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FORWARD-LOOKING STATEMENTS

Certain information contained in this annual report, which does not
relate to historical financial information may be deemed to constitute
forward-looking statements. The words or phrases "will likely result", "are
expected to", "will continue", "is anticipated", "estimate", "project",
"believe" or similar expressions are intended to identify "forward-looking
statements" within the meaning of Section 27A of the Securities Act of 1933, as
amended, or the Securities Act, and Section 21E of the Securities and Exchange
Act of 1934, as amended, or the Exchange Act. Such statements are subject to
certain risks and uncertainties that could cause actual results to differ
materially from historical results and those presently anticipated or projected.
We wish to caution readers not to place undue reliance on any such
forward-looking statements, which speak only as of the date made. Among the
factors that could cause our actual results in the future to differ materially
from any opinions or statements expressed with respect to future periods include
adverse effects on the economy in the Pearl River Delta region, increased
competition from other means of transportation, the unknown impact of the recent
outbreak of Severe Acute Respiratory Syndrome, or SARS, in Hong Kong and China,
and foreign currency fluctuations.

When considering such forward-looking statements, you should keep in
mind the factors described in "Item 3. Key Information--Risk Factors" and other
cautionary statements appearing in "Item 5. Operating and Financial Review and
Prospects" of this annual report. Such risk factors and statements describe
circumstances which could cause actual results to differ materially from those
contained in any forward-looking statement.

CERTAIN TERMS AND CONVENTIONS

Translations of amounts in this annual report from renminbi into U.S.
dollars and vice versa have been made at the rate of RMB8.2800 to USS$1.00, which
was the noon buying rate in the New York City for cable transfers in renminbi
per U.S. dollar as certified for customs purposes by the Federal Reserve Bank of
New York on December 31, 2002. You should not construe these translations as
representations that the renminbi amounts actually represent U.S. dollar amounts
or could be converted into U.S. dollars at that rate or at all. See "Item 3. Key
Information--Exchange Rate Information" for information regarding the noon
buying rates from January 1, 1998 through June 20, 2003.

We publish our consolidated financial statements in renminbi.

Various amounts and percentages set out in this document have been
rounded and, accordingly, are not the exact figures and may not total.

Unless the context otherwise requires or otherwise specified:
o "China" or "PRC" means the People's Republic of China.

o "Guangshen Railway", "Company", "we", "our" and "us" means Guangshen
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Railway Company Limited, a joint stock limited company incorporated
in China with limited liability.

o "Parent Company" means Guangzhou Railway (Group) Company, our
parent company.

o "Pearl River Delta" means the area in and adjacent to the southern
part of Guangdong Province, PRC, surrounding the mouth of the Pearl
River and its lower reaches, including the Hong Kong Special
Administrative Region and Macau; and

o "restructuring" means the restructuring in which we succeeded to the
railroad and certain other businesses of our predecessor company and
certain of its subsidiaries, and certain assets and liabilities of
our Parent Company and certain of its subsidiaries and associated
companies.

o "ton" means metric ton and is approximately 2,205 pounds in weight.

PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
ITEM 3. KEY INFORMATION
SELECTED FINANCIAL DATA

HISTORICAL FINANCIAL INFORMATION OF THE COMPANY

The following tables present our selected consolidated financial
information as of December 31, 1998, 1999, 2000, 2001 and 2002 and for the years
then ended, which were extracted from the following financial statements:

Our consolidated balance sheets as of December 31, 2001 and 2002, and
our consolidated statements of income, changes in equity and cash flows for each
of the years ended December 31, 2000, 2001 and 2002, prepared in accordance with
International Financial Reporting Standards, or "IFRS", are derived from our
audited consolidated financial statements, included elsewhere in this annual
report. Our consolidated balance sheets as of December 31, 1998, 1999 and 2000,
and our consolidated statements of income, changes in equity and cash flows for
each of the years ended December 31, 1998 and 1999 are derived from our audited
consolidated financial statements and are not included in this annual report.

The selected income statement data, cash flow statement data and other
data for the years ended December 31, 2000, 2001 and 2002, and the selected
balance sheet data as of December 31, 2001 and 2002 should be read in
conjunction with "Item 5. Operating and Financial Review and Prospects", and are
qualified by reference to our audited consolidated financial statements included
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elsewhere in this annual report.

INCOME STATEMENT DATA:
Revenues from railroad businesses
— PASSENTECT 4 i it ettt
- freight..... ... i i

Subtotal......iiii it e e
Revenues from other businesses........

Total XeVeNUES. ..ttt ittt ennn
Railroad operating expenses...........
Other businesses operating expenses...

Profit from operations................
Net profit.... ...,
Earnings per share.........ciivvieo..
Dividends declared per share..........
Earnings per ADS. ...ttt iiinnnnneen.

BALANCE SHEET DATA (AT PERIOD END) :
Working capital (excluding due from and
due to Parent Company) ..............
Due from Parent COmMPaNy........eeeeo..
Fixed assets...viiiiiii i,
Leasehold land payments...............
Total a@ssetsS. ittt

Share capital, issued and outstanding,
RMB1.00 per value,
domestic shares - 2,904,250,000..
H shares - 1,431,300,000.........

CASH FLOW STATEMENT DATA:
Net cash provided by operating
activities. ...ttt e e e
Net cash provided by (used in)

YEAR ENDED DECEMBER 31,

(IN THOUSANDS EXCEPT FOR PER SHARE DA

1,237,289 1,426,010
549,694 567,276
1,786,983 1,993,286
193,415 160, 306
1,980,398 2,153,592
(1,297,464) (1,460,629)
(163,529) (138,852)
519,405 554,111
492,089 533,495
0.11 0.12
0.12 0.10
5.68 6.15

YEAR ENDED DECEMBER 31,

(IN THOUSANDS EXCEPT FOR PER SHARE DA

1998 1999
RMB RMB
1,070,411 1,114,046
681,945 537,970
1,752,356 1,652,016
190,231 166,800
1,942,587 1,818,816
(1,144,277) (1,189,641)
(165,336) (151,255)
632,974 477,920
642,175 529,674

0.15 0.12
0.12 0.10
7.41 6.11
1998 1999
RMB RMB
1,951,542 1,772,772
9,666 48,485
6,877,355 6,757,336
726,019 710, 625
10,738,335 10,970,496
9,952,741 10,048,860
2,904,250 2,904,250
1,431,300 1,431,300
855,001 656,802
(468,359) (61,791)

1,463,073 1,581,054
80,604 29,499
7,074,907 7,031,040
695,231 673,746

10,917,564
10,020,683

10,997,216
10,120,623

2,904,250 2,904,250
1,431,300 1,431,300
729,189 886,016
(458,087) (430,425)

5
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investing activities............ ... ...

Net cash provided by (used in) (630,821
financing activities..................
Capital expenditures............c...... 599,114
Dividends paid.......ccuiiiiieinnnnn. 520,266
OTHER DATA:
Railroad transportation operating income 608,079
Other businesses operating income..... 24,895
US GAAP DATA
- Operating income.................. 632,974
— Net dncome. .....iii it nnnnnnn 683,334
- Earnings per share................ 0.16
— Earnings per ADS. .. .. iiieeeeennn 7.88
— BQUIty ..ttt e e 8,801,001
— Fixed assets. ...ttt 5,522,366
(1) Translation of amounts from renminbi, or RMB,

buying rate on December 31, 2002 of

date.

EXCHANGE RATE INFORMATION

Us$1.00 =

In this report, references to "renminbi" or

lawful currency of the PRC, references to

"Uss" or "U.S.

)

(384,474)

449,130
433,555

462,375
15,545

477,920
570,833
0.13

6.58
8,938,279
5,450,769

(520,453)

564,759
520,266

489,519
29,886

519,405
533,248
0.12

6.15
8,951,259
5,816,762

(420,137)

9,
S,

into United States dollars,
or USS$, for the convenience of the reader has been made at the noon

RMB8.2800. No
representation is made that the RMB amounts could have been, or could be
converted into US$ at that rate on December 31,

"RMB" are to

dollars"

2002 or on any other

renminbi, the
are to United

’

States dollars, and references to "HKS$" are to Hong Kong dollars in New York for
cable transfers payable in foreign currencies as certified for customs purposes
by the Federal Reserve Bank of New York. We maintain our books and records in
renminbi. On June 24, 2003, the noon buying rate for renminbi was US$1.00=RMB

8.2774.

The following table sets forth certain information concerning exchange
rates between the renminbi and the U.S. dollar for the periods indicated:

PERIOD

January 2003 . .. ittt ittt e e e e e
February 2003 . ...ttt ittt
March 2003. ...ttt i,

AVERAGE (1)

O 00 O O 0O O O 0 00 O 0 00

.2968
.2784
.2784
L2770
L2766
L2777
L2774
.2780
L2773
L2771
L2769
L2770

551,508
419,957

532,657
21,454

554,111
574,654
0.13
6.63
092,358
821,317

NOON BUYING RATE

H

IGH

O 0O O O 0 GO O 0 0 O 0

.3180
.2800
L2799
.2786
.2800
.2800
.2800
.2800
L2775
L2774
L2771
L2774

o ©

(3

o

o N
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(1) Determined by averaging the rates on the last business day of each
month during the respective period.

RISK FACTORS

Guangshen Railway is subject to various changing competitive, economic,

political and
certain risks,

o

social conditions in China. These changing conditions entail
which are described below.

PRC government regulation has a significant impact on our
business. The price of railway transportation in particular has a
substantial impact on our income. Current governmental regulation
of railway transportation pricing may limit our flexibility to
respond to market conditions, competition or changes in our cost
levels.

Keen competition from other forms of transportation may affect our
profitability and growth. The railroad transportation sector,
particularly the passenger transportation business, faces
increasing competition from other means of surface, air and water
transportation. We face significant competition from bus services
operating in the Pearl River Delta.

Our business is to a certain degree dependent on the provision by
our Parent Company, Guangzhou Railway (Group) Company, and its
subsidiaries of services for which currently we have limited
alternative sources of supply. The interests of our Parent Company
and its subsidiaries as providers of these services to us may
conflict with our interests.

The current and continuing global economic slowdown may cause a
decline in China's and Guangdong Province's export of goods,
thereby reducing the volume of freight transported via our rail
line. Although neither exports from China nor Guangdong decreased
in 2002, if the current global economic situation continues to
deteriorate, exports from China and specifically Guangdong
Province may decrease which could adversely affect our freight
transportation and railroad transportation revenue.

