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To Sincere Navigation Corporation

We have audited the consolidated balance sheets of Sincere Navigation Corporation and its subsidiaries as of June 30, 2005 and 2004, and the related consolidated statements of income, of changes in shareholders’ equity and of cash flows for the six months then ended.  These financial statements are the responsibility of the Company’s management.  Our responsibility is to express an opinion on these financial statements based on our audits.  We did not audit the consolidated financial statements of Norley Corporation Inc. as of June 30, 2004, a consolidated subsidiary, which statements reflect total assets of $9,589,481,000, constituting 64% of the total consolidated assets, and total revenues of $731,605,000 for the six months then ended, constituting 46% of the total consolidated revenues.  These statements were audited by other auditors, whose reports thereon have been furnished to us.  Our opinion, insofar as it relates to the amounts and disclosures included in the consolidated financial statements for this consolidated subsidiary as of June 30, 2004, is based solely on the reports of the other auditors.

We conducted our audits in accordance with the “Rules Governing Examination of Financial Statements by Certified Public Accountants” and generally accepted auditing standards in the Republic of China.  Those standards and rules require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management and evaluating the overall financial statement presentation.  We believe that our audits and report of the other auditors as of June 30, 2004 provide a reasonable basis for our opinion.
In our opinion, based on our audits and the reports of the other auditors as of June 30, 2004, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of Sincere Navigation Corporation and its consolidated subsidiaries as of June 30, 2005 and 2004, and the results of their operations and their cash flows for the six months then ended in conformity with the “Rules Governing Preparation of the Financial Statements of Securities Issuers” and generally accepted accounting principles in the Republic of China.

September 6, 2005

SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
JUNE 30,
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

	
	 

	
	        2005      
	        2004      

	    ASSETS 
	   Amount   
	  % 
	   Amount   
	  % 

	Current Assets
	
	
	
	

	 Cash and cash equivalents (Note 4(1))
	 $ 2,595,503
	13
	 $ 1,331,682
	9

	 Marketable securities (Note 4(2)) 
	525,550
	3
	530,946
	3

	 Accounts receivable 
	9,819
	-
	150,394
	1

	 Accounts receivable - related parties (Note 5)
	189,256
	1
	-    
	-

	 Other receivables 
	18,485
	-
	23,111
	-

	 Other receivables - related parties (Note 5)
	11,207
	-
	176,626
	1

	 Bunker inventories  
	9,684
	-
	2,887
	-

	 Prepaid expenses
	132,055
	1
	8,912
	-

	 Prepayments
	69,121
	-
	101,920
	1

	 Assets of held for sale (Note 4(4))
	622,679
	3
	-    
	-

	 Deferred income tax - current (Note 4(7))
	       3,871
	   -
	       1,195
	   -

	
	   4,187,230
	  21
	   2,327,673
	  15

	
	
	
	
	

	Long-term investments (Notes 4(3) and 11)
	       -    
	   -
	     292,039
	   2

	
	
	
	
	

	Fixed Assets (Notes 4(4), 5 and 6)
	
	
	
	

	 Cost
	
	
	
	

	  Vessels and equipment
	18,853,124
	96
	14,795,385
	98

	  Land
	90,215
	-
	90,215
	1

	  Building 
	28,191
	-
	28,191
	-

	  Office equipment 
	       3,967
	   -
	       2,923
	   -

	
	18,975,497
	96
	14,916,714
	99

	 Less: Accumulated depreciation
	(  4,379,699)
	( 22)
	(  3,566,553)
	( 24)

	
	14,595,798
	74
	11,350,161
	75

	 Prepayment for vessels construction
	     752,519
	   4
	     971,192
	   7

	  
	  15,348,317
	  78
	  12,321,353
	  82

	Intangible Assets
	
	
	
	

	 Deferred pension cost (Note 4(6))
	         585
	   -
	         683
	   -

	Other Assets
	
	
	
	

	 Refundable deposits (Note 6)
	17,356
	-
	19,112
	-

	 Deferred charges 
	92,352
	1
	80,056
	1

	 Deferred income tax (Note 4(7))
	       6,211
	   -
	      19,075
	   -

	
	     115,919
	   1
	     118,243
	   1

	TOTAL ASSETS 
	 $19,652,051
	 100
	 $15,059,991
	 100


SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS (Continued)

JUNE 30,
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

	
	        2005       
	        2004      

	
	   Amount   
	  % 
	   Amount   
	  % 

	LIABILITIES AND STOCKHOLDERS' EQUITY
	
	  
	

	Current Liabilities
	
	
	
	

	 Income tax payable (Note 4(7))
	$    76,068
	1
	$    90,891
	1

	 Accrued expenses 
	198,099
	1
	140,324
	1

	 Dividends payable
	2,015,263
	10
	358,269
	2

	 Other payables
	19,109
	-
	9,600
	-

	 Other payables - related parties (Note 5)
	718,987
	4
	165,330
	1

	 Advance collections (Note 5)
	57,831
	-
	58,645
	-

	 Current portion of long-term liabilities (Note 4(5))
	    996,859
	  5
	    794,914
	  5

	
	   4,082,216
	  21
	   1,617,973
	  10

	Long-term Liabilities
	
	
	
	

	 Long-term loans (Note 4(5))
	   7,626,377
	  39
	   6,151,712
	  41

	
	
	
	
	

	Other Liabilities 
	
	
	
	

	 Reserve for pension (Note 10)
	15,869
	-
	16,087
	-

	 Deferred credit – discount on early
	
	
	
	

	  settlement of vessel debts 
	575
	-
	1,914
	-

	 Minority interests
	       -    
	   -
	     264,186
	   2

	
	      16,444
	   -
	     282,187
	   2

	Total Liabilities 
	  11,725,037
	  60
	   8,051,872
	  53

	Stockholders' Equity
	
	
	
	

	 Common stock (Notes 4(8) and 4(11))
	4,030,526
	20
	3,582,690
	24

	  Common stock subscribed
	-    
	-
	447,836
	3

	 Capital reserve (Note 4(9))
	
	
	
	

	  Treasury stock transaction
	39,243
	-
	39,243
	-

	  Long-term investments
	2,538
	-
	-    
	-

	  Others
	899
	-
	899
	-

	 Retained earnings (Note 4(10))
	
	
	
	

	  Legal reserve 
	710,911
	4
	476,199
	3

	  Special reserve 
	130,332
	1
	-    
	3

	  Undistributed earnings 
	2,497,651
	13
	2,086,795
	14

	 Cumulative translation adjustments 
	(    137,607)
	(  1)
	     384,066
	   3

	 Excess of additional pension liability over  unrecognized prior service cost
	(      7,971)
	-
	(      9,609)
	-

	 Minority interest
	     660,492
	   3
	       -    
	   -

	Total Stockholders' Equity
	   7,927,014
	  40
	   7,008,119
	  47

	
	
	
	

	Commitments and Contingent Liabilities (Note 7)
	
	
	

	
	
	
	
	

	Subsequent Events (Note 9)
	
	
	
	

	
	
	
	
	

	TOTAL LIABILITIES AND
	
	
	
	

	 STOCKHOLDERS' EQUITY
	 $19,652,051
	 100
	 $15,059,991
	 100


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

See report of independent accountants dated September 6, 2005.
SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
SIX MONTHS ENDED JUNE 30,
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS, EXCEPT EARNINGS PER SHARE)

	
	       2005      
	       2004      

	
	   Amount  
	  % 
	   Amount  
	  % 

	Operating revenues (Note 5)
	 $2,333,500
	100
	 $1,603,658
	100

	Operating costs (Notes 4(13) and 5)
	(   919,045)
	( 39)
	(   751,331)
	( 47)

	Gross profit
	1,414,455
	61
	852,327
	53

	Operating expenses (Note 4(13))
	(    57,132)
	(  3)
	(    48,473)
	(  3)

	Income from operations
	  1,357,323
	  58
	    803,854
	  50

	Non-operating income 
	
	
	
	

	 Interest income 
	41,210
	2
	13,870
	1

	 Investment income (Note 4(3))
	-    
	-
	56,059
	4

	 Gain on disposal of marketable securities
	597
	-
	778
	-

	 Exchange gain, net
	40,875
	2
	-    
	-

	 Other income
	     38,610
	   1
	      3,755
	   -

	
	    121,292
	   5
	     74,462
	   5

	Non-operating expenses
	
	
	
	

	 Interest expense 
	(   157,920)
	(  7)
	(    79,825)
	(  5)

	 Exchange loss, net
	     -    
	  -
	(    10,994)
	(  1)

	
	(   157,920)
	(  7)
	(    90,819)
	(  6)

	Income before income tax and minority interests 
	1,320,695
	56
	787,497
	49

	Income tax expense (Note 4(7))
	(    75,552)
	(  3)
	(    94,607)
	(  6)

