
westbound ocean freight might dightly rise and that for eastbound might stay at asmilar low leve.

2.4 IntracASaTrade
The Intra- Ada trade has become the biggest liner trade in the world. The Asan economy has been
growing vigoroudy after recovering from financid criss, and thus, the volume growth for the Intrac Asa
trade is expected to be maintained at 5% yearly through 2003. On the supply side, due to ddivery of
Post- Panamax vessals in succession in the second half of 2000, these medium-sized vessels have been
deployed for north-south trade and Intra-Asa trade. Meanwhile, due to the recent Intra-Asia trade
boom, several carriers have expanded their service capacity snce last year, and therefore, the

oversupply in the Intra- Asia trade will likdly continue. The possibility of increesing ocean freight is very
limited.

3. Employees Status

Apr. 30, 2003
Y ear 2001 2002 Apr. 30, 2003
Office sarvice 654 822 812
Number of Seasarvice 408 372 308
employees
Total 1,062 1,194 1,120
Average age 40.38 41.27 41.14
Average sarvice years 11.57 11.82 1211
Ph.D 1 1 2
_ Master degree 72 68 68
Education
level College 697 850 800
High school 214 205 187
Middle school and below 78 70 63

- 10--



4. Environmental Protection
All of our company’ s vessdls are inddled with pollution prevention equipment which is periodicaly
inspected in order to meet the requirements of internationa conventions.

5. Relationship with Employees
The employment relationship is good and there is no significant dispute amongst our employees
with our management.

6. Important Contracts

Dec. 31, 2002

Name of contract

Party

Contract Period

Primary content

Agency agreement

Kung Ming Shipping Corp.

Indefinite contract signed on
6/1/1997.Each party may terminate this
agreement prior to 90 days notice.

Booking agency for liner service in
Taiwan

Lease Kaohsiung Harbor Bureau 9/16/1999 9/15/2005 Terminal use agreement
Lease Keelung Harbor Bureau 1/1/1996 11/30/2005 Terminal use agreement
Lease POLA 10/11/1996 10/10/2021 Terminal use agreement
Coal C/P TPC 8/1/1996 7/31/2003 Coal shipment transportation
Tanker operation .
agreement CPC 4/1/1997  5/31/2003 Ship management for 4 CPC tankers
Service contract MS. CSF 7/1/1999 12/31/2002 Military cargo transportation
Space Allocation & .
Operation K LINE 3/22/2002-3/21/2007 Asigll.S West Coast,
Asia/lMed/Europe liner service
Agreement

Slot Allocation &
Sailing Agreement

K LINE / Hanjin shipping Co.,
Ltd

3/21/2002-3/20/2003

Asia/U.S. West Coast ,
Asia/lMed/Europe, U.S. East Coast /
North Europe liner service

Cross slot charter

Hanjin shipping Co., Ltd.

2/1/1991  3/2/2003

FE-US East Coast all water liner

(USEC) service
Cross slot S .
charter(TA1/TA2) K LINE 10/1/1998~10/31/2002 Transatlantic liner service
The Shipping Corporation of
India Ltd.
Cross dot Zim Isreal Navigation co., Ltd. |1/6/2002~1/5/2003, Subject to 3 month India-N. Europe liner service
charter(ISE) EMC pre-notice of termination ' P
K LINE
MISC
Cross slot K LINE 4/30/2000~4/30/2003 FE-Mediterranean liner service
charter(AMX)
Slot Exchange(JTX) CNC 10/1/2002 ~9/30/2003 Thailand-Japan liner service

Cross slot Uniglory Marine Corp. /o 2001 — 8/31/2008 Tai Hong Kong E Servi
charter(PRD) Yi-Tong Shipping Co., Ltd. - awan —Hong Kong EXpress service
Cross slot CNC ! - i
charter(JTM) T 11/16/2002-11/15/2003 Japan-Singapore, Malaysia liner service
Vessal charterin Shoei Kisen Kaisha, Ltd. / Agreement signed on Nov. 13, 2001. Long term lease for 3x1620 TEU full
9 Imabari Shipbuilding Co., Ltd. |Vesselsto be delivered in 1% half of 2003. [container vessels
. Shoei Kisen Kaisha, Ltd. / Agreement sgngd on Dec: 27, 20.01' Long term lease for 2x5500 TEU full
Vessel chartering R Vessels to be delivered during April and ]
Imabari Shipbuilding Co., Ltd. container vessels
June of 2004.
New Building 6/18/2002 signed the contract ; vessels to ) |
Contract CBC be delivered in 2004 April and June 2x 5500 TEU full container v S
New Building 12/6/1999 signed the contract ; vessels to

Contract (Bulk)

Shoei Kisen/ Imabari Shipbuilding

be delivered in 2/13/2003

1 x Panamax Bulk

Vessel Purchase
Contract (Bulk)

BEL TRAMP Shipping S.A.

11/21/2002 signed the contract ; vessels
to be delivered in 12/15/2002 and
2/7/2003

2 X Panamax Bulk
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7. Disposal or Acquisition of Major Assets

7.1 Acquisition of Mgjor Assets
7.1.1 Yang Ming Marine Transport Corp Acquisition of Major Assets

(Unit: NT$1,000)

Acquisition

Items Date Price Sellers Relationship with YMTC Status
Bulk Carrier Dec. 2002 469,980 Bel Tramp Shipping S. A. Non related Party Inoperating
Container Vessel Apr. 2003 450,284 All Oceans Transportation Inc. Related Party In operating

7.1.2 Subsidiaries Acquisition of Maor Assets

(Unit: NT$1,000)

Acquisition . Relationship with
Company Items Date Price Sdlers the Company Status
Container Vessel | Mar. 2002 1,883,484 Y?Pgngr? 2"0?";”6 RelatedParty | Charterout
Container Vessel | Mar. 2002 1,890,759 Y??agnggg ?:"Oﬁ:gne RelatedParty | Charterout
Container Vessel | Dec. 2002 686,055 Y?Pgﬂg‘;? g";‘;”e RelatedParty | Charter out
! Yang Ming Marine
All Oceans Container Vessdl Dec. 2002 705,556 Transport Corp. Related Party Charter out
T rtation Inc. i i
ANSpONAoN INC- -~ tainer Vessdl | Jan. 2003 709,408 Y?[‘Sﬂ'ﬁ"ﬂ'j‘r? goar’r;”e RelatedParty | Charterout
Bulk Carrier Feb. 2003 467,692 |Bel Tramp Shipping S. A. | None Related Party | Charter out
Bulk Carier | Feb. 2003 734,963 | 'MePa Spbulding Co. | None Retated Party | Charter out
Container Vessdl | Mar. 2003 397,117 Y?Pgn'i"mif‘r? ('\:"Of;”e RelatedParty | Charter out
Yang Ming Line ! GRC Leasing Il Pte
(Singapore) Pre. Ltd. Container Vessl Dec. 2002 873,000 Ltd. None Related Party Sold
Kuang Ming Shipping ! YangMing Line
(Panama) Corp. Container Vessdl Dec. 2002 873,000 (Singapore) Pte. L d. Related Party Charter out
Kuang Ming Shipping ! All Oceans
Corp. Container Vessel Apr. 2003 450,334 Tr rtation Inc. Related Party Charter out
7.2 Disposal of Maor Assets
7 . 2Yaldg Ming Marine Transport Corp Disposal of Major Assets ( Unit: NT$1,000)
o - . Relationship
Acquisition| . Disposal Disposal .
Items Date Disposal Datg Book Vaue Price Income Buyers with the
Company
: ] All Oceans
Container Vessdl Mar. 2001 Mar. 2002 1,883,484 1,883,484 Transportation Inc. Related Party
; All Oceans
Container Vessdl Apr. 2001 Mar. 2002 1,890,759 1,890,759 - Transportation Inc. Related Party
: All Oceans
Container Vessd Nov. 1991 Dec. 2002 686,055 686,055 - Trangportation Inc. Related Party
. All Oceans
Container Vessel Dec. 1991 Dec. 2002 705,556 705,556 - Transportation Inc. Related Party
Building July 1995 Nov. 2002 42,371 126,980 84,609 Taiwan Land Bank Non related Party
: ] All Oceans
Container Vessdl May 1992 Jan. 2003 709,408 709,408 Transportation Inc. Related Party
; All Oceans
Container Vessel Jan. 1988 Mar. 2003 397,117 397,117 - Transportation Inc. Related Party
7 . 2 Sulasidiaries Disposal of Mgor Assets (Unit: NT$1,000)
e . . . Relationship
Acquisition| Disposal Book Disposal | Disposal 8
Company Items Date Date Vaue Price Income Buyers with the
Company
All Oceans | Container Vessel | Nov.2001 | Mar.2003 | 450284 | 450,284 YangMingMarine | oo party
Transportation Transport_ Corp.
Inc. | Container Vessdl | Nov.2001 | Mar.2003 450334 | 459,334 KuangMing | poy e Party
Shipping Corp.
YangMingLine Kuang Ming Shipping
(Sllj?g?ﬁ%r.e) Container Vessel | Dec.2002 | Dec. 2002 873,000 873,000 (Panama) Corp. Related Party
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CHAPTER4 FUND UTILIZATION PLAN

Fund Utilization for the ninth Unsecured Bond issued in 2002

UNIT NT$1,000

Items of Plan Utilization Accumulated
) Planned 409,855
. . Expenditure
Build of Kaohsiung Actual 409,855
logistics center Planned 100 %
Completion
Actual 100 %
i Planned 150,124
. Expenditure
IT system improvement Actual 150,124
program , Planned 100 %
Completion
Actual 100 %
i Planned 2,300,000
Expenditure
Payment of the third / fourth Actual 2,300,000
unsecured bond Planned 100 %
Completion
Actual 100 %
_ Planned 1,500,000
Expenditure
. . Actual 1,500,000
Operating capital
) Planned 100 %
Completion
Actua 100 %
) Planned 3,009,979
Expenditure Actual 3,009,979
ctu ,009,
Total
. Planned 100 %
Completion
Actua 100%
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CHAPTER S5 FINANCIAL STATEMENTSAND REPORTS

1. Condensed Balance Sheets and Income Statements for the years from 1998 to 2003

1.1 Balance Sheet
UNIT
NT$1,000
Y ear| Accounting datafor the recent 5 years

N Dec. 31, 1998 | Dec. 31, 1999 | Dec. 31, 2000 | Dec. 31, 2001 | Dec. 31, 2002 | Mar. 31, 2003

Current Assets 5,956,186 8,523,526 13,603,805 10572307 13,993,990 12,436,104

Investments in Shares of Stock 3,954,128 3,887,715 7,369,362 8,383,490 7,761,195 7,921,393

Net Properties 18,354,328 17,241,468 16,275,097 19443064 12,538,377 11,293,080

Other Assets 11,871,461 9,003,932 7,078,853 7106,119| 12,108,382 13,094,252

Total Assets 40,136,103 38656641 44,327,117| 45504,980| 46401944 | 44,744,829

Current Unappropriated 11,345,713 7,085,203 8,464,124 9,067,338 6,553,383 5,274,861

Liabilities | Appropriated | 11,345,713 7,764,071 9,007,866 9,067,333 - -

Total Long-Term Debts 5,867,158 6,516,287 10,020,069 11,210422|  13917,769 12,282,345

Other Liabilities 598,850 698,020 798,956 1,174,189 1,573,808 1,638,545
Total retained| Unappropriated 17,811,721 14,299,510 19,283,149 21,451,949 22,044,960 19,675,390

eaANINGS [ Appropriated | 17811721| 14978378| 19826801| 21451940 - -

Capital stock 15,652,692 16,800,842 17,808,893 18,343,160 18,343,160 18,343,160

Capital surpius 4,568,706 4,854,754 4,006,744 3,828,660 2,400,244 2427421

Retained Unappropriated 1,081,538 2,632,613 2,995,688 1,413,423 3,981,532 4,651,754

eanings | Appropriated 1081538 1953745 2095768 2,844,810 - -

preeaizedloss on invesiments - - 15,386 3172 21,293 23,320
Cumulative translation 85,989 68,922 248,029 470,960 186,469 186,469

Total Unappropriated |  22324,382|  24357,131| 25043968 24053031| 24356984 25069439
Stockholders’