The Pearl River Delta and Hong Kong were among the areas most
seriously affected by the recent outbreak of SARS in Asia. We have
already experienced a decrease in passenger traffic on our routes.
The number of passengers traveling on our trains from January to
May 2003 decreased 11.7% from the same period in 2002. Our
operating results and financial condition could be materially
adversely affected by the SARS epidemic if our passenger volumes
do not recover sufficiently in the near future.

China's entry into the World Trade Organization, or the WTO, may
increase competition for our businesses. After China's accession
to the WTO in December 2001, the policy advantages Shenzhen
currently enjoys due to its status as a special economic zone may
be phased out, and the high economic growth rate may not be
sustained in the long run. Other coastal regions and ports in
China may develop at a faster pace and become competitive, and
part of the freight
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currently transferred through ports in Hong Kong and Shenzhen may
be shipped through other ports in China, which will adversely
affect our railway freight business. In addition, as the PRC
government lifts its restrictions and control over foreign
investments in China, such as allowing foreign participation
railway operations, the monopoly status we currently enjoy in our
service territory may be challenged and increasing competition may
adversely affect our revenues and results of operations.

As a company located in the Shenzhen Special Economic Zone, we
enjoy a preferential income tax rate of 15%, rather than the 33%
income tax rate generally applicable to other domestic companies.
Any increase in this preferential income tax rate could have an
adverse effect on our operating results.

Continued adjustments in the PRC industrial structure and
international trading policies may adversely affect our freight
transport revenues. With the expected upgrading in the PRC
industrial structure, we anticipate that transportation needs for
high technology products will grow. Because a large portion of
these compact items may be shipped by the developed road, air or
water transport systems in the Pearl River Delta region, increases
in such high-value (therefore high unit shipping revenue) products
per se may not result in improvements in our freight transport
revenues. In addition, with the adjustments by the government of
its import-export policies from time to time, our port-related
freight transportation volumes may also suffer.

Our operations and financial results may be affected by operating
hazards and natural disasters resulting in losses for which we
have limited insurance. Consistent with relevant PRC regulations
and customary practices of railway companies in China, we do not
maintain any insurance coverage against third party liabilities.
In addition, we do not maintain insurance coverage for most of our
property, for business interruption or for environmental damage
arising from accidents relating to our operations. As a result, we
may suffer financial and other consequences of any such losses,
damages or liabilities without the benefit of any payments from
any insurance coverage.

We are also subject to a number of risks relating to the PRC,
including the following:

- Most of our assets are located in China and most of our
revenue is primarily derived from our operations in China.
Accordingly, our financial position and operating results are
subject to the political, economic and legal developments in
China. We currently expect that the PRC government will
continue with economic reform policies, which since the 1970s
have emphasized autonomous enterprises and the utilization of
market mechanisms. Although we believe these reforms will
have a positive effect on our development, we cannot predict
whether certain changes to China's political, economic,
social conditions, laws and
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regulations and policies will have any adverse effect on our
current or future business or results of operation.

- We receive most of our revenues in renminbi, but we may need
to make dividend payments and equipment purchase and lease
payments in foreign currencies. Accordingly, if our foreign
currency deposits are insufficient to pay all dividends and
operating expenses we may need to convert renminbi into
relevant foreign currencies at the applicable exchange rates
set by the People's Bank of China. We do not enter into any
currency hedging transactions with respect to our foreign
currency exposure. Any future devaluation of the renminbi
against the U.S. dollar will increase the effective cost of
foreign equipment and the amount of our foreign currency
expenses and have an adverse effect on the U.S. dollar
equivalent and Hong Kong dollar equivalent of our net income.
In addition, the existing foreign exchange limitations under
PRC law could affect our ability to obtain foreign exchange
through debt financing, or to obtain foreign exchange for
capital expenditures or for distribution of dividends on our
H shares.

- Because PRC laws and regulations dealing with economic
matters are relatively new and still evolving, and because of
the limited volume of published judicial interpretations and
the non-binding nature of prior court decisions, the
interpretation and enforcement of these law and regulations
involve some uncertainty. In addition, because the PRC
Company Law is different in certain important aspects from
company laws in the Hong Kong Special Administrative Region,
United States and other common law countries and regions and
because the PRC securities laws are still at an early state
of development, you may not enjoy shareholder protections to
which you may be entitled in other jurisdictions.

See also "Item 4. Information on the Company —-- Business Overview —-—
Regulatory Overview", "-- Insurance", "Item 5. Operating and Financial Review
and Prospects", "Item 7. Major Shareholders and Related Party Transactions —--
Related Party Transactions", "Item 8. Financial Information" and "Item 11.
Qualitative and Quantitative Disclosures About Market Risks".

ITEM 4. INFORMATION ON THE COMPANY
HISTORY AND DEVELOPMENT OF THE COMPANY
OVERVIEW
Our registered office is located at No. 1052 Heping Road, Shenzhen,
Guangdong Province, The People's Republic of China, 518010. Our telephone number
is (86-755) 2558-4891 and our fax number is (86-755) 2556-5424.
We are mainly engaged in the railway passenger and freight

transportation business between Guangzhou and Shenzhen and certain long-distance
passenger transportation services. We provide consolidated services relating to
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railway facilities and technology. We also engage in other businesses that are
ancillary to our transportation business, such as services and retail sales
aboard trains and in stations, advertising, tourism and leasing of property.

We operate the sole railroad, 147 kilometers long, between Guangzhou,
the capital city of Guangdong Province, and Shenzhen, one of the original
special economic zones of the PRC established to promote economic reforms in
China. The Guangzhou to Shenzhen railroad is an important component of the
transportation infrastructure of southern China, and we are a leading provider
of passenger and freight transportation services in the Guangzhou-Shenzhen
corridor. Our rail line connects with the rail line from Shenzhen to Hong Kong,
and we operate jointly with Kowloon-Canton Railway Corporation, or the KCR,
"through train" passenger service between Hong Kong and Guangzhou.

Our rail line is an integral part of the PRC national railroad system,
with links to the other parts of the national railroad system as well as local
railroad systems in southern China, including the Beijing-Guangzhou,
Beijing-Jiujiang, Sanshui-Maoming, Pinghu-Nantou, Pinghu-Yantian, and
Kowloon-Guangzhou lines. Moreover, our rail line has close links with regional
ports. Specifically, it connects with the Guangzhou Port in Guangzhou, and with
the Yantian, Shekou, Chiwan and Mawan ports in Shenzhen. We are well equipped
with various freight facilities and can effectively satisfy customers' needs for
transporting carload cargo, less-than-car-load cargo, containers, bulky and
overweight cargo, dangerous cargo, fresh and live cargo, and oversized cargo. We
enjoy extensive competitive advantages in transporting freight for medium to
long distances in the PRC.

Our railroad is currently one of the most modern railroads in the PRC.
It is equipped with state-of-the-art equipment and facilities, including
high-speed electric trains. Several aspects of our technical performance have
reached or are approaching international standards. Ours is one of the few rail
lines in the PRC that operate high-speed passenger trains with speeds up to 200
kilometers per hour.

RECENT DEVELOPMENTS

In 2002, we continued to optimize our high-speed train service to make
it as convenient and frequent as buses, or our, "As-frequent-as-buses" Train
Project, for the Guangzhou-Shenzhen line, and also operated more high-speed
passenger trains between Guangzhou and Shenzhen. We actively enhanced our
passenger transportation services by making it more

convenient for our passengers to purchase train tickets, specifically we worked
with the Guangzhou Subway and Guangzhou Fangcun Bus Station in establishing a
"Green Passage" for passengers at the Guangzhou East Station, whereby passengers
could purchase our train tickets and discounted subway and bus tickets at that
station. In addition, passengers would be able to purchase our train tickets at
the Guangzhou Subway and Guangzhou Fangcun Bus Stations. We also improved our
passenger transportation service by implementing advanced technologies such as
our Dynamic Ticket Management System for the Guangzhou-Shenzhen route, and
building the West Ticketing Hall of Shenzhen Railway Station, the first
computerized railway ticketing hall in China. Our Dynamic Ticket Management
System allows passengers to reserve specific seats on our trains along the
Guangzhou-Shenzhen route and allows us to track where and when passengers embark
and disembark. We also upgraded and rebuilt the passenger transportation
directory system. We increased passenger fares slightly during peak periods to
reflect market changes. In 2002, we carried a total of approximately 39.8
million passengers on our trains, representing an increase of 2.4% as compared
to 2001. Passenger transport revenues were RMB1,846.6 million, representing an

10
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increase of 29.5% over 2001.

In 2002, we contributed RMB120.6 million of telecommunication assets to
China Railway Communication Company Limited ("China Railcom") for an equity
interest of approximately 0.85% in China Railcom. In 2002, we completed our
investment in China Railway Express Company Limited ("CRE"). We invested a total
of RMB13.61 million in cash and received 7.56 million common shares of CRE,
representing an equity interest of approximately 2.52% in CRE.

In 2002, we completed the following infrastructure projects: (1)
replaced 19 sections of wooden moveable center switches to improve the safety
and stability of our passenger trains; (2) purchased twelve modern "25k" coaches
with improved comfort features for long-distance trains for the Shenzhen-
Yueyang and Shenzhen-Beijing routes; and (3) implemented a computerized ticket
hall at the Shenzhen Station and established the Dynamic Ticket Management
System for the Guangzhou-Shenzhen route.

BACKGROUND AND RESTRUCTURING

The railroad system between Guangzhou and Shenzhen was part of the
original "Canton-Kowloon" railroad, which began operation in 1911. In 1949,
following the founding of the PRC, the railroad was divided into two sections,
with the first linking Guangzhou and Shenzhen, and the second, across the Hong
Kong border and separately owned, linking Luohu and the Kowloon peninsula in
Hong Kong. The Guangzhou to Shenzhen railroad has been operated since 1949 by a
sub-division of the Guangzhou Railway Administration, a predecessor to our
Parent Company.

In 1979, our predecessor, in conjunction with the KCR, was engaged in
the joint operation of through train passenger services between Guangzhou and
Hong Kong.

In 1984, to exploit the rapid growth in the Pearl River Delta, the
Guangshen Railway Company, our predecessor, was formed pursuant to the approval
of the State Council as a state-owned enterprise with the status of a
sub-administration under the Guangzhou Railway Administration. At that time, it
had only a single-line railroad. Since then, large capital expenditures have
been expended to upgrade those facilities and services. In 1987, a second line

10

was completed. In view of the magnitude of the capital expenditures and the
relative affluence of the Pearl River Delta served by Guangshen Railway Company,
the State Council permitted the charging of a premium by Guangshen Railway
Company of 50% above the national pricing guidelines for passenger and freight
transportation from 1984 through March 31, 1996. Since April 1, 1996, pursuant
to the "Jijiaguan [1996] No. 261" document issued by the State Planning
Committee, we have been able to set our own prices for our high-speed trains and
also continue charging the premium for our other passenger and freight trains.
See "- Regulatory Overview - Pricing" for a more detailed description of our
pricing scheme.