	Consolidated income
	$1,245,143
	  53
	$  692,890
	  43

	Attributable to:
	
	
	
	

	 Equity holders of the Company
	 $1,162,415
	 50
	 $  677,187
	 42

	 Minority interest
	    82,728
	  3
	    15,703
	  1

	Consolidated income 
	 $1,245,143
	  53
	 $  692,890
	  43

	
	
	
	
	


	
	        2005       
	        2004       

	
	Income before income tax
	Net income
	Income before income tax
	Net income

	Basic earnings per share (Note 4(12))
	
	
	
	

	 Net income from continuing operations
	 $  3.28
	 $  3.09
	 $  1.95
	 $  1.72

	 Minority interest income
	(   0.21)
	(   0.21)
	(   0.04)
	(   0.04)

	 Net income
	 $  3.07
	 $  2.88
	 $  1.91
	 $  1.68


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

See report of independent accountants dated September 6, 2005.
SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

 (EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)
	
	
	
	
	            Retained Earnings          
	
	Excess of additional

	         2004                           
	 Common stock
	 Common stock
subscribed 
	  Capital

  reserve  
	   Legal 

  reserve  
	  Special

  reserve  
	 Undistributed
   earnings  
	 Cumulative

 translation

 adjustments 
	pension liability over unrecognized

prior pension costs       
	 Minority

  interest  
	   Total    
	

	Balance as at January 1, 2004
	 $ 3,582,690
	 $  -
	 $ 40,142
	 $360,183
	 $  -
	 $2,348,215
	 $416,274
	($        9,609)
	 $   -
	 $6,737,895

	Distribution of 2003 earnings:
	
	
	
	
	
	
	
	
	
	

	 Legal reserve
	       -
	    -
	    -
	  116,016
	    -
	(   116,016)
	    -
	          -
	      -
	      -

	 Directors' and supervisors' bonus
	       -
	    -
	    -
	    -
	    -
	(     8,243)
	    -
	          -
	      -
	(     8,243)

	 Employees' bonus
	       -
	    -
	    -
	    -
	    -
	(     8,243)
	    -
	          -
	      -
	(     8,243)

	 Cash dividend
	       -
	    -
	    -
	    -
	    -
	(   358,269)
	    -
	          -
	      -
	(   358,269)

	 Stock dividend
	       -
	  447,836
	    -
	    -
	    -
	(   447,836)
	    -
	          -
	      -
	      -

	Net income for six months ended June 30, 2004
	       -
	    -
	    -
	    -
	    -
	    677,187
	    -
	          - 
	      -
	    677,187

	Cumulative translation adjustment on long – term 
 investments in foreign subsidiaries
	       -    
	    -    
	    -    
	    -   
	    -    
	     -    
	(  32,208)
	          -    
	      -                 
	(    32,208)             

	Balance as at June 30, 2004
	 $ 3,582,690
	 $447,836
	 $ 40,142
	 $476,199
	 $  -    
	 $2,086,795
	 $384,066
	($        9,609)
	 $    -    
	 $7,008,119

	                 2005                   
	
	
	
	
	
	
	
	
	

	Balance as at January 1, 2005
	 $ 4,030,526
	 $  -
	 $ 42,680
	 $476,199
	 $  -
	 $3,756,728
	($122,361)
	($        7,971)
	 $    -
	 $8,175,801

	Reclassified from other liabilities
	       -
	    -
	    -
	    -
	    -
	      -
	    -
	         -
	    577,764
	    577,764

	Distribution of 2004 earnings:
	
	
	
	
	
	
	
	
	
	

	 Legal reserve
	       -
	    -
	    -
	  234,712
	    -
	(   234,712)
	    -
	          -
	      -
	      -

	 Special reserve
	       -
	    -
	    -
	    -
	  130,322
	(   130,332)
	    -
	          -
	      -
	      -

	 Employees' bonus
	       -
	    -
	    -
	    -
	    -
	(    20,593)
	    -
	          -
	      -
	(    20,593)

	 Directors' and supervisors' bonus
	       -
	    -
	    -
	    -
	    -
	(    20,592)
	    -
	          -
	      -
	(    20,592)

	 Cash dividend
	       -
	    -
	    -
	    -
	    -
	( 2,015,263)
	    -
	          -
	      -
	( 2,015,263)

	Net income for six months ended June 30, 2005
	       -
	    -
	    -
	    -
	    -
	  1,162,415
	    -
	          -
	      -
	  1,162,415

	Cumulative translation adjustment on long – term 
 investments in foreign subsidiaries
	       -
	    -
	    -
	    -
	    -
	      -
	(  15,246)
	          -
	      -
	(    15,246)

	Minority interests
	       -    
	    -    
	    -    
	    -    
	    -    
	      -    
	    -    
	          -    
	     82,728
	     82,728             

	Balance as at June 30, 2005
	 $ 4,030,526
	 $  -    
	 $ 42,680
	 $710,911
	 $130,322
	 $2,497,651
	($137,607)
	($        7,971)
	 $  660,492
	 $7,927,014


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

See report of independent accountants dated September 6, 2005.

SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30,
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

	
	    2005   
	    2004   

	CASH FLOWS FROM OPERATING ACTIVITIES
	
	

	 Net income 
	 $1,162,415
	 $  677,187

	 Adjustments to reconcile net income 
	
	

	  to net cash provided by operating activities:
	
	

	  Minority interests 
	     82,728
	     15,703

	  Depreciation and amortization 
	446,303
	364,015

	  Long-term investment income accounted for under the equity method
	     -    
	(    56,059)

	  Gain on disposal of marketable securities
	(       597)
	(       778)

	  Discount on early settlement of vessel debts
	(       666)
	(       672)

	 (Increase) decrease in assets:
	
	

	  Accounts receivable
	    377,786
	    14,580

	  Accounts receivable – related parties
	(   189,256)
	    -    

	  Other receivables
	    22,906
	(    16,434)

	  Other receivables - related parties
	   21,237
	   6,036

	  Bunker inventories
	(     2,134)
	     5,309

	  Prepaid expenses
	(   116,128)
	    15,382

	  Prepayments
	     18,590
	      3,385

	  Deferred income tax
	(       632)
	3,695

	 Increase (decrease) in liabilities:
	
	

	  Income tax payable 
	(    44,697)
	    55,149

	  Accrued expenses
	    64,615
	(    22,659)

	  Other payables
	     11,926
	(       353)

	  Other payables - related parties
	(     2,468)
	(     6,617)

	  Advance collections
	(    36,941)
	    6,335

	  Reserve for pension
	       737
	       735

	 Net cash provided by operating activities
	 1,815,724
	 1,063,939


SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS (Continued)
SIX MONTHS ENDED JUNE 30,

(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

	
	    2005    
	    2004    

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	

	 Increase in marketable securities
	($   127,517)
	($   370,392)

	 Other receivables – related parties
	197,449
	70,329

	 Proceeds from liquidation of long-term investments
	157
	-    

	 Acquisition of fixed assets
	(    177,819)
	(    496,600)

	 Increase in deferred charges
	(     44,605)
	(     56,453)

	 Decrease in refundable deposits
	         111
	       5,485

	Net cash used in investing activities
	(    152,224)
	(    847,631)

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	

	 Other payables – related parties
	    569,508
	4,972

	 Decrease in long-term loans
	(  1,332,986)
	(    418,911)

	 Distribution of employees' bonus
	(     20,593)
	(      8,243)

	 Distribution of directors' and supervisors’ remunerations
	(     20,592)
	(      8,243)

	Net cash used in financing activities
	(    804,663)
	(    430,425)

	Foreign exchange difference
	(      5,305)
	(     17,663)

	Effect of cash flows on change in accounting principle
	(    505,897)
	      -    

	Net increase (decrease) in cash
	    347,635
	(    231,780)

	Cash and cash equivalents at beginning of the period
	  2,247,868
	  1,563,462

	Cash and cash equivalents at end of the period
	 $ 2,595,503
	 $ 1,331,682

	SUPPLEMENTARY DISCLOSURE OF
	
	

	 CASH FLOWS INFORMATION
	
	

	 Cash paid during the period for: 
	
	

	  Interest
	 $   142,324
	 $     81,526

	  Income tax 
	 $   120,883
	 $     35,764

	 Cash paid for investing and financing activities::
	
	

	  Increase in fixed assets
	 $ 1,813,739
	 $    496,600

	  Less: Long-term loans
	(  1,635,920)
	        -    

	  Cash paid
	 $   177,819
	 $    496,600

	 Non-cash financing activities:
	
	

	  Distribution of cash dividend not paid
	 $ 2,015,263
	 $    358,269


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

See report of independent accountants dated September 6, 2005.
SINCERE NAVIGATION CORPORATION AND ITS SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2005 AND 2004
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS,
 EXCEPT AS OTHERWISE INDICATED)
1.HISTORY AND ORGANIZATION
(1) Sincere Navigation Corporation (the “Company”)

The Company was incorporated in 1968 with an original capital of $1,000.  Its main business activities are bulk shipping, tug and barge services, and operating a shipping agency.  On December 31, 1988, the Company was the surviving company in the merger with Karson and Tai Hsing Navigation Corporation to meet operating demands and to improve capital structure.  The Company’s shares have been listed on the Taiwan Stock Exchange since December 8, 1989.