Equities Appropriated 22,324,382 23,678,263 24,500,226 24,053,031 - -
1.2 Income Statement

UNIT
NT$1,000
Accounting data for the recent 5 years
ltems July 1, 1998~ | Jan. 1,1999~ | Jan. 1, 2000~ | Jan. 1, 2001~ | Jan. 1, 2002~ | Jan. 1, 2003~
Dec. 31, 1998 | Dec. 31, 1999 | Dec. 31, 2000 | Dec. 31, 2001 | Dec. 31, 2002 | Mar. 31, 2003

Operating revenue 19,268482| 45,168,078 50575836 45411519| 45511,610 12,583,924
Gross profit(loss) (580,300) 2,337,487 1,583,778 46,021 1,147,639 912,433
Operating income(loss) (964,407) 1,484,319 609,523 (813,386) 159,815 624,656
Non-operating income 549,017 1,499,797 2,639,347 1,471,354 2,334,577 516,967
Non-operating expenses 618,105 1,149,615 1,484,941 1,106,870 1,350,002 284,776
Income (loss) before income tax (1,033,495) 1,879,648 1,763,929 (449,402 1,144,390 856,347
Net income (loss) (895,833) 1,675,055 1,200,846 (675,045) 1,135451 670,222
Earnings per share (057) 1.00 0.67 (0.37) 0.64 0.38
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1.3 CPA and Audit results for the past 5 years

Y ear CPA name Audit results
July 1, 1998 ~ Dec. 31, 1998 Clark Chen Elic C. Wang Unqudlified
Jan. 1, 1999 ~ Dec. 31,1999 Clark Chen Victor Wang Unqualified
Jan. 1, 2000 ~ Dec. 31, 2000 Clark Chen Victor Wang Revise Ungualified
Jan. 1, 2001 ~ Dec. 31, 2001 Clark Chen Victor Wang Revise Unqualified
Jan. 1, 2002 ~ Dec. 31, 2002 Clark Chen Victor Wang Revise Unqualified

2. Financiad Statement Anaysis for the years from 1998 to 2003

Year Financial Analysis for the years from 1998 to 2003
ltems July 1,1998~ | Jan.1,1999~ | Jan.1,2000~ | Jan.1,2001~ [ Jan.1,2002~ | Jan. 1,2003~
Dec. 31,1998 | Dec. 31,1999 | Dec. 31,2000 | Dec. 31,2001 | Dec. 31, 2002 | Mar. 31, 2003
Financia |Debtto Total Assets Ratio 44.38 36.99 43.50 47.14 47.51 43.97
conditions || yng term funds to net properties 150.64 175.95 212.28 178.90 301.44 330.75
Currentratio % 52.50 120.30 160.57 116.60 21354 235.76
Institutional [\ i test ratio % 4137 | 10241 | 14957 | 10668 | 20218 | 19182
solvency
Time interest earned (1.67) 4.68 432 0.34 259 5.69
Receivables turnover 35.70 37.34 30.55 26.15 26.47 24.25
Average collection period(days) 10.23 9.78 11.95 13.96 13.79 15.05
Operating Pay ables turnover 19.82 18.37 13.96 10.94 12.35 16.36
performance
Turnover of the fixed assets 2.10 2.62 3.10 2.34 3.63 4.46
Turnover of the total assets 0.96 117 114 1.00 0.98 112
Return on total assets % (1.49) 5.22 3.86 (0.36) 3.65 1.77
Return on stockholder’ sequity % (3.95) 7.18 4.86 (2.75) 4.69 271
Ratio of income Operatmg income (616) 8.83 342 (444) 0.87 341
s, [against paid-in
Profitability | aital % Pre-tax income (6.60) 11.19 9.90 (2.45) 6.24 467
Profit Margin = % (4.65) 371 2.37 (1.49) 2.49 5.33
_ (0.57) 1.00 0.67 (0.37) 0.64 0.38
Earnings per share (notel) (0.50) 0.1 0.65 (0.37) i i
Cashflow ratio % 0.47 74.23 45.59 31.15 27.08 (36.42)
Cash flow |Cashflow adequacy ratio % 47.26 59.77 66.60 50.15 60.80 55.79
Cash reinvestment ratio % 011 9.86 5.76 4.23 3.10 (3.55)
Operation Leverage - 5.09 11.73 - (0.29) 3.37
Leverage
Finance Leverage 0.71 152 7.83 0.54 141

Notel According to the adjusted outstanding shares.
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3. Financia Report as of Dec. 31, 2002
3.1 Independent Auditors Report

February 28, 2003

The Board of Directors and the Stockholders
Y ang Ming Marine Transport Corporation

We have audited the accompanying balance sheets of Yang Ming Marine Transport Qrporation as of
December 31, 2002 and 2001 and the related statements of income, changes in stockholders equity and cash
flows for the years then ended. These financia statements are the responsibility of the Corporation’'s
management. Our responsibility is to express an opinion on these financia statements based on our audits.
We did not audit the financia statements as of and for the years ended December 31, 2002 and 2001 of
Kuang Ming Shipping Corp., Transyang Shipping Pte. Ltd., Yang Ming Line (Singapore) Pte. Ltd. and China
Mariners  Assurance Corp., in which the Corporation has equity investments accounted for by the equity
method. As shown in the accompanying balance sheets, the carrying values of these investments were
NT$1,719,597 thousand and NT$1,660,161 thousand as of December 31, 2002 and 2001, respectively. The
equity in these investees' net income was NT$614,370 thousand in 2002 and NT$124,942 thousand in 2001.
The financia statements of these investees were audited by other auditors whose reports have been furnished
to us and our opinion, insofar as it relates to the above investees amounts is based solely on the reports of
other auditors.

We conducted our audits in accordance with the Regulations for Audit of Financia Statements by Certified
Public Accountants and generally accepted auditing standards in the Republic of China. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of materid misstatement. An audit includes examining, on a test bass, evidence
supporting the amounts and disclosures in the financia statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financia statement presentation. We bdieve that our audits and the reports of other auditors provide a
reasonable basis for our opinion.

In our opinion, based on our audits and the reports of other auditors, the financial statemerts referred to
above present fairly, in al materia respects, the financid postion of Yang Ming Marine Transport
Corporation as of December 31, 2002 and 2001 and the results of its operations and its cash flows for the
years then ended, in conformity with the Guidelines for Securities Issuers Financial Reporting for Public
Company and generally accepted accounting principles in the Republic of China.

As described in Note 3 to the financia statements, effective January 1, 2002, the Corporation adopted
Statement of Financial Accounting Standards (SFAS) No. 30, “Accounting for Treasury Stocks,” which
requires the Corporation to treat its stocks held by subsidiaries as treasury stocks instead of investments.
The adoption of SFAS No. 30 resulted in a decrease of NT$166,346 thousand in the 2002 net income. In
addition, equity investments decreased and treasury stock increased by NT$525,441 thousand each as of
December 31, 2002.

T N Soong & Co

An Associate Member Firm of Deloitte Touche Tohmatsu
Tapd, Tawan

The Republic of China

Notice to Readers

The accompanying financial statements are intended only to present the financial position and results of
operations and cash flows in accordance with accounting principles and practices generally accepted in the
Republic of China and not those of any other jurisdictions. The standards, procedures and practices to audit
such financia statements are those generally accepted and applied in the Republic of China.
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3.2

ASSETS

CURRENT ASSETS

Cash and cash equivalents (Notes 2 and 4)
Short-term investments - net (Notes 2 and 5)
Accounts receivable - net of allowance for doubtful accounts of $7,415 (Note 2)
Receivables from related parties (Note 20)
Shipping fuel - net (Note 2)

Prepaid expenses (Note 20)

Advances to shipping agents

Pledged time deposits (Note 21)

Other current assets (Notes 2 and 17)

Total Current Assets

INVESTMENTS IN SHARES OF STOCK (Notes 2, 3, 6 and 20)

PROPERTIES (Notes 2, 7, 20, 21 and 23)
Cost
Land
Buildings
Containers and chassis
Ships
Leased containers and chassis
Leasehold improvements
Miscellaneous equipment
Total cost
Accumulated depreciation

Construction in progress
Net Properties

OTHER ASSETS

Assets leased to others - net (Notes 2, 7 and 8)
Nonoperating assets - net (Notes 2, 7, 9 and 21)
Prepaid expenses on long-term rent agreements
Deferred charges - net (Note 2)

Receivables from related parties (Note 20)
Restricted assets (Note 10)

Miscellaneous (Note 2)

Total Other Assets

TOTAL ASSETS

--17--

YANG MING MARINE TRANSPORT CORPORATION
BALANCE SHEETS

December 31, 2002 and 2001

(In Thousands of New Taiwan Dollars, Except Par Value)

2002 2001
Amount % Amount %
$ 1758190 4 $ 4251248 9
6,130,776 13 1,785,007 4
1,290,695 3 988,009 2
2228974 5 897,362 2
482161 1 399,010 1
262,371 - 500,090 1
1,469,405 3 969,577 2
18,645 - 434909 1
352773 1 347,095 1
13993990 30 10,572,307 23
7,761,195 17 8383490 18
38,901 - 38901 -
691,014 2 691,014 2
10,789,226 23 11,659,634 26
14764752 32 21241261 47
2,041,688 4 1,906,238 4
183,541 - 106,344 -
1,379942 3 1395219 3
20,889,064 64  37,038611 82
17,350,687) (_37) (_17,663,861) (_39)
12,538,377 27 19374750 43
- - 68314 _ -
12,538,377 27 19443064 43
1,106,569 2 962,134 2
498247 1 686,171 2
348930 1 211,615 -
330817 1 406,741 1
9720111 21 4796317 11
40,609 - - -
63,099 _ - 43141 -
12108382 26 7,106,119 16
$46.401.944 100 $45504.980 100

LIABILITIES AND STOCKHOLDERS” EQUITY

CURRENT LIABILITIES

Short-term debts (Notes 11 and 21)

Payables to related parties (Note 20)

Accrued expenses

Advances from customers (Note 20)

Current portion of long-term debts (Notes 2, 7, 12 and 21)
Payables to shipping agents

Other current liabilities (Notes 2 and 17)

Total Current Liabilities

LONG-TERM DEBTS

Bank loans (Notes 12 and 21)

Bonds (Notes 12 and 21)

Obligations under capital leases (Notes 2, 7 and 12)
Total Long-term Debts

RESERVE FOR LAND VALUE INCREMENT TAX (Note 13)
OTHER LIABILITIES (Notes 2, 6, 14, 17, 19, 20 and 21)
Total Liabilities

STOCKHOLDERS” EQUITY
Capital stock - $10 par value
Authorized - 2,400,000 thousand shares
Issued - 1,834,316 thousand shares
Capital surplus:
Paid-in capital in excess of par value
Treasury stocks transactions
Gain on sales of properties
From investments in shares of stock
Total capital surplus
Retained earnings:
Legal reserve
Special reserve
Unappropriated earnings (accumulated losses)
Total retained earnings
Unrealized loss on investments in shares of stock
Cumulative translation adjustments
Net loss not recognized as pension costs
Treasury stocks - 67,619 thousand shares
Total Stockholders” Equity

TOTAL LIABILITIES AND STOCKHOLDERS” EQUITY

The accompanying notes are an integral part of the financial statements.