In 1991, Guangshen Railway Company began the construction of a
high-speed rail line and purchased high-speed locomotives and passenger coaches
in order to increase the speed of some of its passenger trains to 160 kilometers
per hour or faster. This high-speed line was the first of its kind in China.
Commercial operation of the high-speed trains commenced in December 1994 when
the principal facilities of the high-speed line were completed.

11
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We were established as a joint stock limited company on March 6, 1996
as a result of the restructuring that was carried out to reorganize the railroad
assets and related businesses of the Guangshen Railway Company and certain of
its subsidiaries. As part of the restructuring, 2,904,250,000 "state legal
person shares" generally referred to herein as "domestic shares," par value
RMB1.00 per share, of Guangshen Railway were issued to our Parent Company, a
state-owned enterprise under the Ministry of Railways of the PRC. Until our
initial public offering (as described below), these shares constituted the only
issued and outstanding shares of our company. Under PRC law, domestic shares may
be owned by or transferred to PRC entities only.

The restructuring was undertaken in preparation of our initial public
offering, which occurred in May 1996. In this offering, we issued a total of
1,431,300,000 class H ordinary shares, or H shares, par value RMB1.00 per share.
Of this total, 217,812,000 H shares were listed for trading on the Stock
Exchange of Hong Kong Limited. The remaining H shares, represented by 24,269,760
American depositary shares, or ADSs, were listed for trading on the New York
Stock Exchange. Each ADS represents 50 H shares. Since our public offering,
approximately 67% of our issued and outstanding common shares have been owned by
our Parent Company, and the remaining 33% have been owned by public
shareholders. The Parent Company owns all of our domestic shares. Public
shareholders own only H shares or ADSs, which may not be purchased or owned by
PRC domestic investors.

Guangzhou Railway (Group) Guangshen Railway Enterprise Development
Company, or GEDC, a state-owned enterprise established in the restructuring
process, assumed the operations and assets of the Guangshen Railway Company that
were not transferred to us in the restructuring, such as employee housing,
hospitals, schools and public security, and has provided related services to us
on a contractual basis since the restructuring.

SERVICE TERRITORY

Our rail line traverses the Pearl River Delta, an area that was first
to benefit from the PRC economic reform policies that began in the late 1970s.
Throughout the 1980s and early 1990s, the economy of the Pearl River Delta,
fueled by foreign investments, grew rapidly. It is
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currently one of the most affluent and fastest growing areas in China.

There are 26 stations situated on our rail line, providing passenger
and freight transportation services for cities, towns and ports situated between
Guangzhou and Shenzhen in the Guangzhou-Shenzhen corridor and Hong Kong (which
we service in conjunction with the KCR). In addition to our Hong Kong passenger
through train services in conjunction with the KCR, we also allow Hong
Kong-bound freight trains to use our Guangzhou-Shenzhen railroad.

The Guangzhou-Shenzhen railroad is an integral component of the PRC
national railway network, and provides nationwide access to passenger and
freight traffic from southern China to other regions of mainland China as
described below:

Northbound. In Guangzhou, our rail line connects with the
Beijing-Guangzhou line, which is one of the major trunk lines linking southern
China with Beijing and northern China. Another trunk line connecting northern
and southern China, the Beijing-Hong Kong rail line, includes the section of our
line from Dongguan to Shenzhen.
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Southbound. Our line connects at Shenzhen with the rail line owned by
the KCR that runs to Kowloon, Hong Kong.

Westbound. Our line connects with the Sanshui-Maoming rail line
operated by Sanmao Railway Company, a joint venture railroad of the Ministry of
Railways and the Guangdong provincial government that runs through the western
part of Guangdong Province, connecting with other rail lines that continue on
into the Guangxi Zhuang Autonomous Region, which provides access to southwestern
China.

Eastbound. Our rail line intersects at Dongguan with the
Dongguan-Meizhou-Shantou rail line operated by Guangmeishan Railway Company, a
company jointly established by the Ministry of Railways and the Guangdong
provincial government. A section of this line forms, along with our Dongguan to
Shenzhen segment, a part of the Beijing-Hong Kong rail line, which terminates in
Kowloon, Hong Kong.

At Pinghu, our rail line connects with two local port lines: one of
them, Pingnan Railway, principally services three ports located in western
Shenzhen -- Shekou, Chiwan and Mawan -- and the other, Yantian Railway, services
Yantian port, an international deepwater port located in eastern Shenzhen. At
the Huangpu and Xiayuan stations in Guangzhou, our line connects with Huangpu
port and Xinsha port. Our rail line also connects with certain industrial
districts, commercial districts and the facilities of many of our customers
through spur lines, which are rail lines running off the main line that are used
and typically financed by a freight customer or set of customers and maintained
by Guangshen Railway for a fee. In 2002, the freight tonnage originating or
terminating on these spur lines amounted to approximately 12.1 million tons,
representing 43.9% of our total volume of freight handled, which was
approximately 27.6 million tons. In addition, the freight tonnage from ports
amounted to approximately 5.0 million tons, representing 18.0% of our total
volume of freight handled in 2002. We believe that the customers connected to
these spur lines and customers with goods that must be shipped through these
regional ports are likely to utilize our services on a long-term basis.
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BUSINESS OVERVIEW
BUSINESS OPERATIONS

Our principal businesses are railroad passenger and freight
transportation. In 2002, 93.8% of our gross revenues and 100% of our total
operating income were produced by our railroad transport business. In each of
the past five years, passenger transportation has accounted for a larger portion
of our revenue base than freight transportation. In 2002, passenger
transportation represented 73.4%, and freight transportation represented 20.4%
of our total revenues. Our other businesses, including the sale of food,
beverages and merchandise aboard trains and in stations, accounted for 6.2% of
our total revenues.

The table below summarizes our railroad transportation revenues and
volumes of traffic for the past five years:

YEAR ENDED DECEMBER 31,
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1998 1999 2000 20
PASSENGER TRANSPORTATION
Total passenger revenues (RMB millions) (1).. 1,070.41 1,114.05 1,237.29 1,426.
Total passengers (millions)................. 28.77 31.64 34.95 38.
Revenues per passenger (RMB)................ 37.21 35.21 35.40 36.
Total passenger-kilometers (millions)....... 2,438.50 2,804.20 3,051.70 3,257
Revenues per passenger-kilometer (RMB)...... 0.44 0.40 0.41 0.
FREIGHT TRANSPORTATION
Total freight revenues (RMB millions) (1).... 681.95 537.97 549.69 567.
Total freight tons (millions)............... 26.81 27.78 28.73 29.
Revenues per ton (RMB) ...t iiienneneennnn 25.43 19.36 19.13 19.
Total ton-kilometers (millions)............. 1,939.10 2,082.10 2,071.60 2,082.
Revenues per ton-kilometer (RMB)............ 0.35 0.26 0.27 0.
(1) Audited; all other figures in the table are unaudited.

During 2002, the economic growth in our service territory generated
growth in demand for railroad transportation. However, we still faced keen
competition from transportation by road and other means of transportation in
both our passenger and freight transportation businesses.

PASSENGER TRANSPORT

Passenger transport is our largest business segment, accounting for
73.4% of our total revenues and 78.2% of our railroad revenues in 2002. We
operated:

o intercity high-speed express trains and regular-speed passenger
trains between Guangzhou and Shenzhen;

o through trains between Hong Kong and Guangzhou; and

o two pairs of long-distance passenger trains between Shenzhen and
Yueyang and
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between Shenzhen and Beijing, along with other operators of
domestic long-distance trains that passed-through, originated or
terminated on our Guangzhou-Shenzhen railroad.

As at December 31, 2002, we operated on average, 99 pairs of passenger
trains per day (each pair of trains meaning trains making one round-trip between
two points) of which:

o 54 pairs were high-speed express passenger trains operating
between Guangzhou and Shenzhen;

o four pairs were regular-speed passenger trains operating between
Guangzhou and Shenzhen;

o seven pairs were Hong Kong through trains (including six pairs of
high-speed Guangzhou-Kowloon through trains and one pair of
high-speed Dongguan-Kowloon through trains operated during Hong
Kong holidays and weekends), but excluding one pair of
Zhaoging-Kowloon through trains, and one pair of through trains
that operate on alternating days either on the Beijing-Kowloon
line or the Shanghai-Kowloon line; and
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o 34 pairs were domestic long-distance trains.

The table below sets out passenger revenues and volumes for our Hong
Kong through trains and domestic trains in each of 2000, 2001 and 2002:

PASSENGER REVENUES PASSENGER VOLUME
2000 2001 2002 2000 2001 2002
(RMB MILLIONS) (MILLIONS)
Hong Kong through trains............ 276.8 316.7 333.2 1.9 2.0 2.2
Domestic trains.........ccouiieennnn. 960.5 1,109.3 1,513.4 33.0 36.8 37.6
Combined passenger operations....... 1,237.3 1,426.0 1,846.6 35.0 38.8 39.8

GUANGZHOU-SHENZHEN TRAINS. In 2002, our passenger transportation
services on the trains between Guangzhou and Shenzhen contributed most to our
total revenues and accounted for a substantial portion of the passenger volume.

We divide our services on the regular-speed trains and high-speed
trains into different types based on the number of stops made by the train and
the class of seating. Different types of services are priced at different fare
levels.

In 2002, approximately 14.9 million passengers traveled on the
Guangzhou-Shenzhen route, which represents a decrease of 2.9% from approximately
15.3 million in 2001. The decrease was due to the increase in the number of
high-speed trains and a decrease in the number of regular speed trains which
resulted in a decline in the number of passengers boarding on intermediate
stops. However, revenue per passenger and revenue per passenger-kilometer rose
sharply as compared to 2001 because the "As-frequent-as buses" Train Project
operated throughout 2002 and most of the passengers on this route traveled on
higher fare high-speed trains. Although there was a slight decrease in the
passenger volume over 2001 on the
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Guangzhou-Shenzhen route, the impact of such decrease on our overall revenues
generated from passenger transportation on this route was minor.