As of June 30, 2005, the Company and its consolidated subsidiaries had 310 employees.

(2) The consolidated financial statements include the following subsidiaries:

A) Norley Corporation Inc. (NCI)

NCI, a wholly owned subsidiary of Sincere Navigation Corporation, engages in investments holdings.  The followings are subsidiaries of NCI:

[image: image2.wmf]Investee Copmany

Principal activities

2005

2004

Note

Greatest South Shipping Co., Ltd.

Shipping

100%

100%

Golden East Shipping Ltd.

〞

100%

100%

Greatest East Shipping Co., Ltd.

〞

100%

100%

Valentine Holdings Limited

Investments holdings

60%

60%

Gemini Investment Company Limited

Shipping

60%

60%

Millennia Investment Company Limited

〞

60%

60%

Confidence Navigation Limited

〞

100%

100%

Kingswood Co., Ltd.

Investments holdings

50%

-

1

Seven Seas Shipping Ltd.

Shipping

50%

100%

Cicero Investment Limited

Investments holdings

50%

50%

1

Wellborn Enterprises Inc.

Shipping

50%

50%

〞

Equity interest

June 30,


[image: image3.wmf]Investee Copmany

Principal activities

2005

2004

Note

Welluck Co., Ltd.

Investments holdings

50%

50%

1

Meko Shipping Inc.

Shipping 

50%

50%

〞

Winnington Limited

Investments holdings

50%

50%

〞

Peg Shipping Company Limited

Shipping 

50%

50%

〞

Jetwall Co., Ltd.

Investments holdings

55%

55%

Everwin Maritime Limited

Shipping 

55%

55%

2

Victory Navigation Inc.

Investments holdings

55%

55%

Everprime Shipping Limited

Shipping 

55%

55%

2

Howells Shipping Inc.

〞

100%

100%

〞

Equity interest

June 30,


B) Heywood Limited (Heywood)

Heywood, a wholly owned subsidiary of Sincere Navigation Corporation, engages in investments holdings.  The followings are subsidiaries of Heywood:

[image: image4.wmf]Investee Company

Principal activities

2005

2004

Note

Great Wall Navigation Limited

Shipping

100%

100%

Universal Navigation Inc.

〞

100%

100%

Newton Navigation Limited

〞

100%

100%

Clifford Navigation Corporation

〞

100%

100%

Brighton Shipping Inc.

〞

100%

100%

Rockwell Shipping Limited

Shipping

100%

100%

2

Maxson Shipping Inc.

Investments holdings

100%

100%

Zenith Marine Company Limited

〞

100%

100%

Honco Shipping Limtied

〞

100%

100%

 

Century Shipping Limited

〞

100%

100%

Haihu Maritime Service (Shanghai) Co., Ltd.

Maritime Service

100%

100%

Equity interest

June 30,


Note 1:New consolidated entity due to the adoption of new accounting principle.

Note 2: Development stage company.

(3) Subsidiaries not included in the consolidated financial statements
None.

(4) Difference in accounting period between the Company and its consolidated subsidiaries, and adjustment method
None.

(5) Specific operating risk of foreign subsidiaries

None.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accompanying financial statements are prepared in accordance with the “Rules Governing Preparation of the Financial Statements of Securities Issuers” and accounting principles generally accepted in the Republic of China.  Summaries of significant accounting policies are described below:

(1)Principles of consolidation
The consolidated financial statements include the accounts of the Company and majority owned subsidiaries or controlled entities.  All intercompany balances and transactions have been eliminated in consolidation.

(2)Translations of foreign currency transactions and financial statements of foreign subsidiaries
A) The accounts of the Company are maintained in New Taiwan dollars.  Freight revenue and related expenses which are collected and paid in foreign currencies on behalf of the Company by a foreign shipping agent are translated into New Taiwan dollars at fixed exchange rates, which are adjusted periodically.  Other foreign currency denominated revenue and expenses are translated based on the exchange rates prevailing at the transaction dates.  Receivables, other monetary assets and liabilities denominated in foreign currencies at the period-end are translated into their functional currencies at the exchange rate prevailing on the balance sheet date.  The resulting translation differences are reflected in current period’s net income.

B) The functional currencies of the foreign subsidiaries are the United States dollars and Renminbi.  The foreign subsidiaries’ assets and liabilities are translated into New Taiwan dollars at the exchange rate prevailing on the balance sheet date; stockholders’ equity is translated at the historical exchange rate, except for beginning retained earnings, which are carried forward from prior years ending balance; and profit and loss are translated at weighted average rates.  Exchange differences resulting from the translation of foreign currency financial statements are initially accounted for as “cumulative translation adjustments” under the stockholders’ equity of the foreign subsidiaries and the Company, which are charged against or credited to the net income of the Company when the foreign subsidiary is disposed of or liquidated.

(3)Marketable securities
Short-term investments are stated at the lower of cost or market value.  The market value of redeemable mutual funds is determined based on the net assets value of the mutual funds on the balance sheet date and the market value of listed companies is determined based on the average closing quotation of the last month of the accounting period; loss on price decline is included in current earnings.  Subsequent recovery in market value is recognized to the extent of the allowance provided.  Gain or loss on disposal is determined by the first-in, first-out method.
(4)Interest rate swap (IRS) transaction
Receivables (payables) estimated on IRS contract are recognized on the effective date. On the balance sheet date, the difference between the floating and fixed rates is recognized in current operations.
(5)Allowance for doubtful accounts
The allowance for doubtful accounts is provided based on the evaluation of collectibility of the ending balances of accounts receivable and other receivables.
(6)Bunker inventories
Bunker inventories are stated at cost.
(7)Long-term investments
Long-term investments in which the Company owns at least 20% of the investee company's voting rights or has the ability to exercise significant influence on the investee's operating decisions are accounted for under the equity method.  The Company's equity that results from the earnings (losses) of the investee company is recognized in the same year.  Consolidated financial statements are prepared to include majority owned subsidiaries.  The unrealized gains or losses of transactions between the Company and the majority owned subsidiaries are reversed; the gains or losses that result from depreciable assets are recognized averagely on the basis of their expected economic lives; unrealized gains or losses are eliminated by using a deferred debit (credit) account.
(8)Fixed assets
A) Fixed assets are stated at cost and the related interest on loans to finance the construction of fixed assets is capitalized and depreciated accordingly.  Depreciation is provided on the straight-line method based on the cost less residual value of the asset over the asset’s estimated useful life.  The principal estimated useful lives are as follows:
	Vessels and equipment
	12  to  20 years

	Building
	       42 years

	Office equipment
	 3  to   8 years


Fully depreciated assets still in use are depreciated based on residual values over the remaining estimated useful lives using the straight-line method.

B) Maintenance and repairs are expensed as incurred.  Major replacement and betterment expenditures are capitalized and are depreciated accordingly.
Gain or loss on the disposal of fixed assets is accounted for as non-operating income or loss.
(9)Deferred charges
The costs of repairs and dry-dock inspection of the vessels are capitalized and amortized over two to five years.
(10)Deferred credit-discount on early settlement of vessel debts
When vessels are acquired under installment purchase contracts, the vessel cost and the related liability are accounted for based on the total amount of all installment payments, inclusive of any implied interest.  If the liability is fully settled before the due date and the settlement resulted in a payment of an amount lower than the carrying amount on the balance sheet, the debt is written-off and the difference is accounted for as "Deferred credit-discount on early settlement of vessel debt."  This deferred credit is written-off and credited to income over the estimated useful life of the respective vessel or at the disposal date, depending on which is earlier.

(11)Retirement plan
A) The Company has a non-contributory and funded defined benefit retirement plan covering all regular employees, excluding seamen, and contributes the monthly pension costs to the independent retirement fund kept with the Central Trust of China, the trustee. The independent retirement fund is not included in the consolidated financial statements.