(With T N Soong & Co report dated February 28, 2003)

(

(
(

2002 2001
Amount % _ Amount %
$ 102,597 - $ 202,283 -
1,793,123 4 1,742,515 4
1,644,628 3 873,472 2
744,337 2 709,226 2
609,664 1 2,581,952 6
1,275,226 3 2,571,192 5
__ 383808 _1 386698 _1
6553383 14 _ 9067338 20
1,181,500 3 1,365,000 3
11,117,200 24 8,117,200 18
1139430 2 _ 1248583 _ 3
13,438,130 29 10,730,783 24
479639 1 479639 1
1573808 4 1174189 _ 2
22044960 48 21451949 47
18343160 39 18,343,160 40
2,390,186 5 2,390,186 6
4,242 - - -
- - 1,431,387 3
5816 - 7087 -
2400244 5 _ 3828660 _ 9
414,623 1 906,167 2
1,141,939 3 1,141,939 2
2424970 5 (__ 634683) (_1
3081532 _ 9 _ 1413423 _ 3
21293) - ( 3172) -
186,469 - 470960 1
7.687) __- - =
525.441) (__1 .
24356984 52 24053081 53
$46.401.944 100 $45.504.980 100



3.3 YANG MING MARINE TRANSPORT CORPORATION

STATEMENTS OF INCOME
For the Y ears Ended December 31, 2002 and 2001
(In Thousands of New Taiwan Dollars, Except Per Share Amounts)

2002 2001

Amount % Amount %
OPERATING REVENUES (Notes 2 and 20) $45,511,610 100 $45411,519 100
OPERATING COSTS (Notes 2 and 20) 44,363,971 98 45,365,498 100
GROSS INCOME 1147639 _ 2 46,021 _ -
OPERATING EXPENSES (Note 20)
Sdling 793,503 2 671,529 2
Genera and administrative 194,321 - 188,378 -
Total Operating Expenses 987,824 2 859,907 _ 2
OPERATING INCOME (LOSS) 159,815 - (__813.886) (_2)
NONOPERATING INCOME
Equity in investees net income - net (Note 2) 945,291 2 - -
Interest (Note 20) 535,460 1 436,550 1
Gain on sale of investments 260,861 1 197,808 -
Foreign exchange gain - net 215,784 - 315,438 1
Gain on sale of properties and nonoperating assets 89,403 - 247,635 -
Other 287,778 1 273923 1
Total Nonoperating Income 2334577 5 1471,354 3
NONOPERATING EXPENSES
Interest (Note 7) 719,968 1 685,490 2
Provision for losses on investments (Note 2) 363,610 1 214,818 -
Equity ininvestees' net loss - net (Note 2) - - 112,757 -
Other (Note 23) 266424 1 93805 -
Total Nonoperating Expenses 1,350,002 3 1,106,870 2
INCOME (LOSS) BEFORE INCOME TAX 1,144,390 2 ( 449402) ( 1)
INCOME TAX EXPENSE (Notes 2 and 17) 8939 _ - 225643 -
NET INCOME (LOSS) $1135451 _ 2 ($ _675.045) (_1)

(Forward)
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2002 2001
Income Income
(Loss) (Loss)
Before Net Before Net
Income Income Income Income
Tax (Loss) Tax (Loss)

PRIMARY EARNINGS PER SHARE (Note 18) $065 $064 ($.0.25) ($.0.37)

DILUTED EARNINGS PER SHARE (Note 18) 065 $064 ($025 ($037)

:

Pro forma information, assuming that the Corporation’ s stocks held by subsidiaries are accounted
for as investments rather than as treasury stocks (Notes 2, 3, 16 and 18), is as follows:

2002
NET INCOME $1.301,797
Income
Before
Income Net
Tax Income
PRIMARY EARNINGS PER SHARE $ 071 $ 071
DILUTED EARNINGS PER SHARE 0.71 $ 0.70

The accompanying notes are an integral part of the financial statements.

(With T N Soong & Co report dated February 28, 2003)
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34

BALANCE, JANUARY 1, 2001

Appropriation of 2000 earnings
Legal reserve
Bonus to employees
Cash dividends - $0.3 per share
Stock dividends - 2%
Capitalization of capital surplus- 1%
Net loss in 2001
Reversal of unrealized loss on investments in shares of stock
Translation adjustments
Decrease in the equity in the net assets of an equity-accounted investee resulting
from not subscribing proportionately to the additional shares issued by the
investee companies
Equity in changes in capital surplus reported by equity-accounted investees

BALANCE, DECEMBER 31, 2001

Offset of accumulated losses in 2001

Reclassification of the Corporation’s stocks held by subsidiaries into treasury
stocks - 67,619 thousand shares

Disposal of the Corporation’s stocks held by subsidiaries

Net income in 2002

Reclassification of capital surplus from gain on sales of properties to
retained earnings

Translation adjustments

Reversal of recognized equity in the capital surplus reported by equity-accounted
investee as a result of the disposal of the investment

Recognition of minimum accrued pension liability

Recognition of unrealized loss on investments in shares of stock

Equity in changes in capital surplus reported by equity-accounted investees

BALANCE, DECEMBER 31, 2002

YANG MING MARINE TRANSPORT CORPORATION
STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY

For the Years Ended December 31, 2002 and 2001
(In Thousands of New Taiwan Dollars, Except Per Share Amounts)

CAPITAL SURPLUS (Notes 2 and 15)

RETAINED EARNINGS (Notes 2 and 15)

UNREALIZED
LOSS ON

CAPITAL STOCK From Unappropriated INVESTMENTS CUMULATIVE NETLOSSNOT TREASURY
Issued Paid-in Capital Treasury Gainon Investments Earnings IN SHARES OF TRANSLATION RECOGNIZED AS STOCKS TOTAL
Shares in Excess of Stocks Sales of in Shares Legal Special (Accumulated STOCK ADJUSTMENTS PENSION COSTS (Notes2,3 STOCKHOLDERS”
(Thousands) _Amount Par Value _ transactions Properties _of Stock Total Reserve Reserve Losses) Total (Note 2) (Note 2) (Notes 2 and 19) and 16) EQUITY
1,780,889  $17,808,893 $2,568,275 $ - $1,431,387 $7,082 $4,006,744  $801,973  $1,141,939 $1,051,776 $2,995,688 ($15,386) $248,029 $ - $ - $ 25,043,968
- - - - - - - 104,194 - ( 104,194) - - - - - -
- - - - - - - - - 9,476) 9,476) - - - - ( 9,476)
- - - - - - - - - ( 534266) 534,266) - - - - ( 534,266 )
35,618 356,178 - - - - - - - ( 356,178) 356,178) - - - - -
17,809 178,089 (  178,089) - - - ( 178,089) - - - - - - - - -
- - - - - - - - - ( 675045) 675,045) - - - - ( 675,045)
- - - - - - - - - - - 12,214 - - - 12,214
- - - - - - - - - - - - 222,931 - - 222,931
- - - - - - - - 7,295) 7,295) - - - - ( 7,295)
- - - - - 5 5 - - ( 5) 5) - - - - -
1,834,316 18,343,160 2,390,186 - 1,431,387 7,087 3,828,660 906,167 1,141,939 ( 634,683) 1,413,423 ( 3,172) 470,960 - - 24,053,031
- - - - - - - ( 634,683) - 634,683 - - - - - -
- - - - - - - - - - - - - - ( 525441) ( 525,441)
- - - 4,242 - - 4,242 - - - - - - - - 4,242
- - - - - - - - - 1,135,451 1,135,451 - - - - 1,135,451
- - - - ( 1,431,387) - ( 1,431,387) 143,139 - 1,288,248 1,431,387 - - - - -
- - - - - - - - - - - - ( 284,728) - - ( 284,728)
- - - - - ( 9) ( 9) - - 9 9 3,027 237 - - 3,264
- - - - - - - - - - - - - ( 7,687) - ( 7,687)
- - - - - - - - - - - ( 21,292) - - - ( 21,292)
- - - - - (_1.262) ( 1,262) - - 1,262 1,262 144 - - - 144
1.834316  $18.343.160 $2.300.186 $4.242 s - $5.816 $2.400.244  $414623  $1.141.930 $2.424.970 $3.981.532 ($£21.293) $186.469 ($2.687) ($£525.441) $24,356.984

The accompanying notes are an integral part of the financial statements.

(With T N Soong & Co report dated February 28, 2003)



35 YANG MING MARINE TRANSPORT CORPORATION

STATEMENTS OF CASH FLOWS

For the Y ears Ended December 31, 2002 and 2001

(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (l0ss)
Adjustments to reconcile net income (loss) with net cash provided
by operating activities:
Depreciation
Amortization
Gainon sale of investments
Gain on sale of properties and nonoperating assets
Provision for pension cost
Provision for losses on investments
Equity in investees net loss (income) - net
Provision for losses on properties
Cash dividends received from equity-accounted investments
Deferred income taxes
Other
Changes in operating assets and liabilities:
Decrease (increase) in:
Accounts recelvable
Receivables from related parties
Shipping fuel
Prepaid expenses
Advances to shipping agents
Pledged time deposits
Other current assets
Increase (decrease) in:
Payables to related parties
Accrued expenses
Advances from customers
Payables to shipping agents
Other current liabilities
Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Decrease (increase) in short-term investments
Acquisition of investments in shares of stock

Proceeds from disposal of investments in shares of stock
Acquisition of properties

Proceeds from sale of properties and nonoperating assets

(Forward)
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2002

2001

$1,135451 ($ 675,045)

2268539 2,309,024
191,473 223,590
( 260,861) ( 197,808)
( 89,006) ( 246,983)
76,760 79,049
363,610 214,818
( 945291) 112,757
170,000 -
41,141 27,409
5260 225,643
( 55409) (  49,020)
( 302,686) 485538
( 552,290) 1,434,193
( 85146) 155530
237,719 ( 128,205)
( 499,828) ( 549,086)
416,264 ( 422,072)
77,196 ( 253,190)
50,608 ( 150,154)
771,157 ( 456,863)
35111 42,653
(1,295966) 803,065
20,927 (__163,.213)
1774652 2,821,630
( 4,407,989) 3,200

( 151,959) ( 1,088,822

389,077

( 557,952) ( 9,347,924)

332,344

1,002,264



Increase in prepaid expenses on long-term rent agreements
Increase in deferred charges

Decrease (increase) in restricted assets

Increase in other assets

Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from (principal repayments on) short-term debts
Proceeds from long-term debts

Repayment of principal of long-term debts

Payment of obligations under capital leases

Decrease in other liabilities

Payment of dividend and employees’ bonus

Net Cash Provided by Financing Activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL INFORMATION
Interest paid (excluding capitalized interest)
Income tax paid
Noncash investing and financing activities
Reclassification of investments in shares of stock into
short-term investmerts
Reclassification of the Corporation’s stock held by
subsidiaries from investments into treasury stocks
Reclassification of nonoperating assets to assets leased to
others
Current portion of long-term debts
Cash paid for additions to properties:
Costs of properties acquired
Decrease (increase) in payable for equipment
Increase in obligations under capital leases

Proceeds from sale of properties and nonoperating assets
Tota sales contract prices
Increase in receivables from related parties
Increase in long-term receivables from related parties

2002

2001

($ 137,315)

( 170,718) (

( 40,609)

(___19.957) (

$ -
206,337)

3,751,751
182,147)

(_4,765,078) (_6,068,015)

(  99,686) 161,196
3,198,749 2,465,000
( 2,300,000) ( 1,238,850)
( 299,141) (  98,904)
( 2554) ( 4,220)
- (__543,742)

497,368 __ 740,480

( 2,493,058) ( 2,505,905)

4,251,248

6,757,153

$1,758,190

$ 727,923
$ 4199

$ 122,753

$ 525441

$4,251,248

$ 673,356
$ 27837

$ 187,934
$ 609,664

$ 709,658
( 16,256)

(__135,450) (

$2,581,952

$9,849,386
250,288
751,750)

$ 557,952

$9,347,924

$5,363,560 $4,683,413
( 487,422) ( 57,547)
(_4,543,794) ( 3,623,602)
$ 332344 $1.002.264

The accompanying notes are an integral part of the financial statements.

(With T N Soong & Co report dated February 28, 2003)
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3.6 NOTESTO FINANCIAL STATEMENTS
(Amounts in Thousands of New Taiwan Dollars, Unless Otherwise Stated)

1. GENERAL

Y ang Ming Marine Transport Corporation ( hereafter “the Corporation”) primarily provides marine cargo
transportation services. It aso provides services related to the maintenance of old vessels and leases or
sdlIsold vessdls, containers and chassis of vessels. Inaddition, it acts as a shipping agent and manages
ships owned by others.

The Corporation was mgority-owned by the Ministry of Transportation and Communications (MOTC)
of the Republic of China (ROC) until February 15, 1996 when MOTC reduced its holdings in the
Corporation. As of December 31, 2002, MOTC owned 42.62% of the Corporation’ s outstanding capital
stock.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Corporation’ s significant accounting policies, which conform to the Guiddines for Securities
Issuers’ Financia Reporting for Public Company and generally accepted accounting principles in the

ROC, are summarized below.

Cash equivalents

Bonds acquired under agreements to resell within three months from acquisition dates are classified as
cash equivalents.