Prior to 2002, due to limitations on data collection, the number of
passengers on the Guangzhou-Shenzhen route did not include the passengers that
traveled between Guangzhou Station (which is owned by Yangcheng Railway Company)
and stations on the Guangzhou-Shenzhen route. These passengers were included in
the passenger volume for long-distance trains. In 2002, we refined our data
collection techniques and classification methods and were able to more
accurately track and classify passengers traveling on high-speed trains and
regular-speed trains on the Guangzhou-Shenzhen route. However, for the purpose
of comparing 2001's data, the number of passengers for the Guangzhou-Shenzhen
route quoted above was based on the old data classification method. Under the
new classification method, the total number of passengers that traveled on the
Guangzhou-Shenzhen route in 2002 was approximately 17.3 million, of which
approximately 15.7 million were travelers on high-speed trains and approximately
1.6 million were travelers on regular-speed trains. We will be using the new
data collection and classification method for all future periods.
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HONG KONG THROUGH TRAINS. We operate jointly with the KCR seven pairs
of high-speed through trains between Hong Kong and Guangzhou (including one pair
of high-speed Dongguan-Kowloon through trains but excluding one pair of
Zhaoging-Kowloon through trains, and one pair of through trains that operate on
alternating days either on the Beijing-Kowloon line or the Shanghai-Kowloon
line) . The KCR and we provide the trains and personnel for two pairs and five
pairs, respectively, of these Hong Kong-Guangzhou high-speed through train
services. Service beyond Guangzhou to Foshan, Zhaoging, Beijing and Shanghai is
provided in conjunction with Guangzhou Railway (Group) Passenger Transportation
Company, Beijing Railway Administration and Shanghai Railway Administration,
respectively. Revenues from the through trains on the Guangzhou-Hong Kong
section are split 81.22% to us and 18.78% to the KCR. In addition, we share
costs with the KCR based on track mileage for the operating of the through train
service.

Most of the passengers taking Hong Kong through trains are residents of
Hong Kong, Macau, Taiwan or foreign countries, and most are travelers on
commercial or government business. As a consequence of the market pricing for
the Hong Kong through trains, these trains produce relatively high per-passenger
revenues for us.

In 2002, approximately 2.22 million passengers traveled on the Hong
Kong through trains, which represents an increase of 8.4% from approximately
2.05 million in 2001. The revenue from the operation of the Hong Kong through
trains for 2002 was RMB333.2 million, representing a 5.2% increase from RMB316.7
million for 2001. Both of these increases were mainly due to:

o the simplification of the tourist visa application procedures and
the promotion of "holiday economy" by the PRC government to
stimulate consumption through longer holidays, resulting in an
increase in the number of tourists traveling from inland China to
Hong Kong;

o an increase in passenger volume because the trains on this route
operated on all
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PRC holidays throughout 2002, whereas the trains on this route
only operated during the second half of 2001; and

o increased purchases of leisure properties in the Pearl River Delta
by Hong Kong residents.

DOMESTIC LONG-DISTANCE TRAINS. As of December 31, 2002, an average of
34 pairs of domestic long-distance passenger trains daily connected our rail
line to cities in Guangdong, Hunan, Hubei, Jiangxi, Anhui, Liaoning, Shanxi,
Fujian, Heilongjiang, Jilin, Henan and Shandong Provinces as well as cities to
the north, such as Shanghai, Beijing and Tianjin. In 2002, the number of
long-distance passengers increased by 5.6% from approximately 21.46 million in
2001 to approximately 22.67 million in 2002. The increase was due principally to
the operation of the Shenzhen-Yueyang and Shenzhen-Beijing long-distance trains
throughout 2002 and a greater number of tourists traveling on these routes due
to longer holidays instituted by the PRC government. According to our new
classification method described under "-Guangzhou-Shenzhen Trains", the number
of long-distance passengers was approximately 20.2 million in 2002. Due to the
higher ticket prices paid by long-distance passengers, revenue per passenger
also increased as a result of the full-year operation of those two long-distance
trains.
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HIGH-SPEED PROJECT. In 1991, we embarked on the construction of a
high-speed rail line, the first of its kind in the PRC. Our high-speed trains
are capable of running at 160 to 200 kilometers per hour, 33% to 67% faster than
our regular-speed trains, which run at 120 kilometers per hour. As part of our
High-Speed Project, we rebuilt two rail lines in 1994 for use by high-speed
passenger trains. We began to build the third line in 1998 for freight trains
and regular-speed passenger trains. After launching our high-speed passenger
train operations in 1994 with four daily pairs, we have steadily increased the
number of high-speed passenger trains between Guangzhou and Shenzhen and reduced
the number of regular-speed passenger trains. During 2002, we operated on
average a total of 54 pairs of inter-city express passenger trains between
Guangzhou and Shenzhen daily and basically completed our "As-frequent-as-buses"
Train Project.

Our fleet of high-speed electric trains consists of one X-2000
high-speed passenger train, known in China as "Xin Shi Su," and eight leased,
domestically-made "Blue Arrow" high-speed electric trains. The X-2000 train is
an electric tilting train built in Sweden that can travel at speeds up to 200
kilometers per hour.

MAJOR STATIONS. Guangzhou East Station We completed construction of the
main structure of our Guangzhou East Station in 2000 to serve several
objectives, including:

o enabling us to operate significantly more frequent service between
Guangzhou and Shenzhen and between Guangzhou and Hong Kong by
increasing overall station capacity dedicated to our operations;
and

o serving as a new hub for long-distance trains to locations
throughout China.

Guangzhou East Station is connected to Lines 1 and 2 of the Guangzhou
municipal subway. We believe that this connection has boosted and, with the
anticipated operation of Line
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and 3 of the subway system in the near future, will continue to promote, our
passenger transportation business. As of December 31, 2002, the Guangzhou East
Station handles six pairs of Hong Kong through trains, 54 pairs of
Guangzhou-Shenzhen trains, 14 pairs of long-distance passenger trains between
the Guangzhou East Station and Beijing West Station, Shanghai, Jiujiang,
Shantou, Bengbu, Tianjin, Taiyuan, Nanchang, Yingtan, Harbin, Xiangfan, Qingdao,
Changchun and Xiamen, and eight pairs of passenger trains passing through the
Guangzhou East Station. In 2002, outbound passenger volume from our Guangzhou
East Station amounted to 11.6 million persons.

Dongguan Station. Our intermediate station at Dongguan is the point of
connection between our line and the neighboring Dongguan-Meizhou-Shantou rail
line, and is also the point where our line intersects with the Beijing-Hong Kong
rail line. Dongguan Station, by connecting our rail line to the Beijing-Hong
Kong line, also facilitates passenger service between Hong Kong and cities such
as Shanghai, Beijing, Guangzhou and Zhaoging. The station currently handles on a
daily basis the transfer service for five pairs of domestic long-distance
passenger trains and 16 pairs of Guangzhou-Shenzhen high-speed passenger trains
and four pairs of Guangzhou-Shenzhen regular-speed trains. Dongguan municipality
is an area that has received substantial foreign investment. One pair of
Dongguan-Kowloon passenger trains operated during Hong Kong holidays and
weekends in 2002. As a result of these factors, outbound passenger volume from
our Dongguan Station amounted to approximately 1.9 million persons in 2002.
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Shenzhen Station. Our Shenzhen Station is located in the Shenzhen
Special Economic Zone, close to the Luohu Station on the Guangzhou-Kowloon rail
line. Built in 1991, Shenzhen Station's second phase, the main construction of
the west wing of the station, was completed at the end of 2000. When the station
is connected to Shenzhen's subway system which is currently under construction,
the station's transportation and distribution capacity will be fully utilized.
We expect that the Shenzhen subway system will be completed by the end of 2004.
In 2002, we implemented China's first computerized ticket hall in our Shenzhen
Station. Currently, our Shenzhen Station handles 58 pairs of Guangzhou-Shenzhen
passenger trains and 12 pairs of domestic long-distance passenger trains between
Shenzhen and Beijing, Changsha, Shaoguan, Wuchang, Meizhou, Shantou, Maoming
East, Huangchuan, Zhengzhou, Fuzhou, Hankou and Jinjiang. Outbound passenger
volume from Shenzhen Station amounted to approximately 9.7 million persons in
2002 (excluding passengers from the Guangzhou-Kowloon through trains).

FREIGHT TRANSPORT

Revenue from our freight transport accounted for 20.4% of our total
revenues and 21.8% of our railroad revenues in 2002. Our principal market for
freight is domestic long-haul freight, originating and/or terminating outside
the Guangzhou-Shenzhen corridor.

The majority of the freight we transport is large-volume, medium- to
long-distance freight that is received from and/or transferred to other rail
lines. Little of the freight we transport both originates and terminates in the
Guangzhou-Shenzhen corridor. We classify our freight business into three
categories:

o inbound freight, which is primarily freight unloaded at freight
stations and spur
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lines connected with ports on our line or in Hong Kong;

o outbound freight, which is primarily northbound freight loaded at
our stations and spur lines connected with ports on our line or in
Hong Kong; and

o pass—-through freight, which refers to freight that travels on our
line, but originates and terminates beyond our line.

In 2002, based on a study of our freight transportation market, we took
a series of measures to improve our freight transportation business. These
measures included: (1) strengthening our marketing efforts and continuing with
the practice of freight agency system for the entire journey; (2) cooperative
marketing efforts between our freight stations and local ports to promote and
organize multi-model freight transportation services; (3) organizing and
operating container trains and improving the management of container
transportation, including improving the container express train service between
Dongguan and Hong Kong; (4) strengthening our cooperation with various industry
customers to establish a stable source of freight; (5) improving the technology
and services at our freight yards; and (6) offering price discounts for large
quantities of freight from new customers with the approval of our Parent Company
or the Ministry of Railways. We also intend to launch a container express train
service between Dongguan and Yantian port.

We transported approximately 27.6 million tons of freight for the year
2002. It represented a decrease of 4.9% over that of 2001. Among the total
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tonnage of freight, approximately 7.3 million tons were outbound freight
representing an increase of 7.2% over that of 2001; inbound freight was in total
approximately 11.6 million tons, representing a decrease of 8.9% from 2001;
pass—-through freight was approximately 8.7 million tons, representing a decrease
of 8.3% over that of 2001.

In 2002, revenues from our outbound freight transportation business
continued to increase due to an increase in tonnage as a result of freight price
discounts and enhanced relationships with ports, mines and factories and
cooperative efforts in directing freight traffic from ocean shipments to our
railway.

In 2002, there was a decline in our inbound freight transportation
business. This resulted from: (1) the construction of the second track on the
Beijing-Jiujiang Line; (2) railway re-routing by the Ministry of Railways; (3)
the decrease in the amount of goods being transported into the Shenzhen area
from other parts of China due to the increase of imported goods from overseas;
and (4) competition from highway and water transportation. In addition, the
development of better highways and ports led to an increase of freight handled
by trucks and water transportation vehicles.