B) When the reserve for pension does not exceed the total amount of prior service cost and unrecognized net transition obligation, the amount is recognized in intangible assets account as "Deferred pension cost", otherwise, the excess amount is recognized under shareholders' equity account as "Excess of additional pension liability over unrecognized prior service cost".
C) All of the Company's subsidiaries have no retirement plan.
(12)Income tax
A) According to R.O.C. SFAS No. 22, "Accounting for Income Tax", the Company's provision for income tax includes the tax effects of temporary differences, unutilized loss carryforwards and investment tax credits which are recognized as either deferred tax assets or liabilities.  Valuation allowance is provided for deferred tax assets to the extent that it is more likely than not that the tax benefits will not be realized.
B) Under R.O.C. SFAS No. 12, "Accounting for Income tax credit", the Company's income tax credits generated from the acquisition of automation equipment or technology, expenditures for research and development, employee training and investment etc. are recognized during the current period.

C) Any over or under-provision of prior year's income tax is adjusted in current year's income tax expense.
D) According to the new Taiwan imputation tax system, any undistributed current earnings, on tax basis, of the Company derived on or after January 1, 1998 is subject to an additional 10% corporate tax if the earnings are not distributed before a specific time.  The tax is recorded as current income tax expense in the period that the stockholders approved a resolution to retain the earnings.
(13)Revenue and expenses
Revenue is recognized when the earning process has been completed and payment is realized or realizable.  Expenses are recognized as incurred.
(14)Use of estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and reported amounts of revenue, cost of revenue and expenses during the reporting period.  Actual results could differ from those estimates.
(15)Impairment of assets
The Company recognizes impairments loss whenever an event occurs or evidence indicates the carrying amount of an asset exceeds its recoverable amount.  Recoverable amount is measured as the higher of net selling price and value in use.  Net selling price is the amount obtainable from the sale of an asset in an arm’s length transaction between knowledgeable, willing parties, after deducting any direct incremental disposal costs.  The value in use is the present value of estimated future cash flows expected to arise from continuing use of an asset and from its disposal at the end of its useful life.  An impairment loss recognized in prior years is reversed if, there has been a change in the estimates used to determine recoverable amount since the last impairment loss was recognized, or the impairment loss caused by a specific external event of an exceptional nature that is not expected to recur.  However, the recovery of impairment loss is only to the extent that it does not exceed the impairment loss recognized in prior years.  Recovery of impairment loss of goodwill is not allowed.

(16)Classification principle of assets and liabilities
Assets that meet one of the following criteria are classified as current assets, otherwise are classified as non-current assets.
A) Non-restricted cash of cash equivalents.
B) Assets held for trade purpose or expected to be converted into cash within one year after the balance sheet date.
C) Assets expected to be converted into cash , available for sale or be consumed within one business operating cycle.

Obligations that meet one of the following criteria are classified as current liabilities, otherwise are classified as non-current liabilities.
A) Obligations expected to be paid off within one year after the balance sheet date.
B) Obligations resulted from operations and expected to be paid off within one business operating cycle.
3.CHANGES IN ACCOUNTING PRINCIPLES
(1) Effective January 1, 2005, the Company adopted R.O.C. SFAS No. 35 “Accounting for Impairment of Assets”.  The adoption of this new accounting principle had no significant impact on the Company’s financial statements for the six months ended June 30, 2005.
(2) Effective January 1, 2005, in accordance with the amended R.O.C. SFAS No. 7 “Consolidated Financial Statements”, all majority owned or controlled entities are consolidated.  The amended accounting principle does not require the Company to restate prior years’ financial statements.  As a result of the adoption of the accounting method for consolidation, the consolidated operating revenues were increased by $348,244 for the six months ended June 30, 2005 and the consolidated total assets were increased by$4,747,636 as of June 30, 2005.
4.DETAILS OF SIGNIFICANT ACCOUNTS
(1)Cash and cash equivalents
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(2)Marketable securities
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(3)Long-term investments
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Long-term investment as of June 30, 2004, was accounted for based on the financial statements audited by other independent auditors.

(4)Fixed assets
A) Cost and accumulated depreciation
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B) Certain fixed assets are pledged as security for bank loans.

C) No interest expense was capitalized for the six months ended June 30, 2005 and 2004.

D) Based on the resolution adopted at the directors’ meeting in April of 2005, the Company intends to sale the “Bao Shan” vessel to non-related party.  The vessel will be delivered in August of 2005.  As of June 30, 2005, the vessel’s book value of $611,632 and related deferred charges of $11,047 are shown in vessel held for sale.

(5)Long-term loans
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As of June 30, 2005 and 2004, the interest rates ranged from 1.08% to 4.56% and from 0.93% to 2.75%, respectively.

(6)Retirement plan
A) The Company has a retirement plan covering all regular employees, excluding seamen.  Under the plan, an employee earns 2 units for each year of service during the first fifteen years and 1 unit for each year of service thereafter, up to a maximum of 45 units.  Upon retirement, an employee is entitled to receive a lump sum payment equal to the units earned multiplied by the monthly compensation received during the last month of service.

B) As of June 30, 2005 and 2004, the balance of the independent retirement fund was $25,959 and $23,483, respectively.  Total pension expense for the six months ended June 30, 2005 and 2004 amounted to $1,937 and $1,935, respectively.
(7)Income tax
A) Analysis of income tax:
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For the six months ended


B) Deferred income tax consisted of the following:
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C) The major differences between financial income and taxable income for the six months ended June 30, 2005 were as follows:

a. Permanent differences: Unrealized investment gain of $912,253 and nontaxable income of $597.

b. Temporary differences: This represents the net change of deferred income tax mentioned above.
D) As of June 30, 2005, the Company’s income tax returns for the years through December 31, 2002 (except for 2000) have been assessed by the Tax Authority.

(8)Common stock
As of June 30, 2005, the Company’s authorized capital amounted to $5,000,000, consisted of 500 million common shares with par value of $10 (in dollars) per share.  Issued and outstanding shares amounted to $4,030,526.

(9)Capital reserve
A) The R.O.C. Company Law requires that capital reserve shall be used exclusively either to offset losses if legal reserve is insufficient for this purpose, or to increase capital.
B) The R.O.C. SFC requires that the capital reserve resulting from paid-in capital in excess of par value during the current year cannot be used to increase capital in the same year and the use of capital reserve to increase capital can be done only once a year.
(10)Retained earnings
LEGAL RECERVE

Under the R.O.C. Company Law, the Company is required to set aside a legal reserve equal to 10% of its annual net income (less losses of prior years, if any), before it declares any part of such net profits as dividends and bonuses, until the accumulated reserve equals the total capital stock.  This reserve shall be used exclusively to offset losses or, if the balance of the reserve exceeds 50% of paid-in capital, to increase capital not exceeding 50% of reserve balance.
SPECIAL RESERVE

In accordance with the R.O.C. SFC regulations, in addition to legal reserve and prior to distribution of earnings, the Company should set aside a special reserve in an amount equal to the net change in the reduction of the stockholders' equity as of the prior year from its annual net income and undistributed earnings of prior years, resulting from adjustments such as cumulative foreign currency translation adjustment and unrealized loss on long-term investments.  Such special reserve is not available for dividend distribution.  In the subsequent year(s), if the year-end balances of the cumulative foreign currency translation adjustment and unrealized loss on long-term investment no longer result in a reduction in stockholders' equity, the special reserve previously set aside will then be available for distribution as decided in the annual stockholders' meeting.
UNDISTRIBUTED EARNINGS
According to the Company's Articles of Incorporation, the Company's net income (less income taxes and prior year's losses, if any) is appropriated in the following order:
A) 10% for legal reserve.

B)  Special reserve.

C)  Appropriation of remaining income according to the decision of the Board of Directors and the meeting of stockholders, which include the minimum of 1% as employees' bonus and maximum of 5% as directors' and supervisors' bonus.
D) Under the Taiwan imputation tax system, any undistributed current earnings are subject to an additional 10% corporate income tax if the earnings are not distributed before a specific time.  This 10% additional tax on undistributed earnings paid by the Company can be used as tax credit by shareholders, including foreign shareholders, against the withholding tax on dividends.  In addition, the domestic individual shareholders can claim a proportionate share in the Company's corporate income tax as tax credit against its individual income tax liability effective 1999.  The information on these undistributed earnings and tax credit as of June 30, 2005 and 2004 is as follows:
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(11)Remittability of funds
The foreign investors of the Company can remit from Taiwan all dividends distributed, net of withholding taxes on such dividends.  In addition, the foreign investors can repatriate their invested capital.