Short-term investments

Short-term investments are carried at the lower of cost or market vaue. An dlowance for losses is
provided when the aggregate carrying value of the investments exceeds the total market value, with the
related provision for losses charged to income in the current year. Subsegquent recoveries of market
value (up to cost) are recognized in income.

Allowance for doubtful receivables

Allowance for doubtful receivablesis provided on the basis of areview of the collectibility of individual
receivables.

Shipping fuel

Shipping fuel is carried at the lower of weighted-average cost or market value. Market value is based
on replacement cost.

Investments in shares of stock and deferred income

Investments in shares of stock of companies in which the Corporation owns at least 20% of voting
common stock or exercises significant influence over the investees operating and financia policy
decisions are accounted for by the equity method. Under this method, investment is initially carried at
cost, and the difference between investment cost and the Corporation’ s equity in the investee's net assets
on the acquisition date is amortized over five years. The investment carrying values are subsequently
adjusted for the Corporation’ s proportionate share in the investee' s net income or net loss and the
amortized difference. The current year's equity of the Corporation in the investee’ s net income or net
loss is based on the investee s financia datements for the same period. If the investee' s financid
statements are not timely available, equity calculation is based on the investee’ s latest balance sheet.
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The Corporation’ s cumulative equity in the investee’ s net loss is presented as other ligbility.

Any cash dividends received are recognized as a reduction in the carrying value of the investments.
Any stock dividends received are recorded as an increase in the number of shares held but are not
recognized as investment income.

The equity in the net income or net loss in investees that aso have investments in the Corporation
(reciproca holdings) is computed using the treasury stock method.

Gain on sde of listed stocks to equity-accounted nvestees is deferred and are realized only upon
subsequent sale to third parties.

Other investments in shares of stock are carried at cost plus the par value of the stock dividends received
before 1989. An alowance is recognized for the decline in the market value of listed stocks or stocks
traded over the counter, and is debited to stockholders equity. For unlisted stocks, the carrying amount
of the investment is reduced to recognize other than temporary decline in the value, with the
corresponding loss, charged to current income. Cash dividends received in the year the investment is
made are accounted for as a reduction in the carrying value of investment, while cash dividends received
in subsequent years are recognized as dividend income.

The new cost basis of listed stocks that are reclassified from long-term to short-term investments or vice
versa is the lower of cost or market value on the date of reclassification. Any carrying amount in
excess of market value is accounted for as redlized |oss.

Effective January 1, 2002, the Corporation adopted Statement of Financia Accounting Standards (SFAYS)
No. 30, “Accounting for Treasury Stocks,” and thus reclassified the Corporation’ s shares held by
subsidiaries from investment in shares of stock to treasury stock. The amount reclassified is equivalent
to the carrying value of the Corporation’ s shares as of January 1, 2002. However, these shares continue
to be presented as short-term investments in the subsidiaries financial statements.

Costs of investments sold are determined using the weighted-average method.

Properties and assets leased to others

Properties and assets leased to others are stated at cost less accumulated depreciation. Magjor renewals
and betterment are capitalized, while maintenance and repairs are expensed currently.

Depreciation is computed using the straight-line method over service lives initialy estimated as follows
(plus one year to represent estimated salvage value):  buildings, 36 to 55 years; containers and chassis,
6 to 8 years, ships, 18 to 20 years; leased containers and chassis, 5 to 9 years; leasehold improvements, 3
to 10 years; and miscellaneous equipment, 3 to 10 years. Properties still being used by the Corporation
beyond their initialy estimated service lives are depreciated over newly estimated service lives.

Upon sale or other disposal of properties and assets leased to others, the related cost and accumulated
depreciation are removed from the accounts, and resulting gain or loss is credited or charged to income.
Any gain (less applicable income tax) on sdes of properties generated before January 1, 2001 is
reclassified to capital surplus at year-end.

Capital lease obligations pertaining to containers and chassis are recorded, at the start of the lease, at the
lower of the (a) fair market value of leased assets, or (b) present vaue of the sum of the minimum lease
payables and the bargain purchase option price.

Nonoperating assets

Nonoperating assets are stated at net realizable value.
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Deferred charges

Deferred charges consist of costs of spare parts of ships, ship-overhaul costs and bond issuance expenses.
These are capitalized and amortized using the straight-line method over periods ranging from 2.5 years
to 12 years.

Pension

Pension cost is based on actuarial caculations. Unrecognized net transition assets, prior service cost
and actuarial gains or losses are amortized using the straight-line method over the average remaining
service years of employees.

Unredlized gain (loss) on sale and |easeback

A gain or loss on the sdle of containers, chassis and ships that are leased back by the Corporation is
deferred and amortized over the term of the lease or their estimated service life, whichever is shorter.

Revenue recognition

Revenue from service delivery is recognized when the earnings process is completed or virtualy
complete and revenue is redized or redizable and measurable. The costs of providing services are
recognized as incurred. Cargo revenues are recognized using the completion of voyage method.
Monthly rental revenues on ships leased to others and ship management revenue are recognized in the
month when services are rendered.

Income tax

Deferred income taxes are recognized for the tax effects of temporary differences, unused tax credits,
and operating loss carryforwards. Vauation alowance is provided for deferred income tax assets that
are not expected to be realized. Deferred tax liabilities and assets are classified as current or noncurrent
according to the classification of the related assets or liabilities for financia reporting. A deferred tax
liability or asset that cannot related to an asset or liability for financia reporting is classified as current or
noncurrent on the expected reversa or realization date of the temporary difference.

Income tax credits for certain purchases of eligible equipment, research and development expenses,
personnel training expenditures and stock investments are recognized in the current year.

Adjustments of prior years tax liabilities are added to or deducted from the current year’ s income tax
expense.

Income taxes (10%) on undistributed earnings are recorded as expense in the year when the stockholders
resolve to retain the earnings.

Foreign-currency transactions

Foreign-currency transactions (except derivative transactions) are recorded in New Taiwan dollars at the
rates of exchange in effect when the transactions occur. Gains or losses resulting from the application
of different foreign exchange rates when foreign-currency assets and liabilities are settled, are credited or
charged to income in the period of settlement. At year-end, the balances of foreign-currency assets and
liabilities are restated at the prevailing exchange rates, and the resulting differences are recorded as
follows:

a. Equity-accounted investments in shares of stock - as part of cumulative trandation adjustments
under stockholders equity;

b. Cost-accounted investments in shares of stock - similarly accounted for as in (a) above when the
restated amounts are lower than their carrying amounts; otherwise, no adjustment is made;
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c. Other assetsand liabilities - as credits or charges to income.

Foreign-currency options

Amounts received on options written are recognized as liabilities and amounts paid on options bought
are treated as assets.  Contracts outstanding as of the balance sheet dates are marked to market, with the
unrealized gains or losses arising from changes n market values recognized in current income. The
carrying amounts (either asset or liability) of the options are credited or charged to income once the
options are exercised.

Cross-currency swap contracts

The notional amounts of cross-currency swap agreements are not recognized in the financial statements
because these agreements do not require the settlement of such notional amounts. However, a
memorandum entry is made to note the transaction. The forward component of the contracts
outstanding as d the balance sheet dates are marked to market, with the unrealized gains or losses
arising from changes in market values recognized in current income. The carrying amounts (either
assets or liabilities) of the contracts are credited or charged to income once the swap contracts are settled.

Forward exchange contracts

Forward exchange contracts are entered into as hedge of foreign currency assets and liabilities are
recorded in New Taiwan dollars as receivable and/or payable using the spot rates on the starting dates of
the contracts. The premium or discount, computed using the contract amount multiplied by the
difference between the contracted forward rate and the spot rates on the contract starting dates is also
recognized. The premium or discount s amortized using the straight-line method over the term of the
forward contract, with the amortization charged to income.

On the balance sheet dates, the gains or losses on the contracts, computed by multiplying the contract
amounts by the difference between the spot rates on the baance sheet dates and the spot rates on the
contract starting dates (or the spot rates last used to measure a gain or 1oss on that contract for an earlier
period), are charged to income.  Also, the balances of the receivables and payables under the forward
contracts are then netted, and the resulting amount is classified as either an asset or aliability.

Reclassfications

Certain accounts for 2001 have been reclassified to conform to the 2002 financia statement presentation.

. CHANGE IN ACCOUNTING PRINCIPLE

On January 1, 2002, the Corporation adopted Statement of Financial Accounting Standard (SFAS) No.
30, “Accounting for Treasury Stocks,” which requires the Corporation to treat its stocks held by
subsidiaries as treasury stocks instead of investments. Thus, the Corporation reclassified the carrying
value of the Corporation’ s shares held by subsidiaries (shown as part of short-term investments in the
subsidiaries balance sheets) of $535,973 from the investment in those subsidiaries to treasury stocks.
This change resulted in a decrease in long-term investments and an increase in shares of the Corporation
held by subsidiaries by $25,441 each as of December 31, 2002 and decrease of $166,346 in the 2002
net income.
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4. CASH AND CASH EQUIVALENTS

Cash
Petty cash and cash on hand
Checking deposits
Demand deposits

December 31
2002 2001

$ 3815 $ 2,040
103,906 98,553
437,498 462,952

Time deposits: Interest - 1.20% to 4.40% in 2002 and

1.76% to 3.95% in 2001

Cash equivalents

1212971 1,887,703
1,758,190 2,451,248

Bonds purchased under agreements to resell - 1.80% to 1.95%

yidd

5. SHORT-TERM INVESTMENTS

Mutua funds
Marketable equity securities

- 1,800,000

$1758190 $4.251.248

December 31
2002 2001

$5439,649 $ 943314
1,775,837 1,570,442

Convertible bonds; Interest - 0% to 5% in 2002 and 5% to 9% in 2001 16,115 31,100

Less: Allowance for decline in vaue

6. INVESTMENTSIN SHARES OF STOCK

Equity method (unlisted stocks)
Yang Ming Line (B.V.l.) Holding Co., Ltd.
Yang Ming Line (Singapore) Pte. Ltd.
Chunghwa Investment Co., Ltd.
YES Logistics Corp.
Honming Terminal & Stevedoring Co., Ltd.
Kuang Ming Shipping Corp.
All Oceans Transportation, Inc.
Y ang Ming Line Holding Co.
Transyang Shipping Pte. Ltd.
Jng Ming Transportation Co., Ltd.
Ching Ming Investment Co., Ltd.
ChinaMariners  Assurance Corp.

(Forward)

=27

7,231,601 2,544,856
1,100,825 759,849

$6.130.776 $1.785,007

December 31
2002 2001
% of % of
Carying  Owner- Carying  Owner-
Vdue ship Vdue ship

$2,789,686 10000 $2585536 100.00

1,359,232  100.00 1,049,606  100.00
801,541 40.00 - -

427,186 90.50 427,460 90.50

352,051 79.00 366,273 79.00
283,897  100.00 285,250 82.05
228,780  100.00 644,212  100.00
106,181  100.00 43233  100.00
76,468 24.99 65,943 24.99
61,018 50.80 56,087 50.80

- 99.96 384,215 99.96

- - 221,045 22.71

6,486,040 6,128,860




December 31

2002 2001
% of % of
Carying  Owner- Carying  Owner-
Vdue ship Vdue ship
Cost method
Listed common stock
Waterland Financial Holdings Co., Ltd. $ 70,000 043 $ - -
Hotung Investment Holdings Ltd 40,268 0.70 40,268 0.70
Senao International Co., Ltd. - - 96,000 1.83
Data Corp. - - 430 0.01
110,268 136,698
Less- alowance for decline in vaue ( 21,293) -
88,975 136,698
Unlisted common stock
United Venture Capital Corp. 80,000 9.04 80,000 9.04
Ritekom Phaotonics Corp. 45,000 2.00 45,000 2.00
SF Technology Venture Capita
Investment Corp. 40,000 7.24 40,000 7.24
Taiwan Nano Electro-optical Technology
Co., Ltd. 37,590 453 61,953 9.09
China Technology Venture Capita
Corp. 30,000 8.96 - -
Kingmax Technology Corp. 24,000 1.40 24,000 1.40
Ascentek Venture Capital Corp. 20,080 2.14 20,080 2.14
Forwin Securities Corp. 20,000 2.00 20,000 2.00
Imaging Quality Technology Inc. 3,500 214 4,000 3.09
Grand Orient Security Corp. - - 70,000 6.51
U-Tech Media Corp. - - 46,125 1.20
Y es Mobile Taiwan Inc. - 1.00 6,000 1.00
300,170 417,158
Unlisted preferred stock
New Century Infocomm Co., Ltd. 864,000 168 864,000 1.68
Penguin Computing Inc. 7,698 0.93 15,395 0.93
Arescom Inc. 7,698 0.24 15,395 0.24
879,396 894,790
1,268,541 1,448,646
Deposit on subscriptions
Taipei Port Container Termina Co., Ltd. 6,614 5,984
Chunghwa Investment Co., Ltd. - 800,000
6,614 805,984
$7.761,195 $8,383,490

The Corporation’ s equity in the net income or net loss of Transyang Shipping Pte Ltd. was recognized
using the financial statements of the immediately preceding year and the equivalent equity interest of the
Corporation as of the latest balance sheet date presented since the financia statements covering the same
year asthat of the Corporation were not timely available.