In 2002, our freight transportation revenues were RMB514.0 million,
representing a decrease of 9.4% over 2001. Revenues generated from outbound
freight transportation services were RMB94.3 million, representing an increase
of 2.4% over 2001. Revenues generated from inbound and pass—-through freight
services were RMB248.1 million, representing a decrease of
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8.5% from 2001. Revenues from storage, loading and unloading services and other
income were RMB171.7 million, representing a decrease of 15.8% from 2001.

We serve a broad customer base and ship a wide range of goods in our
freight transport business. Our freight revenues are not dependent upon specific
customers or industries.

FREIGHT COMPOSITION. We transport a broad range of goods, which can
generally be classified into the following categories: construction materials,
energy products, food products, chemicals, manufactured goods, containers and
other goods. Inbound freight is more heavily weighted toward raw materials and
essential production inputs, while outbound freight consists of imported mineral
ores, coal and goods manufactured or processed in our service territory destined
for consumption throughout China and abroad.

The following table shows the composition of our freight volume by
percentage for the most recent three years (based on tons transported).

OUTBOUND FREIGHT INBOUND (AND PASS-TH
2000 2001 2002 2000 2001
Construction materials....... 14% 36% 33% 28% 31%
Energy products.............. 19 24 32 18 17
Food products................ 10 7 6 22 23
Chemicals. ... 13 10 7 11 10
Manufactured goods........... 6 6 7 4 3
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Containers..........couvuen.. 10 8 12 6
Other goods.....vvviiiea... 28 9 3 11
Total. ittt e eeeennn 100% 100% 100% 100%

FREIGHT YARDS, CONTAINER YARDS AND WAREHOUSES. We own freight vyards,
container yards and warehouses, most of which are located at our Shenzhen North,
Xiayuan, Huangpu, Zhangmutou, Dongguan, Shipai, Jishan, Pinghu South and
Guangzhou East Stations. Of the freight yards we own and operate either directly
or through our subsidiaries or affiliates, two handled freight exceeding 1.0
million tons each in 2002. Huangpu Station handled approximately 2.4 million
tons and Xiayuan Station handled approximately 5.7 million tons. Pursuant to the
relevant regulations of the Ministry of Railways, we charge our customers for
storing their freight at our freight yards, container yards or warehouses
starting from the third day after the freight is unloaded. The charges for using
freight yards, container yards and warehouses are subject to Guangdong
provincial government regulation. In 2002, revenues from the operation of our
warehouses (including from loading and unloading) and miscellaneous items
amounted to RMB171.7 million, accounting for 33.4% of our freight revenues for
the year.

OTHER BUSINESSES

We engage in service businesses principally related to our transport
business. Our other businesses include:

o sales of food, beverages, newspapers, magazines and other
merchandise aboard the trains and in our stations;
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o services in the stations, including operating restaurants,
operating a travel agency and a hotel in our Shenzhen Station,
providing kiosks and advertising boards in our stations for
commercial advertising and leasing space to independent retailers;
and

o other businesses, principally railroad-related construction.

The table below sets out the revenues for our other businesses, by
category of activity, in each of 2000, 2001 and 2002:

REVENUES

On-board and station sales............. 58 52 41
Station services.......i ittt 66 41 44
Tourism, advertising and others........ 69 67 72

Total. ettt i ettt ettt 193 160 157

PERCENTA
OTHER BUSIN
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Revenues from our other business segment decreased by 2.1% from
RMB160.3 million in 2001 to RMB156.9 million 2002. Revenues from our other
businesses accounted for 6.2% of our total revenues in 2002. Due to the increase
in frequency and speed of our passenger trains, the waiting time and traveling
time involved was reduced, which led to a decrease in revenues from our other
businesses as the consumption of food and beverages and other goods both in our
stations and on-board our trains was reduced.

SALES
PASSENGER TRANSPORT

Our passenger tickets are currently sold primarily at ticket counters
located at train stations. Additionally, tickets are sold in Hong Kong and in
major cities in Guangdong Province through ticket agents, travel agents and at
hotels, at prices corresponding to our pricing plus nominal commissions.
Substantially all of our ticket sales are made in cash.

Since January 1, 2001, the Ministry of Railways implemented a new
settlement method for passenger transport. This settlement method stipulates
that all revenues from any passenger train service (including revenues generated
from luggage and parcel services) are considered passenger transport revenues
and belongs to the railway administration that operates that train. The railway
administration in turn pays other railway administrations fees for the use of
their rail lines, hauling services, in-station passenger services, water supply,
electricity for electric locomotives and contact wire use fees, etc. The
settlement method does not have a consequential impact on our passenger
transport revenues. We are still using the settlement method for passenger
transport that became effective on January 1, 2001.

The implementation of the settlement method did not change the existing
settlement method for transportation revenues from the passenger trains between
Guangzhou and Shenzhen, between Beijing and Hong Kong, between Shanghai and Hong
Kong, between Zhaoging and
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Hong Kong and the Hong Kong through trains. However, it changes the settlement
method for revenues from long-distance passenger trains departing from, arriving
at or passing through our rail line other than from the Beijing-Hong Kong and
Shanghai-Hong Kong trains. Before the implementation of the settlement method,
we receilved transportation revenues from those railway administrations that
operated long-distance train services in accordance with special pricing formula
we set. Since the implementation of the settlement method, those railway
administrations operating these long-distance train services pay us the
following fees: (1) revenues from ticket prices that are higher than national
railway standards due to our special pricing standards; and (2) fees including
those for railroad line usage, in-station passenger service, haulage service,
power supply for electric locomotives, usage fees of contact wires, and water

supply.

Hong Kong through train tickets are sold in Guangdong Province through
our own ticket outlets, as well as through various hotels and travel agents. In
Hong Kong, these tickets are sold exclusively by the KCR. Because of KCR's sales
network for these tickets is relatively limited, KCR has engaged the China
Travel Service (HK) Ltd., or CTS, as the primary agent for such sales on a
non-exclusive basis. CTS also operates bus services from Hong Kong to Guangzhou.
The KCR and we are exploring plans to supplement the through train ticket sales
network through computer sales.

FREIGHT TRANSPORT
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Generally, we deal directly with our customers in collecting payment
for freight service, and typically receive payment prior to, or immediately
following, delivery of service. For inbound freight, we collect from the
receiving party prior to the release of the freight. For outbound freight, we
charge the dispatching party, retain the portion allocated to transportation on
our line and remit the remainder to the other railroad operators on a monthly
basis either directly or through a national settlement procedure. These
collection procedures also apply to freight transported to or from Hong Kong.
Substantially all payments for inbound and outbound freight are settled in cash.

For pass—-through freight, payments are collected at the originating
stations, and allocated portions for the use of our rail line are remitted to us
through the national settlement process. We generally receive such funds within
a month after service is provided.

Freight customers in the Guangzhou-Shenzhen area deal directly with us
or use shipping agents. In general, freight cars must be booked as part of the
national ordering process. As a practical matter, we have been able to satisfy
demand for outbound freight transport even on short notice.

COMPETITION

We are the sole railroad on the Guangzhou-Shenzhen corridor and enjoy
monopoly status; therefore, we do not face any direct competition from other
railroads in our service territory. However, in areas where our rail line
connects with lines of other railway companies, such as in the Guangzhou area,
where our rail line connects with the Beijing-Guangzhou Line, and in the
Dongguan area, where our rail line connects with the Guangzhou-Meizhou-Shantou
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Line, we face some competition. We also face competition from providers of a
variety of other means of transportation in both our passenger and freight
transport businesses.

With respect to passenger transport, bus services are conveniently
available between Guangzhou and Hong Kong and between Guangzhou and Shenzhen.
Bus fares are lower than the fares for our high-speed passenger train services.
Furthermore, buses can offer added convenience to passengers by departing from
or arriving at locations other than central terminals, such as hotels. However,
train service generally offers greater comfort, better safety and more
reliability. The increase in high-speed rail services has allowed us to compete
more effectively with bus operators on speed, safety and frequency. There is
also commercial air and sea hovercraft passenger transport services operating
between Guangzhou and Hong Kong.

With respect to freight transport, we believe that we face competition
in our principal market, namely, long-distance freight transport. However, due
to the PRC government's prohibition on overloading trucks and the increase in
the price of gas, we believe that long-distance freight transportation
encounters only limited competition from truck transportation. Most
long-distance freight in China is still shipped by rail. Although waterway
transport is competitive to rail on the basis of price, the multiple handling
involved in water transport tends to produce greater loss of or damage to goods.
Long-distance trucking is limited by road conditions and the shortage of
heavy-duty trucks in China. Moreover, goods shipped by truck are usually more
susceptible to loss or damage. However, because the road network between the
Pearl River Delta and neighboring provinces has recently been substantially
upgraded, medium- and short-distance freight transportation by trucks poses a
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significant competitive threat to our freight transport business.
EQUIPMENT, TRACKS AND MAINTENANCE

As of the end of 2002, we owned 12 diesel high-speed locomotives, five
high-speed electric locomotives, 18 shunting locomotives, one high-speed
electric passenger train, 84 semi-high-speed passenger coaches, 41 regular-speed
passenger coaches and 112 long-distance express passenger train coaches.

The freight cars we use are all leased from the Ministry of Railways,
to which we pay uniform rental fees and depreciation fees based on the national
standards set by the Ministry of Railways. The amounts of such usage fees and
depreciation charges we paid to the Ministry of Railways in 2001 and 2002 were
approximately RMB52.3 million and RMB57.3 million, respectively.

In October 1999, we entered into a five-year lease to lease eight "Blue
Arrow" high-speed electric train-sets from Guangzhou Zhongche Railway Rolling
Stock Sales and Service Company Limited, or Guangzhou Zhongche, to facilitate
the development of our "As-frequent-as-buses" Train Project. We paid the lessor
RMB39 million in 2001 and RMB104 million in 2002 under the lease. In 2002, we
purchased 12 express passenger coaches for the Shenzhen-Yueyang and
Shenzhen-Beijing long-distance routes.

Our repair and maintenance facility, located near our Guangzhou East
Station, and our Shipai passenger vehicle maintenance facility near Pinghu Nan,
near Shenzhen, services the
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high-speed passenger coaches and locomotives we own or lease. This facility
currently performs general maintenance and routine repairs on our equipment.
Major repairs and overhauls are performed by manufacturers or qualified railway
administrations or plants.

Our track is of a type and quality suitable and satisfactory for our
operations. Most of the rails and ties on our main line have been installed
within the last six years, and generally have a useful life of approximately 45
years. In 1997, we completed a track improvement project in which we replaced a
portion of the rails on our high-speed tracks with longer rails to provide
greater stability, allow for smoother and more comfortable travel and reduce
friction damage on both rail and wheels. In 2000, we increased the attainable
speeds on our two high-speed tracks, which enabled the "Blue Arrow" high-speed
electric trains to travel at speeds of up to 210 kilometers per hour. In 2001,
we replaced 21 sets of wooden movable center switches and improved the operation
quality of the relevant rail tracks. In 2002, we replaced 19 sections of wooden
moveable center switches to improve safety and stability.