(12)Earnings per share (shares in thousands)
[image: image15.wmf]Income before

Outstanding

Income before

income tax

Net income

common shares

income tax

Net income

 Income for

 the period

1,237,967

$

 

1,162,415

$

 

403,053

3.07

$     

 

2.88

$   

 

(in thousand shares)

 Six months ended June 30, 2005

Amount

Earnings per share (in dollars)


[image: image16.wmf]Income before

Outstanding

Income before

income tax

Net income

common shares

income tax

Net income

 Income for

 the period

771,794

$  

 

677,187

$  

 

403,053

1.91

$     

 

1.68

$   

 

(in thousand shares)

 Six months ended June 30,2004

Amount

Earnings per share (in dollars)


(13)Personnel, depreciation and amortization expenses
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5.RELATED PARTY TRANSACTIONS
(1)Names and relationshop of major related parties with significant transactions
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Name

Relationship with the Company

Universal Mariners S.A.(U.M.S.A)

Owned by relatives of a major shareholder

  of the Company

Oak Maritime (Liberia) Inc. (Oak)

Oak's chairman is a director of the Company

Oak Maritime (UK) Inc. (Oak UK)

Oak UK's chairman is a director of the Company

Lexus Investment Limited (Lexus)

Minority shareholder of a subsidiary which

  is 60% owned by NCI

Apex Shipping Company Limited (Apex)

Minority shareholder of a subsidiary which

  is 55% owned by NCI

Success Investment Limited (Success)

Minority shareholder of a subsidiary which

  is 55% owned by NCI

Bocimar Far East Holdings Limited

Minority shareholder of a subsidiary which

 (Bocimar F.E.)

  is 50% owned by NCI

Bocimar International N.V. (Bocimar)

Parent company of Bocimar F.E.

Euronav Luxembourg S.A. (Euronav)

Minority shareholder of a subsidiary which

  is 50% owned by NCI

Cicero Investment Limited (Cicero)

50% owned subsidiary of NCI

Wellborn Enterprises Inc. (Wellborn)

Wholly owned subsidiary of Cicero

Welluck Co., Ltd. (Welluck)

50% owned subsidiary of NCI

Meko Shipping Inc. (Meko)

Wholly owned subsidiary of Welluck

Winnington Limited (Winnington)

50% owned subsidiary of NCI

Peg Shipping Company Limited (Peg)

Wholly owned subsidiary of Winnington


(2)Major transactions with related parties
A) Charter revenue
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The terms of the charter to related parties are based on agreements between the related parties.

B) Receivables from related parties
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C) Other receivables - related parties

[image: image22.wmf]2005

2004

Oak

11,207

$   

 

7,502

$    

 

 

June 30,


Other receivables - related parties include amounts prepaid on behalf of related parties and agents, which have no fixed collection terms.

D) Other payables - related parties
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Other payables - related parties include advances from related parties and agency payable and have no fixed payment terms.

E) Advance collection
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F) Management Fee and Commission expenses
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The Company and its subsidiaries procure services from U.M.S.A. in the ordinary course of business.  Such services include chartering and certain administrative services rendered to the Company and its subsidiaries.

G) Technical Management Fee
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The Company and its subsidiaries procure services from U.M.S.A. in the ordinary course of business.  Such services include certain technical services rendered to the Company and its subsidiaries.

H) Supervision Fee
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The supervision fees for building of new vessels paid by the Company and its subsidiaries to U.M.S.A. were capitalized as vessel costs.

I) Service revenues:
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The revenues are generated from the contract the Company and its subsidiaries signed with U.M.S.A..

J) Loan to related party
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K) Loan from related party
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L) As of June 30, 2005, the Company and its subsidiaries provided guarantee to related parties as disclosed in Note 11 B.

6.PLEDGED ASSETS
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7.COMMITMENTS AND CONTINGENT LIABILITIES
(1) The Company and its subsidiaries had the following outstanding vessel charter agreements as of June 30, 2005:

[image: image33.wmf]Contract Company

Contract period

Taiwan Power Company

December, 2000 to November, 2008

Bocimar International N.V.

July, 2001 to July, 2005

Bocimar International N.V. (Note 1)

April, 2002 to April, 2007

Bocimar International N.V. (Note 1)

March, 2003 to March, 2008

Bocimar International N.V.

July, 2004 to June, 2006

Armada Bulk Carriers Ltd. (Note 1)

October, 2003 to October, 2006

AEP (Note 1)

August, 2003 to August, 2006

Kawasaki

December, 2004 to December, 2007

Hachiuma Steamship Co., Ltd.

October, 1996 to October, 2013

Hachiuma Steamship Co., Ltd.

July, 1997 to August, 2012

Kleimar N.V.

July, 2004 to July, 2005

CARGILL

December, 2004 to January, 2006

Euronav Luxembourg SA

August, 2002 to August, 2005

Euronav Luxembourg SA

May, 2005 to June, 2010

Note1 : with one to two years renewal option.


(2) The Company's subsidiaries have ship building agreements with China Shipbuilding Trading Co., Ltd., Shanghai Waigaoqiao Shipbuilding Co., Ltd. and China Shipbuilding Corporation.  Under these agreements, the total unpaid construction commitments amounted to US$138,941 million as of June 30, 2005.
8.SIGNIFICANT CATASTROPHE
None.

9.SUBSEQUENT EVENTS
As a supplement to the Company’s operating capital, Norley Corporation Inc., the Company’s wholly owned subsidiary, had decreased paid-in capital of US$ 25,000,000 to remit back to the Company.  The effective date was August 22, 2005 and the related registration had been completed already.
10.OTHERS
(1)Financial instrument
A) Non-derivative financial instruments:
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The methods adopted by the Company in evaluating the fair value of financial instruments are:

a. The carrying amounts of short-term financial instruments, which include cash and cash equivalents, accounts receivable, account receivable-related parties, other receivables, other receivables-related parties, income tax payable, accrued expenses, dividend payable, other payables, other payables-related parties and current portion of long-term liabilities, approximate the fair values as reported in the balance sheet due to their short maturates.
b. The fair value of marketable securities is based on the market value.
c. The fair value of long-term investment is based on net value of investee company.
d. The fair value of refundable deposits and other assets estimated using discounted future cash flow and the discount rate is based on time deposits.

e. The fair value of long-term loans is estimated using discounted future cash flow and the discount rate is based on the loan agreement.
f. The fair value of reserve for pension is based on the funded status.
B) Derivative financial instruments:

Interest rate swap transaction confirmation
The Company’s subsidiary entered into several interest rate swap transaction contracts with banks to reduce interest rate risk on the long-term loans.  Details are as follows:

a. Contract amount and credit risk:
The notional amount is US$ 100,000,000.  The credit risk is considered low as the bank has excellent credit standing.
b. Market risk:
Gain or loss generated from interest rate fluctuation will be hedged by the transaction and, therefore, it is expected that there is no material market risk.
c. Future cash flows:
It depends on the fluctuation of interest rate on each execution date.

d. Purpose of the transaction:
The subsidiary entered into the transaction for the purpose of hedging the interest rate fluctuation of long-term loans.
e. Accounting policy:
Please refer to Note 2.
f. Financial statement presentation:

Receivables (payables) are settled in net amount and presented in the subsidiary’s financial statement as other receivables or accrued expenses.  As of June 30, 2005, accrued expenses of the contract amounted to $9,343, and the interest expense was $14,271.

g. As of June 30, 2005 and 2004, the book value and fair value were as follows:
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h. Method and assumption of fair value estimation:
The fair value of the derivative financial instrument is the estimated settlement amount on the assumption that the contract is terminated on the balance sheet date.
(2)Elimination of intercompany transactions
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      stockholders' equity and

  Norley Corporation Inc., Heywood
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  Limited and their subsidiaries

B) Elimination of gain on disposal of

Sincere Navigation Corporation, Greatest
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      fixed assets

  South Shipping Co., Ltd. and

  Great Wall Shipping Limited

C) Elimination of fixed assets and

Sincere Navigation Corporation, Greatest

29,168

    

 

      deferred credit

  South Shipping Co., Ltd. and

  Great Wall Shipping Limited


(3) Financial statements reclassification
Certain accounts of the consolidated financial statements as of June 30, 2004 have been reclassified to conform with the presentation adopted in the consolidated financial statements as of June 30, 2005.

11.ADDITIONAL DISCLOSURES REQUIRED BY THE SECURITIES AND FUTURE
(1)Related information of significant transactions
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"
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"
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"
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"
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"
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"
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-
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-
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-

    

 

"
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-
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-

    

 

"
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-
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-

    

 

"
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-
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-

    

 

"
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-
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-
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"
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"
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Note 1:

Number 0 represents the Company

Number 1 to Number 15 represent the subsidiaries

Note 2:

In accordance with the financing procedures of the Company, for the business transaction purpose, maximum financing to each subsidiary and total financing is limited to 30% and 40% of the Company's

net value, respectively.  For short-term lending purpose, maximum financing to each subsidiary and total financing is limited to 30% and 40% of the Company's net value, respectively.

Note 3:

Number 1 represent the business transaction.

Number 2 represent the necessity of short-term lending.
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-
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B) Guarantee Information:
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-
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Navigation
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Note 1:

Number 0 represents the Company.

Number 1 represents the subsidiaries.

Note 2:

Number 3 means majority owned subsidiaries.