The carrying vaues of the equity-accounted stock investments were based on audited financia
Statements.

As of December 31, 2002, the Corporation continues to recognize investment losses on Ching Ming

Investment Co., Ltd. athough cumulative losses aready exceeded investment cost by $44,213. The
excessis presented as liability.
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The accounts of Yang Ming Line (B.V.l.) Holding Co., Ltd. and All Oceans Transportation, Inc. were
included in the Corporation’ s consolidated financial statements because their individual total assets or

total revenues were at least 10% of the total assets or revenues of the Corporation (“10% rule”). For

other subsidiaries not covered by the 10% rule, their totd assets and their total revenues were added up.
The sum of either total assets or total revenues of al these subsidiaries did not exceed 30% of the total

assets or revenues of the Corporation; hence, the subsidiaries were not consolidated.

Information on cost-accounted investments is as follows:

December 31
2002 2001

Listed stocks (based on market value) $ 83975 $ 159,818

Equity in net assets pertaining to unlisted stocks (mainly based on
unaudited financial statements) 1,004,742 1,169,137
$1093,717 $1,328955

. PROPERTIES December 31
2002 2001
Accumulated depreciation

Buildings $ 59458 $ 47,093
Containers and chassis 5,586,642 5,445,847
Ships 10,367,940 11,205,880
Leased containers and chassis 787,200 512,349
Leasehold improvements 51,436 28,063
Miscellaneous equipment 498,011 424,629

$17350.687 $17,663.861

The Corporation leases containers and chassis under agreements that qualify as capital leases. Lease
terms are from five years to nine years for containers and seven years for chassis. The annual rent
payable on leased containers under the agreements is US$8,794 thousand. At the end of the lease terms,
the Corporation has an option to buy al leased containers at bargain purchase prices of US$1. The
annual rent payable on leased chassis is based on contract terms, and, at the end of the lease terms, the
ownership of al the leased chassis will be transferred to the Corporation at no additional cost. As of
December 31, 2002 and 2001, the details of these |eases were as follows:

December 31
2002 2001
u.s New Taiwan u.s. New Taiwan
Dollars Dollars Dollars Dollars

(Thousand) (Thousand)  (Thousand) (Thousand)

Totd obligations under capital |eases
(undiscounted) $ 47111 $1637102 $ 51,709 $1,809811
Less. Unamortized interest expense (__7777) (__270,258) (___7,979) (___279,276)

$ 39334 $1366844 $ 43730 $1.530535

Depreciation expenses for the years ended December 31, 2002 and 2001 aggregated $2,261,263 and
$2,301,695, respectively. Costs of properties included capitalized interest of $12,296 for the year ended
December 31, 2001. The amount capitalized using the annual interest rate of 6.02%.

The insurance for properties, assets leased to others and nonoperating assets as of December 31, 2002
amounted to $17,219,106.
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8. ASSETSLEASED TO OTHERS - NET December 31

2002 2001
Cost
Land $ 803218 $ 615323
Buildings 344,642 408,263
1,147,860 1,023,586
Accumulated depreciation ( 41,291) ( 61,452)

$1106569 $ 962134

Depreciation expenses for the years ended December 31, 2002 and 2001 were $7,247 and $7,300,
respectively.

9. NONOPERATING ASSETS - NET December 31
2002 2001
Cost
Land $ 497,827 $ 685,722
Buildings 6,044 6,265
503,871 691,987
Accumulated depreciation 5,624 5,816

$ 498247 $ 686171

10. RESTRICTED ASSETS

Restricted assets are proceeds from issuance of bonds earmarked for constructing forwarding center and
information systems.

11. SHORT-TERM DEBTS December 31
2002 2001
Bank debts: Due in January 2003, 1.6% to 1.8% interest $ 100,000 $ -
Commercial paper issued: Due in February 2002; issued at 3.13%
discount - 199,400
Bank overdraft:  Interest - 6.94% in 2002 and 4.75% to 6.68% in 2001 2,597 2,883

$ 102597 $ 202,283

As of December 31, 2002, the Corporation had unused credit lines aggregating $,199,125, which were
available for issuance of commercia paper and meeting other short-term debts.

12. LONG-TERM DEBTS Current Long-term Totd

December 31, 2002

Unsecured bank loans $ 382250 $ 1,181,500 $ 1,563,750
Domestic bonds:
Unsecured - 6,500,000 6,500,000
Secured - 3,700,000 3,700,000
Unsecured convertible bonds - domestic - 917,200 917,200
Obligations under capital leases (Note 7) 227,414 1,139,430 1,366,844

$ 609.664 $13438130 $14.047.794
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Current Long-term Totd

December 31, 2001

Unsecured bank loans $ - $ 1365000 $ 1,365,000
Domestic bonds:
Unsecured - 6,500,000 6,500,000
Secured 2,300,000 700,000 3,000,000
Unsecured convertible bonds - domestic - 917,200 917,200
Obligations under capital leases (Note 7) 281,952 1,248,583 1,530,535

$ 2581952 $10,730,783 $13,312,735

Unsecured bank loans

These loans are repayable in eight consecutive semiannual installments from February 2003 with the
find payment due on April 2007. The loans bear interest semiannually at an annua rate between
2.2643% and 2.425%%.

Domestic unsecured bonds

On various dates, the Corporation issued domestic unsecured bonds with aggregate face values, as
follows: $3,000,000 on June 1, 2000 (the “June 2000 Bonds’) $2,400,000 on November 20, 2000 (the
“November 2000 Bonds”); and $1,100,000 on July 16, 2001 (the “ July 2001 Bonds’).

Other bond features and terms were as follows;

June 2000 Bonds TypeA - Facevalue:  $1,200,000; aggregate face value payable as
follows; 33% - June 1, 2005, 33 % - June 1, 2006, and 34% - June 1,
2007; 5.7% annual interest;

TypeB - Facevalue:  $1,800,000; aggregate face value payable as
follows: 33% - June 1, 2008, 33% - June 1, 2009, and 34%, and June 1,
2010; 6.09% annual interest;

November 2000 Bonds Aggregate face value payable asfollows:  20% - November 20, 2010;
40% - November 20, 2011; and 40% - November 20, 2012; 6.02% annual
interest;

July 2001 Bonds Aggregate face value payable asfollows.  20% - July 2006; 40% - July
2007, and 40% - July 2008; 4.49% annua interest

Domestic secured bonds

On June 30, 1999, the Corporation issued three-year domestic secured bonds with an aggregate face
vaue of $1,000,000. The bonds are classfied as “Type A” and “Type B.” The Type A bonds bear
5.8841% annua interest, while Type B bonds bears 5.8% interest compounded semiannually. The
bonds may be redeemed on maturity or, starting June 30, 2001, the bondholders can exercise their option
to have the Corporation redeem the bonds at face value plus accrued interest on these bonds.

On July 20, 1999, the Corporation issued domestic secured bonds with face value of $1,300,000,
maturity on July 20, 2002, and 5.72% annua interest, compounded semiannually. On November 25,
1999, the Corporation issued a similar type of bonds with face value of $700,000, maturity on November
25, 2004, and 5.75% annual interest.

The Corporation issued five-year domestic secured bonds over the period June 27, 2002 to July 5, 2002,
with an aggregate face value of $3,000,000 and 3.85% annua interest rate.

Domestic unsecured convertible bonds

Domestic unsecured convertible bonds were issued on August 2, 1997 with a face value of $2,500,000
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13.

14.

15.

and 4.5% annual interest payable every June 27. The modes of settling the bonds are as follows:
a. Lump-sum payment of face value plus accrued interest upon maturity (in 2004);

b. Conversion by the holders, starting September 2, 1997, into capital stock of the Corporation at the
prevailing conversion price ($15.66 dollars per share as of December 31, 2002); and

c. Redemption by the Corporation, under certain conditions, at varying prices before bond maturity.

As of December 31, 2002, bonds with face value of $1,578,900 had been converted into 73,284 thousand
shares of the Corporation.

As of December 31, 2002, the Corporation had unused credit lines of about $28,200 available for
long-term bank loans.

RESERVE FOR LAND VALUE INCREMENT TAX

Reserve for land value increment tax resulted from the merger with China Merchants Stean Navigation
Company (CMSNC).

UNREALIZED GAIN ON SALE AND LEASEBACK December 31
2002 2001

Chassis $ 4676 $ 54556
Vessdl Ming North 10,918 12,068
Containers 9,316 36,252
Vessel Med Kedlung 627 1,150
Vessd Ming Zenith - 21,014

$ 67637 $ 125040

These properties had been sold and then leased back. The resulting gains on the sale have been
deferred (included in “ Other liabilities’ in the balance sheets) and amortized over the expected lease term
or estimated service lives, whichever is shorter.

STOCKHOLDERS EQUITY

On November 14, 1996, the Corporation issued 10 million units of Global Depositary Receipts (GDR),
representing 100 million shares of stock, at US$11.64 per unit. The holders of the GDRs may not
exchange them for the Corporation’ s stocks. However, starting February 14, 1997, GDR holders may
request the depository bank to sell the stocks represented by the GDRs.

Under the Company Law, capita surplus from equity-method investments cannot be used for any
purpose. All other components of capital surplus, under the Company Law and related regulations, can
only be used to offset a deficit. In addition, only the capital surplus from paid-in capital in excess of
par value and treasury stocks transactions can be transferred to capital. Capitalization of paid-in capital
in excess of par vaue and treasury stocks transactions is conducted by issuing new shares to
stockholders in proportion to their holdings, and capitalized amounts should be within certain limits.

The Corporation’ s Articles of Incorporation provide that the following should be appropriated from
annua net income, less any losses of prior years.

a.  10% legal reserve
b. 10% specia reserve, as needed.
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c. Dividends, and at least 1% bonus to employees and up to 2% remuneration to directors and
supervisors.

These appropriations and other alocations of earnings should be resolved by the stockholders in the
following year and given effect to in the financial statements of that year.

The Articles of Incorporation provide that the Corporation should declare at least 50% of the
distributable earnings as dividends. At least 20% of the dividends should be in the form of cash, with
the Corporation first taking into account its capital expenditure and working capita reguirements.

Under Securities Exchange Law, the Corporation should appropriate a specia reserve equa to the debit
balance of any stockholders equity item (other than the deficit). The balance of the reserve is adjusted
on the basis of the debit balances as the end of the Corporation’ s current financial reporting year.

Under the Company Law, lega reserve should be appropriated until the accumulated reserve equals the
aggregate par vaue of the Corporation’ s outstanding capital stock. This reserve can only be used to
offset a deficit. When the reserve reaches 50% of the aggregate par value of the Corporation’ s
outstanding capital stock, up to 50% thereof can be capitalized.

Under the Integrated Income Tax System, which took effect on July 1, 1998, noncorporate ROC
resident stockholders are entitled to tax credit for the income tax paid by the Corporation on earnings
generated since July 1, 1998. An Imputation Credit Account (ICA) is maintained by the Corporation to
monitor the balance of such income tax and the tax credits alocated to each stockholder. The
maximum credit available for allocation to each stockholder cannot exceed the ICA balance on the
dividend distribution date.

On June 21, 2002, the stockholders resolved not to appropriate earnings and to use the legal reserve of
$634,683 to offset accumulated losses. The stockholders aso resolved the reclassification of capital
surplus of $1,431,387 from gain on sale of properties to retained earnings after appropriating a lega
reserve of $143,139.