SUPPLIERS AND SERVICE PROVIDERS

All manufacturers of locomotives, rolling stock and major railway
supplies and equipment in China are owned directly or indirectly by the Ministry
of Railways. We purchase our high-speed coaches and locomotives, as well as most
other railway equipment, directly from suppliers in China. We may also purchase
such equipment from foreign vendors or other domestic suppliers. We are not
materially dependent upon any overseas suppliers.

We lease from our Parent Company regular-speed locomotives and rolling
stock that are used in our transportation operations. Our Parent Company also
services these locomotives and rolling stock according to contracts which
stipulate fees based on a cost plus profit formula. The profit portion is fixed
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for a 10-year term of the relevant contract at 8%. The cost includes all actual
costs related to providing and servicing the locomotives and rolling stock.
Because such costs are affected by inflation, we are subject to inflationary
risks in connection with our payment obligations under these contracts. The
Parent Company and some of its subsidiaries, such as Yangcheng Railway Company,
Guangmeishan Railway Company, and Guangzhou Railway (Group) Passenger
Transportation Company, have similar agreements with us to provide services and
assistance with respect to our railroad operations. In addition, GEDC provides
medical and health care services, public security, education and housing for our
employees and their families under a contract and in exchange for fee payments.
In 2002, the total amount of these payments we made accounted for 6.9% of our
railroad business operating costs for the year.

Under the Listing Rules of the Stock Exchange of Hong Kong,
transactions between us and connected persons constitute connected transactions
and such transactions are normally subject to reporting, announcement and/or
shareholders' approval unless otherwise waived by the Stock Exchange of Hong
Kong. According to certain waivers granted by the Stock Exchange of Hong Kong in
connection with our original listing of H shares in May 1996, our independent
non-executive directors review and certify annually that these contracts are
entered into on normal commercial terms that are fair and reasonable for us. The
above transactions are exempted from the strict compliance of the requirements
under the Listing Rules in relation to connected transactions, subject to
certain conditions as stated in the waiver letter issued by the
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Stock Exchange of Hong Kong.

The electricity we use, including electricity used for the
electrification of our line, is supplied through various entities under the
jurisdiction of the Guangdong provincial power bureau at regular rates
applicable to all commercial electricity users. In 2001 and 2002, we paid
approximately RMB40.3 million and RMB57.2 million, respectively, in electricity
charges.

REGULATORY OVERVIEW

As a joint stock limited company with publicly traded shares, we are
subject to regulation by the PRC securities regulatory authorities with respect
to our compliance with PRC securities laws and regulations. We are also subject
to industry regulation by the Ministry of Railways within the overall framework
of the PRC national railway system.

NATIONAL RAILWAY SYSTEM

Railroads in the PRC fall largely into two categories: national
railroads and local railroads. The national railway system comprises over 70% of
all rail lines, including all trunk lines. Local railroads consist of regional
lines usually within provincial or municipal boundaries that have been
constructed under the sponsorship of local governments or local enterprises to
serve local needs. The national railway system operates as a nationwide
integrated system under the supervision and management of the Ministry of
Railways. Although local railroads are generally administered by local
governments, the Ministry of Railways provides local railroads with guidance,
coordination, supervision and assistance with respect to industry matters. The
Ministry of Railways' responsibilities include the centralized coordination of
train routing and scheduling nationwide, planning of freight shipments and
freight car allocations, overseeing equipment standardization and maintenance
requirements, and financial oversight and revenue clearing throughout the
national railway system.
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Currently, the Ministry of Railways divides the national railway system
into 14 regions, each overseen and operated by a separate railway administration
("group companies"). Twelve of these 14 administrations are further subdivided
on a geographical basis into 46 railway sub-administrations ("general
companies™). General companies are responsible for the coordination and
supervision of operations carried out by stations and other operational units.
Each of the group companies is responsible for coordinating and supervising the
activities of its subsidiary general companies.

TRANSPORT OPERATIONS

The transport operations of the PRC national railway system are
organized under the centralized control and management of the Ministry of
Railways. In order to promote efficient utilization of the railroad network
nationwide, the Ministry of Railways directly manages and coordinates traffic
flow on national trunk lines and through any bottlenecks in the system. Each
railway sub-administration is required to submit to its governing railway
administration, on a monthly basis, information regarding its requirements for
freight cars and the number of its trains that will pass through particular
bottlenecks in the coming month. The railway administration then consolidates
and coordinates this information and submits it to the Ministry of Railways,
also on a monthly basis. Based on route capacity, available equipment and
national priorities,
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the Ministry of Railways allocates to the 14 railway administrations authority
to make routings on trunk lines and through bottlenecks, allocates numbers and
types of freight cars to the administrations and specifies requirements to
dispatch empty freight cars to designated locations in order to facilitate
freight car circulation within the national railway system. Within the
allocations set by the Ministry of Railways, each railway administration manages
and coordinates traffic within its own Jjurisdiction.

Historically, our passenger and freight operations that involved
long-distance routing through national bottlenecks, such as the routing of
freight trains to Shanghai, were conducted, in general, pursuant to quota
allocations from our Parent Company based on the quota allocations our Parent
Company received from the Ministry of Railways. Our passenger and freight
operations solely within the geographical territory of our Parent Company were
subject to overall planning and scheduling at our Parent Company level.

Since March 1996, the Ministry of Railways and our Parent Company have
accorded us substantially greater latitude in our transport operations. The
Parent Company has granted us sufficient autonomy over passenger services on our
own line, including autonomy over scheduling, frequency and train car mix.
Taking advantage of this authority, we have implemented a strategy of scheduling
more high-speed trains, running shorter passenger trains more frequently, and
adjusting the train schedules on our line to meet consumer demand. As of
December 31, 2002, the total number of intercity express trains running between
Guangzhou and Shenzhen increased from 52 pairs to 54 pairs daily. At the same
time, the total number of regular speed passenger trains was reduced from six
pairs in 2001 to four pairs in 2002. Now we have 34 pairs of long-distance
trains and 7 pairs of Hong Kong through trains.

Where our service runs beyond our own line, clearance by and
coordination with our Parent Company is necessary. To the extent that we operate
long-distance services beyond our Parent Company's jurisdiction, they are
subject to coordination and clearance by the Ministry of Railways. In addition,
in order to enable our Parent Company and the Ministry of Railways to allocate
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freight cars and control traffic going through bottlenecks, we are required to
provide our Parent Company with prior written notice, on a monthly basis, of the
number and types of freight cars we will require, as well as the number of our
freight trains that will go through particular bottlenecks. Furthermore, we must
still carry out special shipping tasks, such as emergency aid and military and
diplomatic transport, as directed by the Ministry of Railways or our Parent
Company. Revenues from military and diplomatic transport generally account for
less than 1% of our total transportation revenues. Emergency aid transport is
required only during periods of rare natural disasters declared by the PRC
government, and is provided free of charge.

PRICING

The State Council, by taking into account national policy
considerations, prescribes from time to time certain baseline pricing standards
for the entire national railway system with respect to freight and passenger
transportation. Because railroad transportation is basic to the national economy
and people's daily life, the national pricing standards have historically been
set below market levels. The Ministry of Railways has authority over setting
transportation-related fees and charges. Since 1984, we have been granted by the
Ministry of Railways and the State Council the special authorization to charge
passenger fares and freight tariffs that have, in most

25

instances, exceeded these national standards by 50%. On April 1, 1996, the
State Council granted us additional flexibility over pricing.

In 2002, with approval from our Parent Company or the Ministry of
Railways, as applicable, we made various adjustments to our passenger and
freight transportation pricing formula, including:

1. slight upward adjustments to our passenger ticket prices for
passengers traveling on our long-distance trains during the Spring
Festival holiday in 2002;

2. continuing to offer price discounts to our freight customers; and

3. increasing passenger ticket prices by RMB5 for our
Guangzhou-Shenzhen high-speed trains during all major PRC holidays
in 2002.

Passenger Transportation. We set prices for Hong Kong through trains in
consultation with the KCR, independently of PRC national pricing standards. For
domestic passenger trains, until March 1996, we were permitted to charge fares
up to 50% above the national standard. Since April 1996, we have been given
complete autonomy in setting high-speed train fares, and have the authority to
set and adjust regular-speed train fares within a range not to exceed an
additional 50% above our previous levels (i.e., up to 125% above the national
pricing standard) .

Since 1998, we have made a number of minor upward adjustments to our
passenger train fares to reflect our increased cost of operations and the
overall increase in our service quality. Depending on the types of seats, the
range of price adjustments varied. In 2001 and 2002, we raised our passenger
fares slightly on certain routes during peak seasons.

Freight Transportation. Freight transportation prices are set based on
the type of commodity, its weight and the distance shipped. Generally, higher
value products carry higher transport tariffs. Prices for freight shipments on a
renminbi per ton-kilometer basis normally decreases with the increase in the
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distance shipped, reflecting both the economy of freight transport and the PRC
government's policy of encouraging the use of railroads for long-distance
freight shipments.

Under the current freight transport tariff regime, all cargo passing on
the Guangzhou-Shenzhen railroad is charged tariffs at national railroad levels.
During 2002, as a way of attracting new freight sources we offered price
discounts for such freight as beverage, steel, grains, coal, gypsum, containers,
and for coal that is transported along our lines that are directly connected to
mines and factories. These discounts were instrumental in increasing our volume
of freight in 2002, as well as in enhancing our competitiveness against other
means of transportation.

ENVIRONMENTAL PROTECTION

We believe that we have been in material compliance with all applicable
PRC national
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and local environmental protection laws and regulations. We have not been fined
or cited for any activities that have caused environmental damages. We have six
wastewater treatment facilities used for purposes of treating wastewater
generated from cleaning of special cargo freight cars, locomotives, coaches and
from residential use. We pay regular fees to local authorities for the discharge
of waste substances. In 2002, our environmental protection-related expenses were
approximately RMB630,000.

INSURANCE

We do not currently maintain any insurance coverage with third party
carriers against third party liabilities. Pursuant to applicable PRC regulations
and the practice of national railway companies, we are liable for (i) personal
injury to or death our passengers in the case of accidents for up to RMB20,000
per passenger and (ii) personal injury to or death of passengers for fault for
up to RMB60,000 per passenger (including RMB20, 000 for accidents and RMB40, 000
for liability). With respect to loss of or damage to baggage, parcels and
freight, our customers may elect to purchase insurance administered by the
Ministry of Railways for up to their declared value. Passengers who do not elect
to purchase insurance in respect of their baggage and/or parcels may
nevertheless recover up to RMB30 for each 10 kilograms of damaged baggage and/or
parcels. Similarly, freight transport customers who elect not to purchase
insurance may recover up to RMB100 for each ton of damaged freight or up to
RMB2, 000 for each ton of damaged freight if insured by unit and by weight.