Note 3:

In accordance with the guarantee procedure of the Company, the Company's guarantee to others and total guarantee amount should not exceed twice and triple of the Company's net value, respectively.
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Sincere Navigation

Common

Norley Corporation Inc.

100% shares owned

Long-term

500

            

 

6,340,063
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6,340,063

$      
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Investment

Heywood Limited

〃
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40,000
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-

50,358

          

 

〃
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20,000

          

 

-

20,128

          

 

525,550

         

 

Norley

Common

Greatest South

100% shares owned

Long-term
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〃
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  〃
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〃

     

〃

        〃
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  〃
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〃

     

〃

        〃
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  〃
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Howells 

       

〃

     

〃

        〃

158

             

 

  〃

158

             

 

Shipping Inc.

(USD 5 thousand)

(USD 5 thousand)

Marketable securities

June 30, 2005

C) Marketalbe securities held by Company at June 30, 2005


[image: image44.wmf]Relationship with

General ledger

Name of investor

Types

Name

the issuers

accounts

Number of shares

Book value

Percentage

Market value

Norley Corporation

Common

Welluck Co., Ltd.

50% shares owned

Long-term
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   〃�
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〃

   

〃

   〃�
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55% shares owned

   

〃

275

          

 

32)

(            

 

55%

32)

(            

 

by NCI

(USD -1thousand)
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〃

500

125,120

       

 

100%

125,120

       

 

(Heywood)

Stock

Navigation Limited

by Heywood

(USD3,957

(USD3,957

thousand)

thousand)

Universal

   

〃

   

〃

   〃�

405,115

       

 

"

405,115

       

 

Navigation Inc.

(USD12,812

(USD12,812

thousand)

thousand)

Newton Navigation

   

〃

   

〃

   〃�

111,808

       

 

"

111,808

       

 

Limited

(USD3,536

(USD3,536

thousand)

thousand)

Clifford Navigation

   

〃

   

〃

   〃�

119,302

       

 

"

119,302

       

 

Corporation

(USD3,773

(USD3,773

thousand)

thousand)

Brighton

   

〃

   

〃

   〃�

89,390

        

 

"

89,390

        

 

Shipping Inc.

(USD2,827

(USD2,827

thousand)

thousand)

Rockwell

   

〃

   

〃

   〃�

95

            

 

"

95

            

 

Shipping Limited

(USD 3thousand)

(USD 3thousand)

Marketable securities

June 30, 2005


[image: image45.wmf]Relationship

General ledger

Name of investor

Types

Name

with the issuers

Accounts

Number of shares

Book value

Percentage

Market value

Heywood Limited

Commom

Maxson Shipping Inc.

100% shares owned

Lont-term

500

316

$           

 

100%

316

$           

 

Stock

by Heywood

Investment

(USD10 thousand)

(USD10 thousand)

Zenith Marine

   

〃

   

〃

   〃�

316

            

 

"

316

            

 

Company Limited

(USD10 thousand)

(USD10 thousand)

 

 

Honco Shipping

   

〃

   

〃

2

-

              

 

"

-

              

 

Limited

Century Shipping

   

〃

   

〃

50,000

8,474

          

 

"

8,474

          

 

Limited

(USD 268thousand)

(USD 268thousand)

Century

Commom

Haihu Maritime Service

100% shares owned

   

〃

-

            

 

8,569

          

 

"

8,569

          

 

Shipping Limited

Stock

(Shanghai) Co., Ltd.

by Century

(Renminbi 2,247

(Renminbi 2,247

(Century)

thousand)

thousand)

Valentine

Commom

Millennia Investment

100% shares owned

   

〃

500

387,092

        

 

"

387,092

        

 

Holdings Limited

Stock

Company Limited

by Valentine

(USD12,242

(USD12,242

(Valentine)

thousand)

thousand)

Gemini Investment

   

〃

   

〃

   〃�

281,956

        

 

"

281,956

        

 

Company Limited

(USD8,917

(USD8,917

thousand)

thousand)

Jetwall Co., Ltd

Commom

Everwin Maritime

100% shares owned

   

〃

   〃�

126

            

 

"

126

            

 

(Jetwall)

Stock

Limited

by Jetwall

(USD 4thousand)

(USD 4thousand)

Victory

Commom

Everprime Shipping 

100% shares owned

   

〃

   〃�

158

            

 

"

158

            

 

Navigation Inc.

Stock

Limited

by Victory

(USD 5thousand)

(USD 5thousand)

(Victory)

Marketable securities

June 30, 2005


[image: image46.wmf]Relationship

of the

Name

General

issuers

Name of

of the

ledger

with the

Gain or

investor

securities

accounts

Company

Number of shares

Amount

Number of shares

Amount

Number of shares

Sales price

Cost

loss

Number of shares

Amount

Sincere

THE

Short-term

-

4,255,772.797

  

 

60,000

$ 

 

2,835,532.05

40,000

$ 

 

7,091,304.847

100,116

$ 

 

100,000

$ 

 

116

$ 

 

-

          

 

-

$    

 

Navigation

FOREVER

investment

Corporation

FUND

〃

THE  RSIT

〃

-

-

            

 

-

       

 

9,316,126.27

100,116

 

 

9,316,126.27

100,597

  

 

100,116

  

 

481

  

 

-

          

 

-

     

 

ENHANCED

BOND

FUND

Norley

Bank of New

〃

-

3,415,000

      

 

108,290

 

 

26,200,000

828,444

 

 

29,615,000

936,734

  

 

936,734

  

 

-

    

 

-

          

 

-

     

 

Corporation

York - Hamilton

Inc. (NCI)

Funds

Ending balance

D) Marketalbe securities acquired or sold during 2005 in excess $100,000 or over 20% of capital:

Beginning balance

Additions

Disposals


[image: image47.wmf] 

The bases or

The Company

Relationship

Original owner who

Relationship of the

Date of the

reference used

or investee

Name of the

Date of

Transaction

Status of

Counter

with the 

sold the property to

original owner with

original

in deciding 

Purpose of 

Other

companies

properties

transaction

amount

payment

Party

Company

the counter party

the Company

transaction

Amount

the price

Acquisition

commitments

Seven Seas

Fixed assets-

2005.5.10

2,055,300

$   

 

Paid

Daewoo

    

－

    

－

    

－

　

  

－

-

$          

 

Shipbuilding

To increase

  

－

Shipping Ltd.

V.K. Eddie

(USD 65,000

Shipbuilding

contract

operating

 

thousand)

& Marine

 

territory

 

Engineering

Co., Ltd.

E) Acquired long-term equity investment or real estate in excess of $100,000 or over 20% of capital:

If counter party is a related party, disclose the following


[image: image48.wmf]G) Purchase, sales transaction in the year 2005 over $100,000 or in excess of 20% of capital:

Relationship

Transaction

Compare with

Name of investor

Counter Party

with the Company

type

Amount

percentage

Price

Payment term

third parties

Amount

percentage

Confidence

Euronav

Majority shareholder

Charter

USD 7,980

100%

The same as

-

No major

-

-

 Navigation Limited

 Luxembourg SA

of a subsidiary which is

revenue

thousand

third parties

difference

50% owned by NCI

 

 

Purchase or sales

Transaction condition

Account receivable (payable)


[image: image49.wmf]Subsequent

Bad debt

The Company or

Name of the

Relationship with

Balance of receivable

Turnover

Action adopted for

amount

allowance

investee companies

counter party

the counter party

from related parties

rate

Amount

overdue accounts

received

provided

Norley Corporation Inc.

Confidence 

100% shares owned

321,670

$        

 

-

      

 

-

$    

 

-

              

 

-

                 

 

-

$     

 

(NCI)

Navigation

by NCI

(USD 10,173

Limited

thousand)

Howells Shipping

      

〃

160,155

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

Inc.

(USD 5,065

thousand)

Greatest South

      

〃

272,659

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

Shipping Co., Ltd.

(USD 8,623

thousand)

Kingswood Co., Ltd.

50% shares owned

192,439

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

by NCI

(USD 6,086

thousand)

Heywood Limited

Affiliate company

221,340

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

(USD 7,000

thousand)

Golden East

Norley Corporation

100% shares owned

164,645

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

Shipping Co., Ltd.

Inc. (NCI)

by NCI

(USD 5,207

thousand)

Kingswood Co., Ltd.

Seven Seas

100% shares owned

450,364

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

(Kingswood)

Shipping Ltd.

by Kingswood

(USD 14,243

thousand)

Cicero Investment

Wellborn

100% shares owned

227,759

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

Limited (Cicero)

Enterprises Inc.

by Cicero

(USD 7,203

thousand)

Winnington Limited

Peg Shipping

100% shares owned

141,721

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

(Winnington)

Company Limited

by Winnington

(USD 4,482

thousand)

Jetwall Co., Ltd.