As of February 28, 2003, the Corporation’s board of directors had not decided the appropriation of the
2002 earnings.  Information on the appropriation of the Corporation’s earnings can be accessed through
the Market Observation Post System on the Web site of the Taiwan Stock Exchange.

. TREASURY STOCKS QOutstanding Shares (Thousands)
Beginning End
of the of the
Reason for Repurchase Year Increase Decrease Year

For the year ended December 31, 2002

Stocks of the Corporation held by subsidiaries 68,981 187 1549 67,619

On January 1, 2002, the Corporation reclassified the Corporation’ s stocks held by subsidiaries from
investments to treasury stocks. The reclassified amount of $535,973 was equal to the carrying value of
stocks (shown as short-term investments in the subsidiaries balance sheets). The proceeds from the
subsidiaries disposd of these shares were $16229 in 2002. As of December 31, 2002, the
Corporation’ s shares held by subsidiaries had a carrying value of $525,411 and a market vaue of
$687,545.

The subsidiaries rights on shares of the Corporation they hold are similar to the rights of other
stockholders although the shares are treated as treasury stock instead of investments.
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17. INCOME TAX

a. Computation of current income tax payable:

Y ear Ended December 31
2002 2001

Tax on pretax income (loss) at 25% statutory rate $ 286,098 ($ 112,351)
Add (deduct) tax effects of:

Permanent differences ( 120,937) 100,962

Deferred income tax ( 73,835) ( 20,784)

Loss carryforward and investment tax credit ( 91,326) -
Currently payable $ - 8 -

b. Components of income tax expense:
Y ear Ended December 31

2002 2001
Income tax (10%) on undistributed earnings $ 9300 $ -
Income tax expense - deferred 5,269 225,643
Adjustments of prior years taxes ( 5,630) -

$ 8939 $ 225643

c. Deferred income tax assets (liabilities) as of December 31, 2002 and 2001

December 31
2002 2001
Current (included in other current assets (liabilities))
Loss carryforwards $ 189292 $ 39470
Investment tax credits 10,169 3,668
Unrealized foreign exchange gain ( 22,665) ( 47,822)
Other 6,819 7,747
Vauation allowance on deferred income tax assets (__100,741) ( 43,138)

$ 82874 ($_ 40075)

Noncurrent (included in other ligbilities):

Cumulative equity in investees net income ($ 412575) ($ 310,546)
Differencesin estimated service lives of containers ( 253943) ( 198411)
Deferred pension cost 75,644 56,713
Provision for loss on properties 42,500 -
Investment tax credits 7,987 27,293
Loss carryforwards - 261,384
Vauation allowance on deferred income tax assets - (__248,602)

($_540.387) ($_412.169)

The above deferred income taxes were computed at the 25% income tax rate.

d. Integrated income tax system information:

December 31
2002 2001
Balance of the imputation credit account (ICA) $ 27982 $ 14909

=34



The stockholders resolved not to appropriate any earnings in 2001. The estimated creditable tax
ratio, computed using the ICA balance and the unappropriated earnings as of December 31, 2002, for

earnings expected to be distributed in 2003 was 1.86%.

The tax credits will be accumulated until the date of dividend distribution.

alocating tax credits to each stockholder.

Upon dividend
digtribution, the ratio of the imputed tax credits to unappropriated earnings will be used for

As of December 31, 2002 and 2001, the total of the balances of specia reserve and unappropriated
retained earnings that generated before June 30, 1998 aggregated to $1,141,939.

Unused investment tax credits as of December 31, 2002;

Tota Unused
Investment Investment Expiry
Statutes ltems Tax Credits Tax Credits _Year
Statute for Upgrading  Purchase of equipment $ 15016 $ 7,991 2003
Industries Purchase of equipment 141 141 2005
Investments in shares of stock 1,137 1,137 2003
Investments in shares of stock 3978 3978 2004
Investments in shares of stock 409 409 2005
Personnel training expenditures 1,041 1,041 2003
Personnel training expenditures 2,028 2,028 2004
Personnel training expenditures 1431 1431 2005

$ 25181 $ 18156

As of December 31, 2002, the Corporation had unused operating loss carryforwards of 57,169,
which are available to reduce future income taxes. The amount of the unused operating loss carried
forward has been cleared by the tax authorities and will expire in 2003.

Income tax returns through 1999 have been examined and cleared by the tax authorities.

The Corporation’ s income tax return for the year ended June 30, 1995 had been assessed for
additional taxes of $38,556. The assessment was related to the accreted redemption put on foreign
unsecured convertible bond. The redemption put was accreted (recognized as expense) using the
effective interest method. The tax authorities ruled that the accreted premium put is deductible only
when actualy paid by the Corporation. The Corporation is contesting the assessment by filing a
lawsuit in court. Management did not recognize assessment-related liabilities because it believes
that the Corporation will win the lawsuit.
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18. EARNINGS PER SHARE

The earnings per share are calculated as follows:
Net Income (L0ss)

Amount (Numerator) Per Share (Dollars)
Income Capital Stock  Income
(Loss) Before Net (Denominator) Before Net
Income Income (inThousand  Income Income
Tax (Loss) Shares) Tax (Loss)
For the year ended December 31,
2002
Primary earnings per share $1,144390 $1,135451 1,765,928 $ 065 $ 064
The impact of dilutive potential
common shares
Domestic unsecured
convertible bonds 41,274 30,956 58,570
Diluted earnings per share $1185664 $1.166.407 1,824,498 $ 065 $ 064
For the year ended December 31,
2001
Primary losses per share ($ 449402) ($ 675,045) 1,834,316 ($ 0.25) ($ 0.37)
The impact of dilutive potential
common shares
Domestic unsecured
convertible bonds - - -
Diluted losses per share ($ 449402) ($ 675045) 1834316 ($ 025) ($ 0.37)

The caculation of pro forma net income per share, assuming that the Corporation’ s stocks held by
subsidiaries are treated as investments rather than as treasury stocks, is as follows:

Earnings Per

Amount (Numerator) Share (Dollars)
Income Capital Stock  Income

Before (Denominator)  Before

Income Net (in Thousand  Income Net

Tax Income Shares) Tax_ Income
For the year ended December 31,
2002

Pro forma primary earnings per
share $1,310,736  $1,301,797 1,834,316 $071 $071
The impact of dilutive potential
common shares
Domestic unsecured
convertible bonds 41,274 30,956 58,570

Pro forma diluted earnings per
share $1352010 $1332,753 1,892,886 $ 071 $ 070

The earnings per share had been retroactively adjusted for the stock dividend declared.
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19. PENSION PLAN

The Corporation adopted three pension plans when it was privatized on February 15, 1996, as follows:

a

Pension plan for onshore employees. Benefits under this plan are based on service years and
average monthly salary (excluding bonus and allowance) of the six months before retirement. The
pension fund, to which the Corporation contributes amounts equal to 3% of saaries every month, is
administered by an employees pension fund committee and deposited in the committee’ s name in

the Central Trust of China.

Pension plan for the ship’ s crew. Benefits under this plan are based on service years and level of
basic sdlary at the time of retirement. The plan is unfunded and the benefits are paid as they

become due.

Pension plan for retired employees of CMSNC. Benefits under this plan are based on service years

and level of basic salary at the time of retirement.

The service years of employees before privatization are used to determine qualification for retirement.

Those service years, however, are not considered in benefit calculation.

Certain information on pension is as follows:

a

C.

Components of net pension codts:

Service cost

I nterest cost

Expected return on plan assets
Amortization of net transition assets
Amortization of prior service cost
Amortization of net loss

Reconciliation of funded status of the pension plan to accrued
pension cost at end of year

Benefit obligation:
Vested benefit obligation
Non-vested benefit obligation
Accumulated benefit obligation
Additional benefits based on future salaries
Projected benefit obligation

Fair value of plan assets

Funded status

Unrecognized net transition assets

Unrecognized prior service cost

Unrecognized net loss

Additional liability

Accrued pension cost (included in other liabilities)

Vested benefits
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Y ear Ended December 31
2002 2001

$ 99905 $ 105,216
23,691 25,097

4,799) ( 4767)
14171) ( 14171)
436 436
968 3330

$ 106030 $ 115141

December 31
2002 2001

$ 106319 $ 130,366
360,039 210,935
466,358 341,301
129,019 138,767
595,377 480,068

105,321) (___ 88,976)
490,056 391,002
24,078 38,249
5671) ( 6,107)
19,932 28,401
7,687 -

$ 536082 $ 451,635
$ 204448 $ 165195



Y ear Ended December 31

2002 2001
d. Assumptions used
Discount rate 4.00% 5.00%
Rate of increase in compensation 2.25% 3.25%
Expected rate of return on plan assets 4.00% 5.00%
e. Changesin pension fund
Contributions $ 15196 $ 14201
Payment of benefits $ 14074 $ 21891

20. RELATED-PARTY TRANSACTIONS
The Corporation had significant transactions with related parties for the years ended December 31, 2002
and 2001. The summary of these transactions as well as the names of the related parties and nature of
relationship with the Corporation are summarized in Schedules A and B.
The transactions with related parties were conducted under contract terms.

21. ASSETS PLEDGED OR MORTGAGED

The following assets had been pledged as collaterals for short-term debts, long-term bank loans, bonds
and credit lines:

December 31
2002 2001
Pledged time deposits $ 18645 $ 434,909
Properties - net 1,114,919 2,970,485
Nonoperating assets - net 89,230 89,230

$1222794 $3.494.624

22. COMMITMENTSAND CONTINGENT LIABILITY
Commitments and contingent liability as of December 31, 2002 were as follows:

a. Obligations to provide crews to four ships of Chinese Petroleum Corporation under contracts
expiring on various dates by August 2003. The daily compensation under the contracts is $578.

b. Operating leases of office premises, ships and container yard under agreements expiring on various
dates until December 2010. The total rent for the year ended December 31, 2002 was-$4,360,937
and future minimum rentals are as follows:

Fiscd Year Amount

2003 $2951,117
2004 2,228,520
2005 2,037,929
2006 1,632,525
2007 1,482,933

Rentals after 2007 amount to $2,139,310, with present vaue of about $,030,086 based on 1.875%
annual interest rate.
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c. Leases of containers and chassis under @pital |ease agreements expiring on various dates until May
2011. Tota rent for the year ended December 31, 2002 was about $328,501 (deducted from leases
payable), and future minimum rentals are as follows:

Fiscd Year Amount

2003 $ 305,580
2004 291,509
2005 291,724
2006 552,381
2007 55,028

Rentals after 2007 amount to $.24,743, with present value of about $12,627, based on 1.875%
annua interest rate.

d. Guarantee on loans obtained by Yang Ming Line (B.V.l.) Holding Co., Ltd., (an equity-accounted
investee of the Corporation), All Oceans Transportation Inc. (an equity-accounted investee of the
Corporation) and Solar International Shipping Agency, Inc., amounting to US$100,196,000,
US$89,302,000 and US$1,500,000, respectively.

e. The Corporation and Yang Ming Line Holding Co. (an equity-accounted investee of the Corporation)
guaranteed aloan of US$4,015,000 obtained by West Basin Container Termina LLC.

f. As of December 31, 2002, 43 former shipping crew members who retired after the Corporation’ s
privatization sued the Corporation and claimed $102,749 as additional severance benefit. The
computation of this amount was based on the Labor Standards Law instead of the Rules of
Privatization for the Government-Owned Corporations. The Taipei District Court had decided in
favor of the Corporation. Nevertheless, those plaintiffs appeded to a higher court. No ligbility
was accrued since management believed the appea would not prosper.

23. SUBSEQUENT EVENTS
a.  On November 8, 2002, the board of directors resolved to sell the ship Ming Europe, at its carrying
vaue of $709,408 to All Oceans Transportation Inc., an equity-accounted investeee. The ship was
delivered on January 7, 2003.

b. On December 26, 2002, the board of directors approved to sdl the ship Ming Courage. Under a
contract made on February 12, 2001, Eddie Steamship Company agreed to buy the ship for
US$4,375,000. The ship will be ddivered in March 2003, and an expected loss of $170,000 on this
sale was accrued in 2002.