Consistent with the customary practice among railroad operators in the
PRC, we do not maintain insurance coverage for our property and facilities
(other than for its automobiles), for business interruption or for environmental
damage arising from accidents on our property or relating to our operations. As
a consequence, in the event of an accident or other event causing loss,
destruction or damage to our property or facilities, causing interruption to our
normal operations or causing liability for environmental damage or clean-up, we
will rely on our own resources to cover losses and damages.

Based on current Ministry of Railways regulations and in view of our
past experience, we believe that our liability exposure for personal injury and
property loss under PRC law and regulations is relatively insignificant. In 2001
and 2002, we paid RMB879,381 and RMB1,009,061, respectively, in connection with
personal injuries to or deaths of non-passengers. We have never been subject to
liability for injury or death of a passenger. However, no assurance can be given
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that such regulations or the interpretation thereof will not change, that the
number of claims will not increase or that our exposure to personal injury or
freight damage claims will not increase significantly in the future. In
addition, for personal injuries, deaths or property damage related to our
through train service that occur in Hong Kong, Hong Kong laws may apply, in
which case recovery ceilings under PRC regulations will not apply and we may be
subject to significantly higher damage awards.

ORGANIZATIONAL STRUCTURE

We are organized as a joint stock limited company under PRC law in
March 1996. Our Parent Company, a state-owned enterprise under the
administration of the Ministry of Railways, owns 67% of our common shares. The
remaining 33% is owned by public shareholders.
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PROPERTY, PLANTS AND EQUIPMENT
We occupy a total area of approximately 11.2 million square meters.

We own all of the buildings and facilities on our premises in Guangdong
Province. We have freely transferable land use rights for terms ranging from
36.5 to 50 years, terminating between 2031 and 2045, in respect of the land upon
which our buildings, facilities and rail line are located. Pursuant to relevant
PRC regulations currently in effect, these land use rights are renewable at the
end of their terms upon execution of relevant documentation and payment of
applicable fees.

Railroad operators typically require substantial land use rights for
track, freight and maintenance yards, stations and related facilities. The
availability of convenient rail transportation generally enhances the value of
land along a rail line. We have not engaged and do not have any current plans to
engage in commercial development of any of our land use rights for use other
than in connection with our existing businesses. We do not at present intend to
contribute capital to engage in any land development projects in the future.
However, we may contribute land use rights not otherwise being fully utilized by
us for equity stakes in these projects if we believe these opportunities are
economically viable. Any development projects will require approval from PRC
government authorities responsible for regulating land development.

We have 26 train stations, of which the Guangzhou East Station is the
largest, occupying an area of 402,400 square meters.

For information about our equipment, see "Item 4. Information on the
Company--Business Overview--Equipment and Track Maintenance."

In 2000, we used RMB504.3 million to fund (i) improvements to our
high-speed tracks and related facilities, (ii) the ancillary facilities for the
electrification project, and (iii) the purchase of "Xin Shi Su" high-speed
electric train and high-speed locomotives and continuing to construct our
maintenance base for locomotives and coaches. Our 2000 capital expenditure
program was financed by cash flows from operations and the remainder of the
proceeds from our initial offering of H shares.

In 2001, we invested RMB548.8 million in capital expenditures, mainly
for infrastructure projects such as speed enhancing projects, the construction
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of ancillary projects relating to our "As-frequent-as-buses" Train Project,
adding 98 new coaches by way of acquisition and exchange of used coaches, the
construction and rebuilding of our Guangzhou East Station, Shenzhen West Station
and their ancillary facilities, and the construction of the immigration and
customs inspection building at our Dongguan Station and crossing stations at
Huangcun, Tangmei, Nanshe and Lincun. Our 2001 capital expenditure program was
financed by cash flows from operations.

In 2002, our original annual capital expenditures plan set out at the
beginning of the year was RMB961 million, but our actual capital expenditures
were only RMB422.4 million, representing 43.95% of our original capital
expenditures plan. The reduction in capital expenditures was due to a delay in
our construction projects that were budgeted for 2002. Of the

28

422 .4 million spent in 2002, RMB315 million was spent on capital construction
projects and RMB107 million was used for other purchases of equipment and
machinery. Our capital expenditures in 2002 consisted principally of the
following projects:

o acquiring the land for the construction of the technical support
and maintenance depot in northern Shenzhen (RMB81.3 million, of
which RMB80 million was paid to the Shenzhen Municipal Planning
and Land Bureau for acquiring the land and relocating residents);

o replacing 19 sections of wooden moveable center switches to
improve the safety and stability of our passenger trains (RMB13.5
million);

o constructing the last portion of the electrification project of

the Guangzhou-Shenzhen third line (RMB69.3 million);

o constructing the Western Ticket Hall at our Shenzhen Station and
other related projects (RMB28.8 million);

o constructing the immigration and customs inspection building at
our Dongguan Station and other related projects (RMB18.1
million);

o completing the construction of the Ninth National Games Stadium

Station and the crossing stations at Tangmei, Nanshe and Lincun
Villages (RMB31.9 million);

o expanding and implementing technological improvements at our
Guangzhou East Station (RMB52.8 million);

o purchasing twelve "25k" coaches (RMB 31.5 million);

o paying the down-payment for four diesel locomotives (RMB10.2
million); and

o other remodeling projects (RMB 85 million).

Our total budget for capital expenditures in 2003 is approximately
RMB769 million. In addition to the projects that were budgeted before 2002 but
are expected to be completed in 2003, we plan to invest RMB490.9 million in
several projects in 2003 to prepare for the future growth in passenger and
freight transportation, to further improve our transportation facilities, and
generally to enhance our competitiveness, including principally:
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1. the planned expansion of the Guangzhou-Shenzhen Line
(construction of the fourth track), with a budgeted investment of
RMB10 million (this project did not commence in 2002 due to a
delay in obtaining the appropriate government approvals; we hope
to obtain the necessary approvals this year and, if so, we plan
to secure a portion of the funds to
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commence this project and will increase our original budgeted
investment) ;

2. the construction of a technical support and maintenance depot in
northern Shenzhen for a budgeted investment of RMB50 million,
which was scheduled to commence in 2002, but did not commence due
to a delay in acquiring the land and a delay in relocating
affected residents;

3. the construction of a track from Pinghu to Shenzhen for passenger
trains, with a budgeted investment of RMB10 million;

4. the renovation of the northern square and platforms of the
Guangzhou East Station, with a budgeted investment of RMB50
million;

5. the purchase of additional locomotives and trains, with a budget

of RMB219.2 million;

6. the construction of an elevated parking lot in the south and a
walkway in the west of Shenzhen Station, with a budget of RMB10
million;

7. the construction of a pedestrian square connecting the Shenzhen

Station and the Luohu Subway Station, with a budgeted investment
of RMB10 million; and

8. other renovations and construction projects.
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ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

This discussion and analysis should be read in conjunction with our
audited consolidated financial statements contained elsewhere in this annual
report. Our audited consolidated financial statements are prepared in accordance
with International Financial Reporting Standards, which differ in certain
material respects from United States Generally Accepted Accounting Principles.
For a discussion of the differences that affect Guangshen Railway, see note 30
to our audited consolidated financial statements. References to Guangshen
Railway in this discussion shall mean Guangshen Railway and its consolidated
subsidiaries.

OVERVIEW
Our principal businesses are railroad passenger and freight

transportation between Guangzhou and Shenzhen and certain long-distance
passenger transportation services. We also operate the Hong Kong through trains
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under a cooperative arrangement with the KCR in Hong Kong. Our key strategic
focus in recent years has been to develop and improve high-speed passenger train
service in the Guangzhou-Shenzhen corridor. In addition to our core railroad
transportation business, we also engage in other businesses that are
complimentary with our overall business strategy, including on-board and station
sales, station dining services, as well as advertising and tourism.

Railroad business revenues accounted for 90.2%, 92.5% and 93.8% of our
total revenues in 2000, 2001 and 2002, respectively. The following table sets
forth as a percentage of railroad business revenues the principal operating
expenses associated with our railroad businesses for 2000, 2001 and 2002:

YEAR ENDED DECEMBER 31,

2000 2001
Railroad businesses revenues (RMB millions)..........oe.oe... 1,787 1,993
Labor and benefits. ...ttt ittt it ittt i 15% 16%
Equipment leases and SerViCES. ...ttt it eeeeeeeennanenns 15% 13%
Materials and SUPPLIEeS . . ittt ittt ettt ettt ee e e e % %
Repair costs, excluding materials and supplies............. 5% 5%
Depreciation (and amortization of leasehold land payments) . 18% 17%
General and administrative exXpenses.........eeeeeeeeennnenn. % %
Fee for soCilal SErVICEeS. ..ttt ittt ettt ettt eeeeaeens % %
L o = % %
Operating ratdo (1) & vttt it e e et e e e e ettt e 73% 73%
Railroad businesses operating margin..............cceeeie... 27% 27%
(1) Total railroad operating expenses as a percentage of railroad businesses
revenues.
RESULTS OF OPERATIONS
REVENUES

In 2002, our total revenues were RMB2,517.5 million, representing an
increase of 16.9% from RMB2,153.6 million in 2001. Revenues from passenger

transportation service, freight transportation service and other businesses
accounted for 73.4%, 20.4% and 6.2% of our 2002
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total revenues respectively. Revenues from passenger transportation service and
freight transportation service accounted for 78.2% and 21.8% of our 2002
revenues from railway businesses, respectively.

Passenger transportation service. In 2002, passenger transportation
service continued to be the growth engine of our revenues. The sharp increase in
revenues from passenger transportation was due primarily to the full-year
operation of our Shenzhen-Yueyang and Shenzhen-Beijing long-distance passenger
trains (as compared to 2001, when these trains operated for less than half the
year) and the completion of our "As-frequent-as-buses" Train Project between
Guangzhou and Shenzhen in 2002. Before October 2001, we operated 31 pairs of
high-speed trains and 15 pairs of regular-speed trains between Guangzhou and
Shenzhen daily, with high-speed trains accounting for 67% of the total. Since
January 2002, we have been operating 54 pairs of high-speed trains and 4 pairs
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of regular-speed trains, with high-speed trains accounting for more than 93% of
the total. The per passenger ticket price of long-distance trains is two to four
times the price of the Guangzhou-Shenzhen high-speed trains, and the ticket
price of the Guangzhou-Shenzhen high-speed trains is double the price of
regular-speed trains. As a result of the increase in the number of high-speed
trains and long-distance trains operating in 2002 compared to 2001, our revenue
per passenger increased by 26.4% from RMB36.7 in 2001 to RMB46.4 in 2002.