Everwin

100% shares owned

122,148

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

(Jetwall)

Maritime Limited

by Jetwall

(USD 3,863

thousand)

Victory

Everprime

100% shares owned

127,587

         

 

-

      

 

-

     

 

-

              

 

-

                 

 

-

      

 

Navigation Inc.

Shipping Limited

by Victory

(USD 4,035

(Victory)

thousand)

Overdue receivable

H) Financial amount as of June 30, 2005 over $100,000 or in excess of 20% of capital:


[image: image50.wmf]Balance of

Subsequent

Bad debt

The Company or

Name of the

Relationship with

receivable from

Turnover

Action adopted for

amount

allowance

investee companies

counter party

the counter party

related party

rate

Amount

overdue accounts

received

provided

Heywood Limited

Great Wall

100% shares owned

493,493

$   

 

-

      

 

-

$    

 

-

              

 

-

               

 

-

$     

 

Navigation

by Heywood

(USD 15,607

Corporation

thousand)

Newton

"

139,318

    

 

-

      

 

-

     

 

-

              

 

-

               

 

-

      

 

Navigation

(USD 4,406

Limited

thousand)

Clifford

"

125,120

    

 

-

      

 

-

     

 

-

              

 

-

               

 

-

      

 

Navigation

(USD 3,957

Corporation

thousand)

Brighton Shipping

"

172,108

    

 

-

      

 

-

     

 

-

              

 

-

               

 

-

      

 

Inc.

(USD 5,443

thousand)

Rockwell shipping

"

355,820

    

 

-

      

 

-

     

 

-

              

 

-

               

 

-

      

 

Limited

(USD 11,253

thousand)

Universal

Heywood Limited

Parent company

404,420

    

 

-

      

 

-

     

 

-

              

 

-

               

 

-

      

 

Navigation Inc.

of Universal

(USD 12,790

(Universal)

thousand)

I) Transaction of derivative financial instruments:

    Please see note 10.

Overdue receivable


(2)Disclosure information of investee company
[image: image51.wmf]Income (loss)

of the

Investment

Name of

Name of

Main

Ending of

Ending of

Number

investee

Investor

Investee

Address

activities

this year

last year

of share

Rate

Book value

Company

Income

Sincere

Norley Corporation

80 Board Street, City of

Investments

USD 60,000

USD 69,011

500

       

 

100%

6,340,063

$       

 

746,924

$       

 

746,924

$      

 

Navigation

Inc.

Nonrovia,Republic of Liberia

Holdings

thousand

thousand

(USD200,508

Corporation

thousand)

Heywood Limited

Trust Company Complex,Ajeltake

"

USD 22,626

USD 22,626

500

       

 

100%

1,563,277

         

 

165,329

         

 

165,329

        

 

Road,Ajeltake Island, Majuro,

thousand

thousand

(USD49,440

Marshall Islands MH96960

thousand)

Norley

Valentine 

80 Board Street, City of

"

USD 6

USD 6

300

       

 

60%

USD13,313

USD1,234

-

Corporation Inc.

Holdings Limited

Nonrovia,Republic of Liberia

thousand

thousand

thousand

thousand

Golden East

"

Shipping

USD 10

USD 10

500

       

 

100%

USD19,085

USD8,318

-

Shipping Ltd.

chartering

thousand

thousand

thousand

thousand

Greatest East

"

"

"

"

"

"

USD 1,159

USD 183

-

Shipping Co.,Ltd.

thousand

thousand

Greatest South

"

"

"

"

"

"

USD23,205

USD7,494

-

Shipping Co.,Ltd.

thousand

thousand

Confidence

Trust Company Complex, Ajeltake

"

"

"

"

"

USD22,263

USD4,379

-

Navigation

Rood, Ajeltake Island, Majuro,

thousand

thousand

Limited

Marshall Islands MH96960

Seven Seas

"

"

-

"

-

-

USD 0

USD 0

-

Shipping Ltd.

thousand

thousand

Howells

"

Holding in

USD 10

"

500

       

 

100%

USD 5

(USD 2

-

Shipping Inc.

Shipbuilding

thousand

thousand

thousand)

contract

Cicero Investment

80 Board Street, City of

Investments

USD 5

USD 5

250

       

 

50%

USD4,836

USD289

-

Limited

Nonrovia,Republic of Liberia

Holdings

thousand

thousand

thousand

thousand

Welluck Co., Ltd.

Trust Company Complex, Ajeltake

"

"

"

"

"

USD3,838

USD467

-

Rood, Ajeltake Island, Majuro,

thousand

thousand

Marshall Islands MH96960

Winnington

"

"

"

"

"

"

USD2,850

USD569

-

Limited

thousand

thousand

Jetwall Co., Ltd.

"

"

USD 6

USD 6

275

55%

(USD 1

(USD 1

-

thousand

thousand

thousand)

thousand)

Original Investment amount

Held by the Company


[image: image52.wmf]Income (loss)

of the 

Name of

Name of

Main

Ending of

Ending of

Number

investee

Investment

Investor

Investee

Address

activities

this year

last year

of share

Rate

Book value

Company

Income

Norley

Victory

Trust Company Complex,Ajeltake

Investments

USD 6

USD 6

275

55%

USD 0

(USD 1

-

                 

 

Corporation Inc.

Navigation Inc.

 Road,Ajeltake Island,Majuro, 

Holdings

thousand

thousand

thousand

thousand)

 Marshall Islands MH96960

Kingswood

"

"

USD 5

-

250

50%

USD 490

USD 485

-

                 

 

Co., Ltd.

thousand

thousand

thousand

Valentine 

Millennia 

R.R.E. Commercial Center,

Shipping

USD 10

USD 10

500

100%

USD 12,242

USD 1,359

-

                 

 

Holdings Limited

Investment

Delap Wing Suite 208, P.O.

chartering

thousand

thousand

thousand

thousand

Company Limited

Box Majuro Marshall Islands 

MH96960

Gemini Investment

"

"

"

"

"

"

USD 8,917

USD 679

-

                 

 

Company Limited

thousand

thousand

Cicero Investment

Wellborn 

80 Board Street, City of 

"

"

"

"

"

USD 9,912

USD 560

-

                 

 

Limited

Enterprises Inc.

Monrovia, Republic of Liberia

thousand

thousand

Welluck Co. Ltd.

 

Meko Shipping Inc.

"

"

"

"

"

"

USD 7,654

USD 905

-

                 

 

thousand

thousand

Winnington 

Peg Shipping

"

"

"

"

"

"

USD 5,685

USD 1,110

-

                 

 

Limited

Company Limited

thousand

thousand

Kingswood

Seven Seas

Trust Company Complex,Ajeltake

"

"

-

"

"

USD 961

USD 957

-

                 

 

Co., Ltd.

Shipping Ltd.

 Road,Ajeltake Island,Majuro, 

thousand

thousand

 Marshall Islands MH96960

Jetwall Co., Ltd.

Everwin Maritime

"

Holding on

"

USD 10

"

"

USD 4

(USD 1

-

                 

 

Limited

Shipbuilding

thousand

thousand

thousand)

contract

Victory

Everprime

"

"

"

"

"

"

USD 5

(USD 1

-

                 

 

Navigation Inc.

Shipping Limited

thousand

thousand)

Heywood Limited

Great Wall

"

Shipping

"

"

"

"

USD 3,957

USD 536

-

                 

 

Navigation Limited

chartering

thousand

thousand

Universal

"

"

"

"

"

"

USD 12,812

(USD 2

-

                 

 

Navigation Limited

thousand

thousand)

Newton Navigation

"

"

"

"

"

"

USD 3,536

USD 1,046

-

                 

 

Limited

thousand

thousand

Original Investment Amount

Held by the Company


[image: image53.wmf]Income (loss)

of the

Name of

Name of

Main

Ending of

Ending of

Number

investee

Investment

Investor

Investee

Address

activities

this year

last year

of share

Rate

Book value

Company

Income

Heywood Limited

Clifford Navigation

Trust Company Complex,Ajeltake

Shipping

USD 10

USD 10

500

100%

USD 3,773

USD 1,011

-

                 

 

Corporation

 Road,Ajeltake Island,Majuro, 

chartering

thousand

thousand

thousand

thousand

 Marshall Islands MH96960

Brighton

"

"

"

"

"

"

USD 2,827

USD 2,755

-

                 

 

Shipping Inc.

thousand

thousand

Rockwell

"

Holding on

"

"

"

"

USD 3

(USD 2

-

                 

 

Shipping Limited

Shipbuilding

thousand

thousand)

contract

Maxson Shipping Inc.