24. FINANCIAL INSTRUMENTS
a. The Corporation uses cross-currency swap contracts to manage the effects of the exchange rate
fluctuations on foreign-currency net assets or liabilities. Information on the contracts is as follows:

1) Open contracts and credit risk as of December 31, 2001

Notional
Type of Transaction Amount Far Vdue Credit Risk
Cross-currency swap EUR$14,940,000 $742 $742

The Corporation recognized gains on those contracts amounting to $5,783 and $24,733 for the
years ended December 31, 2002 and 2001. There were no such contracts outstanding as of
December 31, 2002.

The Corporation is exposed to credit risks if counter-parties default on their contractual
obligations. To manage this risk, the Corporation transacts only with selected financial
institutions with good credit ratings. Thus, management does not anticipate any material losses
resulting from defaults.
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2)

3

4)

Market risk

The Corporation is exposed to market risk arisng from exchange rate fluctuations on the
cross-currency swap contracts. The Corporation entered into these contracts to manage the
effects of the exchange rate fluctuations on foreign-currency net assets or liabilities. The
contracts were settled at net amounts; thus, the market risk is not material.

Liquidity risk, cash-flow risk and future cash demand

The cross-currency swap contracts are settled at net amounts and the expected cash demand is
not material. Management believes that the Corporation has enough operating capital to meet
its cash demand.

The purpose of derivative financial instruments held or issued and the dtrategies to meet the
purpose.

The Corporation uses the cross-currency swap contracts for managing risks associated with
exchange rates fluctuations on foreign-currency net assets or liabilities and not for trading
purposes. The effectiveness of these instrumentsis evauated periodicaly.

The Corporation entered into forward exchange contracts to hedge the effect of exchange rate

fluctuations on foreign-currency net assets or liabilities.

It realized exchange gans on those

contracts of $319 and $458 for the years ended December 31, 2002 and 2001, respectively. No such
contractswere outstanding as of December 31, 2002.

The Corporation has written foreign-currency options for trading purposes from which it realized
gans of $378 for the year ended December 31, 2002. The Corporation did not enter into any

foreign-currency put options in 2001.

The fair values of the Corporation’ s financia instruments were as follows:

December 31
2002 2001
Carrying Carrying
Vdue Far Vdue Vdue Far Vdue
Nonderivative instruments
Assets
Short-term financial instruments
Cash and cash equivalents $1,758,190 $1,758,190 $4,251,248 $4,251,248
Short-term investments 6,130,776 6,130,776 1,785,007 1,785,007
Accounts recelvable 1,290,695 1,290,695 988,009 988,009
Receivables from related parties 2,228,974 2,228,974 897,362 897,362
Advances to shipping agents 1,469,405 1,469,405 969,577 969,577
Pledged time deposits 18,645 18,645 434,909 434,909
Investments in shares of stock 7,761,195 7,761,195 8,383,490 8,383,490
Long-term receivables from related
parties 9,720,111 9,720,111 4,796,317 4,796,317
Liabilities
Short-term financial instruments
Short-term debts 102,597 102,597 202,283 202,283
Payables to related parties 1,793,123 1,793,123 1,742,515 1,742,515
Accrued expenses 1,644,628 1,644,628 873,472 873,472
Payables to shipping agents 1,275,226 1,275,226 2,571,192 2,571,192
Bank loans 1,563,750 1,563,750 1,365,000 1,365,000
Bonds 11,117,200 12,202,237 10,417,200 11,218,098
Obligations under capital leases 1,366,844 1,366,344 1,530,535 1,530,535
Derivatives
Exchange rate swap contracts - - 742 742
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The methods and assumptions applied in estimating fair values are as follows:

D

2)

3

4)

Except for short-term investments, the carrying values of short-term financial instruments
approximate fair values because of the short maturity of these instruments.

Fair values of short-term investments and investments in shares of stock are based on market
prices or, if market prices are unavailable, upon the costs of investments.

Fair values of long-term receivable from related parties, bank loans, bonds, obligations under
capital leases are based on market prices or, if market prices are unavailable, based on the
present values of the expected cash inflows or outflows. Discount rate used in determining the
present values is based on rate of bank loans that the Corporation can obtain under similar
conditions.

Fair values of derivatives for the remaining contract periods are calculated at quoted forward
exchange rates, obtained from Reuter’ s New Agency or Associated Press.

25. INFORMATION RELATED TO SIGNIFICANT TRANSACTIONS

INVESTEE COMPANIES AND INVESTMENT IN MAINLAND CHINA

Except those mentioned in Note 24 and schedule C to H, there are no additional disclosures required by
the Securities and Futures Commission for the Corporation, investees and investment in Mainland China.

26. SEGMENT AND GEOGRAPHIC INFORMATION

a. The Corporation operates in a single business, namely, ocean freight transportation.

b. The Corporation had no revenue-generating unit (branch or office) outside Taiwan.

c. Cargo transportation revenues

Years Ended December 31

2002 2001
Line Service Amount % Amount %
U.S. Western coast line $ 12,309,561 27 $ 8,445516 19
Asaline 8,038,722 18 5,801,944 13
U.S. Eastern coast line 8,001,130 18 7,381,324 16
European line 5,609,478 12 9,237,806 20

d. No single customer accounts for more than 10% of total operating revenues.
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4. Parents and Subsidiaries Financial Reports as of Dec. 31, 2002
4.1Independent Auditors Report

February 28, 2003

The Board of Directors and the Stockholders
Y ang Ming Marine Transport Corporation

We have audited the accompanying consolidated balance sheets of Y ang Ming Marine Transport Corporation
and subsidiaries as of December 31, 2002 and 2001 and the related consolidated statements of income,
changes in stockholders equity and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Corporation’s management. Our responsibility is to express an
opinion on these consolidated financia statements based on our audits. We did not audit the financia
statements of Kuang Ming Shipping Corp., Transyang Shipping Pte. Ltd., Yang Ming Line (Singapore) Pte.
Ltd. and China Mariners Assurance Corp., in which the Corporation has equity investments accounted for by
the equity method. As shown in the accompanying balance sheets, the carrying values of these investments
were NT$1,719,597 thousand and NT$1,660,161 thousand as of December 31, 2002 and 2001, respectively.
The equity in these investees net income was NT$614,370 thousand in 2002 and NT$124,942 thousand in
2001. The financial statements of these investees were audited by other auditors whose reports have been
furnished to us and our opinion, insofar as it relates to the above investees amounts is based solely on the
reports of other auditors.

We conducted our audits in accordance with the Regulations for Audit of Financial Statements by Certified
Public Accountants and generally accepted auditing standards in the Republic of China. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of materia misstatement. An audit includes examining, on a test bass, evidence
supporting the amounts and disclosures in the financia statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overal
financia statement presentation. We bdieve that our audits and the reports of other auditors provide a
reasonable basis for our opinion.

In our opinion, based on our audits and the reports of aher auditors, the consolidated financial statements
referred to above present fairly, in all material respects, the consolidated financial position of Yang Ming
Marine Transport Corporation and subsidiaries as of December 31, 2002 and 2001 and the consolidated
results of its operations and its cash flows for the years then ended, in conformity with the Guidelines for
Securities Issuers Financia Reporting for Public Company and generally accepted accounting principles in
the Republic of China.

As decribed in Note 3 to the financial statements, effective January 1, 2002, the Corporation adopted
Statement of Financial Accounting Standards (SFAS) No. 30, “Accounting for Treasury Stocks,” which
requires the Corporation to treat its stocks held by subsidiaries as treasury stocks instead of investments.
The adoption of SFAS No. 30 resulted in a decrease of NT$166,346 thousand in the 2002 net income. In
addition, equity investments decreased and treasury stock increased by NT$525,441 thousand each as of
December 31, 2002.

T N Soong & Co

An Associate Member Firm of Deloitte Touche Tohmatsu
Taipel, Tawan

The Republic of China

Notice to Readers

The accompanying financial statements are intended only to present the financial position and results of
operations and cash flows in accordance with accounting principles and practices generally accepted in the
Republic of China and not those of any other jurisdictions. The standards, procedures and practices to audit
such financial statements are those generally accepted and applied in the Republic of China.
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4.2

ASSETS

CURRENTASSETS

Cash and cash equivalents (Notes 2 and 5)

Short -term investments - net (Notes 2 and 6)

Accounts receivable - net of alowance fardoudfu aooounts
of $9,313in 2002 and $7,415 in 2001 (Note 2)

Receivablesfrom related parties (Note 21)

Shipping fuel - net (Note 2)

Prepaid expenses (Note 21)

Advances to shipping agents

Pledged time deposits (Note 22)

Other current assets (Notes2 and 18)

Totd Current Assets

INVESTMENTSIN SHARES OFSTOXK (Ndes2 7ad17)

PROPERTIES (Notes 2, 8 and 22)
Cost
Land
Buildings
Containers and chassis
Ships
L eased assets
L easehold improvements
Miscellaneous equipment
Tota cost
Accumulated depreciation

Construction in progress
Net Properties

OTHERASSETS

Assetsleased to others- net (Notes2, 8and 9)
Nonoperating assets - net (Notes 2,8, 10 and 22)
Refundable deposits (Note 23)

Deferred charges- net (Note 2)

Prepaid expenses on longterm rent agreements
Restricted assets (Notes 11 and 22)
Miscellaneous (Note 2)

Total Other Assets

TOTALASSETS

YANG MING MARINE TRANSPORT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001
(In Thousands of New Taiwan Dollars, Except Par Value)

2002 2001
Amount % Amount %
$ 2,098,984 4 $ 4,612,466 8
6,130,776 10 1,785,007 3
1,816,983 3 1,411,155 2
557,393 1 349,116 -
753,150 1 568,030 1
263,409 - 358,316 -
1,469,405 3 969,577 2
18,645 - 434,909 1
412879 _ 1 430460 _ 1
13521624  _23 10919036 _18
4747987 _ 8 __ 5153767 _ 9
38,901 - 38,901 -
691,014 1 691,014 1
10,789,225 18 11,659,634 20
29,882,770 50 31,193,425 52
8,344,644 14 8,254,539 14
190,741 - 110,219 -
1497849 _ 3 1484683 _ 3
51,435,144 86 53,432,415 90
19895307 _33 18883874 _32
31,539,837 53 34,548,541 58
602643 _ 1 68315 _ -
32142480 _54 34616856 _58
1,106,569 2 962,134 2
498,247 1 686,171 1
6,781,669 1 6,454,459 1
393,179 1 450,864 1
348,930 - 211,615 -
40,609 - - -
50211  _ - 28170 _ -
9219414  _15 8793413 _15
$ 506315056 100 $.50483072 100

LIABILITIESAND STOCKHOLDERS EQUITY

CURRENT LIABILITIES

Short -term debts (Notes 12 and 22)

Accountspayable

Payablesto related parties (Note 21)

Accrued expenses

Advances from customers (Note21)

Current portion of longterm debts (Notes 2, 8, 13 and 22)
Payables to shipping agents

Other current liabilities (Notes 2 and 18)

Total Current Liabilities

LONGTERM DEBTS

Bank loans (Notes 13 and 22)

Bonds(Notes13and 22)

Obligations under capital leases (Notes 2, 8and 13)
Total LongTerm Debts

RESERVE FOR LAND VALUE INCREMENT TAX(Nde14)
OTHER LIABILITIES (Notes 2, 7, 15, 18, 20 and 22)
Tota Liabilities

STOCKHOLDERS EQUITY
Capital stock - $10 par value
Authorized - 2,400,000 thousand shares
Issued - 1,834,316 thousand shares
Capital surplus:
Paid-in capital in excess of par value
Treasury stocks transactions
Gain on sales of properties
From investmentsin shares of stock
Total capital surplus
Retained earnings:
Lega reserve
Soecial reserve
Unappropriated earnings (accumul ated 10sses)
Totd retained earnings
Unredized loss on investmentsin shares of stock
Cumulative trand ation adjustments
Net loss not recognized as pension cost
Treasury stocks - 67,619 thousand shares
Tota Stockholders Equity

TOTAL LIABILITIESAND STOCKHOLDERS EQUITY

The accompanying notes are an integral part of the consolidated financia statements.
(With T N Soong & Co report dated February 28, 2003)