"

Investments

"

-

"

"

USD 10

-

-

                 

 

Holdings

thousand

Zenith Marine

"

"

"

-

"

"

USD 10

-

-

                 

 

Company Limited

thousand

Honco Shipping

2301, China Resources Building,

"

-

-

2

"

-

-

-

                 

 

Limited

26 Harbour Road, Wanchai,

Hong Kong

Century Shipping

Trust Company Complex,Ajeltake

Maritime

USD 500

-

50,000

"

USD 268

(USD 78

-

                 

 

Limited

 Road,Ajeltake Island,Majuro, 

service

thousand

thousand

thousand)

 Marshall Islands MH96960

Century Shipping

Hihu Maritime Service

Room 1906, China Merchants Tower,

"

USD 500

-

-

"

Renminbi 2,247

(Renminbi 645

-

                 

 

Limited

(Shanghai) Co., Ltd.

161 Lu Jia Zui Road(E), Pudong, Shanghai

thousand

thousand

thousand)

Original Investment Amount

Held by the Company


(3)Disclosure of information on indirect investments in Mainland China
[image: image54.wmf]Beginning

Ending

Name of

Investment

investment

investment

Shares held by

Investment

investee in

Main activities

amount

balance

balance

the Company

Incestment

amount as of 

Accumulated

Mainland China

of investee

and method

from Taiwan

Payment

Remittance

from Taiwan

(Direct and indirect)

loss (Note 2)

June 30, 2005

remittance

Haihu Maritime

Maritime

USD 500

Note 1

15,810

$        

 

-

$             

 

-

                 

 

15,810

$        

 

100%

2,466)

($                    

 

8,569

$                     

 

-

                   

 

Service (Shanghai)

Service

thousand

(USD500

(USD500

(Renminbi-645

(Renminbi 2,247

Co., Ltd.

thousand)

thousand)

thousand)

thousand)

Capital

Investment amount


[image: image55.wmf]Accumulated investment

balance from Taiwan to

The ceiling amount of

Mainland China

Amount approved by MOEA

investment in Mainland Chian

15,810

$                                

 

94,860

$                                    

 

2,679,957

$                                 

 

 (USD 500 thousand)

 (USD 3,000 thousand)

Note 1: Investment in Mainland China was made through investee located in third country.

Note 2: The basis of investment loss recognition is based on the financial statements of the investee company which was not audited by independent accountants as of and for the six months ended June 30, 2005.


(4)Significant related party transactions and balances due from (to) related parties
[image: image56.wmf]Ratio of the accumulated revenue

to the total consolidated revenue

The Company or

Relationship with 

or the ratio of the ending balance

Number

 investee company

Beneficiary company

the company

Account

Amount

Terms of transactions

to the total consolidated assets

(Note 1)

(Note 2)

(Note 3)

0

Sincere Navigation

Wellborn Enterprises Inc.

1

Guarantees

317,247

$             

 

As the company's policy

1.61%

Corporation

(USD10,033 thousand)

Golden East Shipping Co., Ltd.

�

�

631,527

              

 

�

3.21%

(USD19,972 thousand)

Confidence Navigation Limited

�

�

1,300,188

            

 

�

6.62%

(USD41,119 thousand)

Brighton Shipping Inc.

�

�

873,912

              

 

�

4.45%

(USD27,638 thousand)

Rockwell Shipping Limited

�

�

772,034

              

 

�

3.93%

USD24,416 thousand)

Seven Seas Shipping Ltd.

�

�

1,644,240

            

 

�

8.37%

(USD52,000 thousand)

Howells Shipping Inc.

�

�

1,420,054

            

 

�

7.23%

(USD44,910 thousand)

1

Norley Corporation Inc.

Gemini Investment Company Limited

3

�

169,549

              

 

�

0.86%

(JPY592,000 thousand)

Millennia  Investment Company Limited

�

�

192,747

              

 

�

0.98%

(JPY673,000 thousand)

Peg Shipping Company Limited

�

�

738,169

              

 

�

3.76%

(USD23,345 thousand)

Meko Shipping Inc.

�

�

686,786

              

 

�

3.49%

(USD 21,720 thousand)

Clifford Navigation Corporation

�

�

764,414

              

 

�

3.89%

(USD 24,175 thousand)

Newton Navigation Limited

�

�

764,414

              

 

�

3.89%

(USD 24,175 thousand)

Greatest South Shipping Co., Ltd.

�

Financing

272,659

              

 

�

1.39%

(USD 8,623 thousand)

Confidence Navigation Limited

�

�

321,670

              

 

�

1.64%

(USD10,173 thousand)

Cicero Investment Limited

�

�

97,896

               

 

�

0.50%

(USD 3,096 thousand)

Conditions of transaction


[image: image57.wmf]Ratio of the accumulated revenue

to the total consolidated revenue

The Company or

Relationship with 

or the ratio of the ending balance

Number

 investee company

Beneficiary company

the company

Account

Amount

Terms of transactions

to the total consolidated assets

(Note 1)

(Note 2)

(Note 3)

1

Norley Corporation Inc.

Winnington Limited

3

Financing

39,651

$             

 

As the company's policy

0.20%

(USD1,254 thousand)

Howells Shipping Inc.

�

�

160,155

             

 

�

0.81%

(USD5,065 thousand)

Jetwall Co., Ltd.

�

�

68,647

              

 

�

0.35%

(USD2,171 thousand)

Victory Navigation Inc.

�

�

71,556

              

 

�

0.36%

(USD2,263 thousand)

Kingswood Co., Ltd.

�

�

192,439

             

 

�

0.98%

(USD6,086 thousand)

Heywood Limited

�

�

221,340

             

 

�

1.13%

(USD7,000 thousand)

2

Greatest East

Norley Corporation Inc.

�

�

30,450

              

 

�

0.15%

Shipping Co., Ltd.

(USD 963 thousand)

3

Golden East

Norley Corporation Inc.

�

�

164,645

             

 

�

0.84%

Shipping Co., Ltd.

(USD5,207 thousand)

4

Valentine Holdings 

Norley Corporation Inc.

�

�

54,829

              

 

�

0.28%

Limited

(USD1,734 thousand)

Gemini Investment Company Limited

�

�

64,821

              

 

�

0.33%

(USD2,050 thousand)

5

Cicero Investment

Wellborn Enterprises Inc.

�

�

227,759

             

 

�

1.16%

Limited

(USD7,203 thousand)

6

Welluck Co., Ltd.

Meko Shipping Inc.

�

�

92,678

              

 

�

0.47%

(USD2,931 thousand)

7

Winnington Limited

Peg Shipping Company Limited

�

�

141,721

             

 

�

0.72%

(USD4,482 thousand)

8

Jetwall Co., Ltd.

Everwin Maritime Limited

�

�

122,148

             

 

�

0.62%

(USD3,863 thousand)

9

Victory Navigation Inc.

Everprime Shipping Limited

�

�

127,587

             

 

�

0.65%

(USD4,035 thousand)

10

Millennia Investment

Valentine Holding Limited

�

�

48,948

              

 

�

0.25%

Company Limited

(USD1,548 thousand)

Conditions of transaction


[image: image58.wmf]Ratio of the accumulated revenue

to the total consolidated revenue

The Company or

Relationship with 

or the ratio of the ending balance

Number

 investee company

Beneficiary company

the company

Account

Amount

Terms of transactions

to the total consolidated assets

(Note 1)

(Note 2)

(Note 3)

11

Kingswood Co., Ltd.

Seven Seas Shipping Ltd.

3

Financing

450,364

$             

 

As the company's policy

2.29%

(USD14,243 thousand)

12

Heywood Limited

Great Wall Navigation Limited

�

�

493,493

              

 

�

2.51%

(USD15,607 thousand)

Newton Navigation Limited

�

�

139,318

              

 

�

0.71%

(USD4,406 thousand)

Clifford Navigation Corporation

�

�

125,120

              

 

�

0.64%

(USD3,957 thousand)

Brighton Shipping Inc.

�

�

172,108

              

 

�

0.88%

(USD 5,443 thousand)

Rockwell Shipping Limited

�

�

355,820

              

 

�

1.81%

(USD11,253 thousand)

13

Universal

Heywood Limited

�

�

404,420

              

 

�

2.06%

Navigation Inc.

(USD12,790 thousand)

    The transactions between parent company and affiliated companies under 0.1% of consolidated assets or revenues are not disclosed.

Note 1:

Number 0 represents the Company

Number 1 to Number 13 represent the subsidiaries

Note 2:

Number 1 represent the Company toward the subsidiaries

Number 2 represent the subsidiaries toward the Company

Number 3 represent the subsidiaries toward the subsidiaries

Note 3:

Ratios of transactions involved with balance sheet's accounts are calculated using consolidated assets;

Ratios of transactions involved with income statement's accounts are calculated using consolidated revenues

Conditions of transaction


12.SEGMENT INFORMATION
Not applicable.
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