(

(
(

2002 2001
Amount % Amount %
$ 110,203 - $ 202,283 -
76,835 - 44,764 -
501,570 1 912,431 2
1,727,834 3 983,675 2
830,935 1 901,938 2
1,318,952 2 3,516,720 6
3,034,880 5 3,847,622 6
393284 _ 1 702215 _ 1
7994493 _13 11111648 _19
6,605,245 11 7,449,172 13
11,117,200 19 8,117,200 13
7470014 _12 7,063,252 12
25192459  _42 22,629,624 38
479639 _ 1 479639 _ 1
1607930 _3 1209130 _ 2
35274521 59 35430041 _60
18343160 31 _ 18343160 31
2,390,186 4 2,390,186 4
4,242 - - -
- - 1,431,387 2
5816 _ - 7,087 -
2400244 _ 4 3,828,660 6
414,623 1 906,167 2
1,141,939 2 1,141,939 1
2424970 _ 4 ( 634,683) (__1)
3981532 _ 7 1413423 _ 2
21293) _ - ( 3172) __ -
186,469 - 470960 _ 1
7687) _ - - -
52441) (1) - __-
24356984 _41 24,053,031 40
$ 50631506 100 $.50483072 100



4.3

CONSOLIDATED STATEMENTS OF INCOME
For the Y ears Ended December 31, 2002 and 2001

YANG MING MARINE TRANSPORT CORPORATION AND SUBSIDIARIES

(In Thousands of New Taiwan Dollars, Except Per Share Amounts)

2002 2001
Amount % Amount %

OPERATING REVENUES (Notes 2 and 21) $53,584,426 100 $53,276,226 100
OPERATING COSTS (Notes 2 and 21) 51,589,043 96 52,627,007 99
GROSS INCOME 1995383 _ 4 649219 _ 1
OPERATING EXPENSES (Note 21)
Sdling 793,503 2 671,529 1
Genera and administrative 194,370 - 212771 1
Total Operating Expenses 987873 _ 2 884,300 _ 2
OPERATING INCOME (LOSS) 1007510 2 (__235081) (_1)
NONOPERATING INCOME
Equity in inveestee’s net income - net (Note 2) 537,812 1 - -
Interest 393,277 1 541,060 1
Foreign exchange gain - net 266,903 - 249,755 1
Gain on sale of investments 260,861 - 197,808 -
Gain on sale of properties and nonoperating assets

(Note 2) 89,403 - 247,635 -
Other 287869 1 2714177 1
Total Nonoperating Income 1,836,125 3 1510435 3
NONOPERATING EXPENSES
Interest (Note 8) 1,068,116 2 1,154,659 2
Provision for losses on investments (Note 2) 363,610 1 214,818 -
Equity in investee's net losses - net (Note 2) - - 266,741 1
Other (Note 24) 268,021 _ - 94661 _ -
Total Nonoperating Expenses 1699,747 3 1,730,879 3
INCOME (LOSS) BEFORE INCOME TAX 1,143,888 2 ( 455525) (1)
INCOME TAX EXPENSE (Notes 2 and 18) 8437 - 219520 -
CONSOLIDATED NET INCOME (LOSS) $1135451 _ 2 ($ _675.045) (_1)

(Forward)
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2002 2001

Income Income
(Loss) Consolidated (Loss) Consolidated
Before Net Before Net
Income Income Income Income
Tax (Loss) Tax (Loss)
CONSOLIDATED PRIMARY EARNINGS
PER SHARE (Note 19) $065 $064 $ 025 ($037)
CONSOLIDATED DILUTED EARNINGS
PER SHARE (Note 19) $065 $064 (£025 ($0.37)

Pro forma information, assuming that the Corporation’ s stocks held by subsidiaries are accounted
for as investments rather than as treasury stocks (Notes 2, 3, 17 and 19), is as follows:

2002
CONSOLIDATED NET INCOME $1.301,797
Income
Before
Income Net
Tax Income
CONSOLIDATED PRIMARY EARNINGS PER
SHARE $ 071 $ 071
CONSOLIDATED DILUTED EARNINGS PER
SHARE 0.71 $ 0.70

The accompanying notes are an integral part of the consolidated financia statements.

(With T N Soong & Co report dated February 28, 2003)
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4.4

BALANCE, JANUARY 1, 2001

Appropriation of 2000 earnings
Legal reserve
Bonus to employees
Cash dividends - $0.3 per share
Stock dividends - 2%
Capitalization of capital surplus- 1%
Consolidated net loss in 2001
Reversal of unrealized loss on investments in shares of stock
Translation adjustments
Decrease in the equity in the net assets of an equity-accounted investee resulting
from not subscribing proportionately to the additional shares issued by the
investee companies
Equity inchanges in capital surplus reported by equity-accounted investees

BALANCE, DECEMBER 31, 2001

Offset of accumulated losses in 2001

Reclassification of the Corporation’s stock held by subsidiaries into treasury
stocks - 67,619 thousand shares

Disposal of the Corporation’s stocks held by subsidiaries

Consolidated net income in 2002

Reclassification of capital surplus from gain on sales of properties to retained
earnings

Translation adjustments

Reversal of recognized equity in the capital surplus reported by equity-accounted
investee as a result of the disposal of the investment

Recognition of minimum accrued pension liability

Recognition of unrealized loss on investments in shares of stock

Equity in change in the capital surplus reported by equity-accounted investees

BALANCE, DECEMBER 31, 2002

YANG MING MARINE TRANSPORT CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY
For the Years Ended December 31, 2002 and 2001
(In Thousands of New Taiwan Dollars, Except Per Share Amounts)

CAPITAL SURPLUS (Notes 2 and 16)

RETAINED EARNINGS (Notes 2 and 16)

UNREALIZED
LOSS ON

CAPITAL STOCK From Unappropriated INVESTMENTS CUMULATIVE NETLOSSNOT TREASURY
Issued Paid-in Capital Treasury Gainon Investments Earnings IN SHARES OF TRANSLATION RECOGNIZED AS STOCKS TOTAL
Shares in Excess of Stocks Sales of in Shares Legal Special (Accumulated STOCK ADJUSTMENTS PENSION COSTS (Notes2,3 STOCKHOLDERS”
(Thousands) _Amount Par Value transactions  Properties _of Stock Total Reserve Reserve Losses) Total (Note 2) (Note 2) (Notes 2 and 20) and 17) EQUITY
1,780,889  $17,808,893 $2,568,275 $ - $1,431,387 $7,082 $4,006,744 $801,973 $1,141,939 $1,051,776 $2,995,688 ($15,386) $248,029 $ - $ - $ 25,043,968
- - - - - - - 104,194 - 104,194) - - - - - -
- - - - - - - - - ( 9,476) 9,476) - - - - ( 9,476)
- - - - - - - - - ( 534,266) 534,266 ) - - - - ( 534,266 )
35,618 356,178 - - - - - - - (  356,178) 356,178) - - - - -
17,809 178,089 ( 178,089) - - - ( 178,089) - - - - - - - - -
- - - - - - - - - (  675,045) 675,045) - - - - ( 675,045)
- - - - - - - - - - - 12,214 - - - 12,214
- - - - - - - - - - - - 222,931 - - 222,931
- - - - - - - - - ( 7,295) 7,295) - - - - ( 7,295)
- - - - - 5 5 - N 5) 5) - - - - -
1,834,316 18,343,160 2,390,186 - 1,431,387 7,087 3,828,660 906,167 1,141,939 (  634,683) 1,413,423 ( 3,172) 470,960 - - 24,053,031
- - - - - - - ( 634,683) - 634,683 - - - - - -
- - - - - - - - - - - - - - ( 525441) ( 525,441)
- - - 4,242 - - 4,242 - - - - - - - - 4,242
- - - - - - - - - 1,135,451 1,135,451 - - - - 1,135,451
- - - - ( 1,431,387) - ( 1,431,387) 143,139 - 1,288,248 1,431,387 - - - - -
- - - - - - - - - - - - ( 284,728) - - ( 284,728)
- - - - - 9) ( 9) - - 9 9 3,027 237 - - 3,264
- - - - - - - - - - - - - ( 7,687) - ( 7,687)
- - - - - - - - - - - ( 21,292) - - - ( 21,292)
- - - - - (_1,262) ( 1,262) - - 1,262 1,262 144 - - - 144
_1.834316 $18.343.160 $2.390,186 $4.242 s - $5.816 $2.400.244  $414623  $1.141.939 $2.424970 $3.981.532 ($21.293) $186.469 ($1.687) ($525.441) $24,356.984

The accompanying notes are an integral part of the consolidated financial statements.

(With T N Soong & Co report dated February 28, 2003)
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4.5 YANG MING MARINE TRANSPORT CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Y ears Ended December 31, 2002 and 2001

(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Consolidated net (loss) income
Adjustments to reconcile consolidated net (loss) income with
net cash provided by operating activities:
Depreciation
Amortization
Gain on sale of investments
Net gain on sale of properties and nonoperating assets
Provision for pension cost
Provision for losses on investments
Equity in investees net (income) loss - net
Provision for losses on properties
Cash dividends received on equity-accounted investments
Deferred income taxes
Other
Changes in operating assets and liabilities:
Decrease (increase) in:
Accounts receivable
Recelvables from related parties
Shipping fuel
Prepaid expenses
Advances to shipping agents
Pledged time deposits
Other current assets
Increase (decrease) in:
Accounts payable
Payables to related parties
Accrued expenses
Payables to shipping agents
Advances from customers
Other current liabilities
Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
(Increase) decrease in short-term investments
Acquisition of investments in shares of stock

Proceeds from disposal of investments in shares of stock
Acquisition of properties

Proceeds from sale of properties and nonoperating assets
Increase in prepaid expenses on long-term rent agreement
Increase in refundable deposits

(Forward)
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2002 2001

$1,135451 ($ 675,045)

3,586,651 3,176,962
221,851 241,535
260,861) (  197,808)
89,403) (  246,983)

76,760 79,049
363,610 214,818
537,812) 266,741
170,000 -
41,141 27,409

5,269 225,643
52,087) ( 48,498)
407,726) 274,387
124,877) 108,893
187,115) 8,668
94,907 46,486
499,828) (  549,086)
416264 (  422,072)
100455 (  350,285)
32,071 ( 7,920)
410,861) (  354,492)
744159 (  486,640)
812,742) 1,584,154
71,003) 221,822
285111) (__ 144,993)

3,248263 _ 2,992,745

4,407,989) 3,200

187,453) ( 1,088,822)
389,077 -

1,112,799) ( 11,700,301

182,480 1,002,264
137,315) ( 211,615)
327,210) ( 1,289,893)



Increase in deferred charges
(Increase) decrease in restricted assets
(Increase) decrease in other assets
Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from (principal repayments on) short-term debts
Proceeds from long-term debts

Repayment of principal long-term debts

Increase (decrease) in obligations under capital leases
Decrease in other liabilities

Payment of dividend and employees’ bonus

Net Cash Provided by Financing Activities

EFFECTS OF FOREIGN EXCHANGE RATE CHANGES ON
CASH AND CASH EQUIVALENTS

NET DECREASE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL INFORMATION
Interest paid (excluding capitalized interest)
Income tax paid
Noncash investing and financing activities:
Reclassification of investments in shares of stock into
short-term investments
Reclassification of nonoperating assets to assets leased to
others
Current portion of long-term debts
Reclassification of the Corporatioris stock held by
subsidiaries from investments into treasury stocks
Cash paid for additions to properties:
Cost of properties acquired
Increase in obligations under capital leases
Increase in current payable for equipment

2002 2001

($ 270,849) ($ 246,171)
( 40609) 3,751,751
(__ 22041) 27,199
(_5,934,708) (_9,752,388)

(  92080) 161,19
3,198,749 6,950,688
( 3,176,440) ( 1,688,663)
207,308 (  435,245)

( 3,897) ( 3,329)
- (__543,742)

133,640 _ 4,440,905
39,323 (__ 190,264)

( 2513,482) ( 2,509,002)

4,612,466 7,121,468

$2098984 $4.612,466

$1056431 $1124817
$ 4199 § 42112

$ 122,753

$ 187934
$1,318,952

525,441

$ -

$ -
$ 3,516,720

$ -

$1,264,505 $14,543,011
( 135,450) ( 2,799,046)
(___ 16256) (___ 43,664)
$1112799 $11.700,301

The accompanying notes are an integral part of the consolidated financial statements.

(With T N Soong & Co report dated February 28, 2003)
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