In 2002, we operated an average of 99 pairs of passenger trains per day
on the Guangzhou-Shenzhen route, of which seven pairs were the Hong Kong through
trains between Guangzhou and Kowloon, 54 pairs were high-speed trains between
Guangzhou and Shenzhen, four pairs were regular-speed trains between Guangzhou
and Shenzhen and 34 pairs were long-distance trains. The total number of
passengers increased by 2.4% from approximately 38.8 million in 2001 to
approximately 39.8 million in 2002.

The following table sets forth the revenues from passenger
transportation and the number of passengers for the three years ended December
31, 2000, 2001 and 2002:

YEAR ENDED DECEMBER 31,

2000 2001 2002
Revenue from passenger
transportation (RMB thousands)............ 1,237,289 1,426,010 1,846,599
Total passengers (thousands).................. 34,947 38,842 39,776
Revenue per passenger (RMB) ......ooivireennnnn. 35.40 36.71 46.42
Total passenger-kilometers (millions)......... 3,051.70 3,257.90 3,453.20
Revenue per passenger-kilometer (RMB)......... 0.41 0.44 0.53

Freight transportation. In 2002, our freight transportation revenues
declined 9.4% from that of 2001. The decline was primarily due to the intense
competition from other modes of transportation. Total freight tonnage was
approximately 27.6 million tons, representing a 4.9% decrease from approximately
29.0 million tons in 2001.

o Outbound freight revenue increased by 2.4% from RMB92.1 million
in 2001 to RMB94.26 million in 2002. The increase in outbound
freight transportation revenue was mainly due to higher
transportation volume generated by freight price discounts. These
decreased prices helped us to maintain our existing customers and
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attract some new freight customers. Furthermore, we enhanced our
relationships with ports, mines and factories, and strengthened
our efforts in directing certain freight from ocean shipments to
our railway, which also contributed to the increase in
transportation volume. Outbound freight tonnage increased by 7.2%
from approximately 6.8 million tons in 2001 to approximately 7.3
million tons in 2002.

o Inbound and pass-through freight revenue decreased by 8.5% from
RMB271.2 million in 2001 to RMB248.1 million in 2002. The decline
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was mainly caused by the construction of the second track on the
Beijing-Jiujiang line and the national railway re-routing that
decreased the volume of inbound and pass-through freight
transportation. Furthermore,
goods being shipped to Shenzhen from other parts of China due to
an increase of imported goods from overseas. In 2002,
and pass-through freight transportation volume was approximately
20.3 million tons, representing a decline of 8.6% from
approximately 22.2 million tons in 2001.

Revenue from storage, loading, unloading and other miscellaneous
items of freight services decreased by 15.8% from RMB204.0
million in 2001 to RMB171.7 million in 2002. The decrease was
mainly due to the drop in freight tonnage, the implementation of
freight price discounts and the reduction of storage and loading
charges.

of commodities shipped for the three years ended December 31,
2002:

there was a decline in the amount of

our inbound

YEAR ENDED DECEMBER 31,

2000 2001
eight transportation

SANAS) + i it et e e 549,694 567,276
ons (thousands of tons)........ 28,733 29,012
(RMB) ¢ i ettt et ettt e et e ieeeeee 19.13 19.55
(Millions) «veeeeeeeennnn. 2,071.6 2,082.5
—kilometer (RMB) ......uiueune... 0.27 0.27
Businesses. Revenues from our other businesses decreased by 2.1%

illion in 2001 to RMB156.9 million in 2002. The decline was due
creased train frequency and higher train speeds that reduced
sumption of food and beverages both on-board and in railway
dition, the subway construction outside Shenzhen Station also
restaurants.

514,036
27,583
18.64
1,926.0
0.27

affected the number of customers dining at our station

The table below sets forth a breakdown of the
categories of our other businesses for the three years
2001 and 2002:

revenues
ended Dec

33

On-board and station sales

from different
ember 31, 2000,

YEAR ENDED DECEMBER

2000 2001
(RMB THOUSANDS)
58,030 51,627
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LAt ioN SETrVICES . i ittt i ittt ettt ettt e et e e e e 65,934
Tourism, advertising and others.......... ... i 69,451
i 193,415

2001.

2002.

Operating Expenses. In 2002, our total operating expenses were
RMB1,895.0 million, representing an increase of 18.5% from RMB1,599.5 million in
This was due mainly to an increase in railway operating expenses.

Railway Operating Expenses. Our total railway operating expenses
increased by 18.8% from RMB1,460.6 million in 2001 to RMB1,735.3 million in
Details are as follows:

Labor and benefits. In 2002, labor and benefits expenses amounted

to RMB373.8 million, representing an increase of 16.6% from
RMB320.6 million in 2001. The rise in labor and benefits expenses
was mainly due to the increase in the number of employees
resulting from the operation of two additional long-distance
trains and the more frequent train service along the
Guangzhou-Shenzhen route, as well as an increase in the average
salaries of our employees. The number of our employees increased
to 9,258 as of December 31, 2002 from 9,132 as of December 31,
2001. Moreover, our efforts to link compensation with our
employees' performance also increased the overall salary and
welfare expenses in 2002.

Materials and supplies. Materials and supplies consisted of fuel,
water and electricity. In 2002, our materials and supplies
expenses amounted to RMB192.1 million, representing an increase
of 32.8% from RMB144.7 million in 2001. The higher expenses were
mainly caused by the increase in materials consumption resulting
from the full year operation of the eight newly operated "Blue
Arrow" electric trains that were part of our

"As-frequent-as-buses" Train Project that we leased in the second

half of 2001 and the two additional long-distance passenger
trains that operated throughout 2002. The higher frequency of
train service on the Guangzhou-Shenzhen route, the increased
number of pairs of electric trains and the shift to electricity
power on some freight trains also added to the materials and
supplies expenses.

Depreciation. In 2002, depreciation expenses of fixed assets were
RMB335.5 million, representing a 2.0% decrease from RMB342.5
million in 2001. The decrease in depreciation expenses was mainly
due to our contribution of RMB120.6 million of telecommunication
assets and certain related construction-in-progress to China
Railcom. The depreciation associated with these assets of
approximately RMB11.1 million was no longer reflected in our
audited consolidated financial statements, thus reducing our
depreciation expenses in 2002.
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Repair expenses. In 2002, repair expenses amounted to RMB102.4
million, representing an 8.3% increase from RMB94.6 million in
2001. The increase was mainly due to the full year operation of
two new long-distance trains that commenced operation in the
second half of 2001 and the full year operation of the

41,287
67,392
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"As-frequent-as-buses" Train Project on the Guangzhou-Shenzhen
route. In addition, efforts to improve both passenger and freight
transportation facilities along the Guangzhou-Shenzhen route also
increased repair expenses.

o Equipment leases and services. In 2002, expenses on equipment
leases and services amounted to RMB433.9 million, representing a
65.4% increase from RMB262.3 million in 2001. The substantial
increase of such expenses in 2002 was mainly due to the full year
operation of two new long-distance trains (Shenzhen-Yueyang and
Shenzhen-Beijing) which significantly increased the expenditures
paid to other railway companies for railway line usage and train
hauling expenses. Furthermore, the full year operation of the
eight high-speed electric trains leased from Guangzhou Zhong Che
Rolling Stock Sales and Leasing Company also increased leasing
expenses significantly.

o Fees for social services. Fees for social services are paid for
services provided to our employees, including health care and
education and for services relating to passenger safety and
security. In 2002, fees for social services were RMB57.39
million, representing an increase of 0.4% from RMB57.16 million
in 2001. The increase was due primarily to the fees paid for
passenger safety and security on our two new long-distance
passenger trains.

o General and administrative expenses. General and administrative
expenses in 2002 were RMB123.8 million, representing a decrease
of 17.6% from RMB150.2 million in 2001. The decrease was due
primarily to the significant drop in the provision for bad debts
in 2002, and to the decrease in losses from bad debts from
RMB29.6 million in 2001 to RMB4.6 million in 2002. In 2002, we
improved our receivables collection by managing and clearing
outstanding accounts receivable. As a result, our accounts
receivable dropped significantly.

o Other expenses. In 2002, other expenses amounted to RMB101.3
million, representing an increase of 38.2% from RMB73.2 million
in 2001. The increase in other expenses was due to the addition
of two long-distance trains and the full year operation of the
"As-frequent-as-buses" Train Project on the Guangzhou-Shenzhen
route, which increased various direct costs. Since we contributed
our telecommunication assets into China Railcom, we started to
pay for telecommunication services provided by China Railcom,
which increased our expenses for telecommunication services.

PROFIT FROM OPERATIONS
Our profit from operations increased by 12.3% from RMB554.1 million in
2001 to RMB622.5 million in 2002, principally driven by the increase in

operating profit from railroad businesses from RMB532.7 million in 2001 to
RMB625.3 million in 2002, which was offset

35
slightly by a decrease in operating profit of our other businesses from RMB21.5

million in 2001 to an operating loss of RMB2.8 million in 2002.

TAXATION
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As we are registered and established in the Shenzhen Special Economic
Zone, our railroad businesses are subject to income tax at a rate of 15%.
According to relevant tax regulations, our other businesses and our subsidiaries
are subject to income tax at the rate of either 15% or 33%, depending on the
location of incorporation. Taxes payable by us and our subsidiaries were
RMB104.4 million in 2002, implying an actual tax rate of 15.7%. Income tax
expense of RMB104.4 million in 2002 increased by RMB5.0 million over RMB99.4
million in 2001, which was due to the growth of profits before tax.

NET PROFIT

Our consolidated net profit increased from RMB533.5 million in 2001 to
RMB557.1 million in 2002, representing an increase of 4.4%.

YEAR ENDED DECEMBER 31, 2001 COMPARED WITH YEAR ENDED DECEMBER 31, 2000
REVENUES

Our total revenues increased by 8.7% from RMB1,980.4 million in 2000 to
RMB2,153.6 million in 2001 as a result of the increase in revenues from both
passenger and freight transportation, which was slightly offset by the decrease
in revenues from our other businesses. Revenues from passenger and freight
transportation operations accounted for approximately 71.5% and 28.5%,
respectively, of the total revenues generated by the railroad business,
representing approximately 66.2% and 26.3%, respectively, of our total revenues
in 2001.

Passenger Transportation. Passenger transportation is our largest
business segment and it experienced significant growth in 2001. The revenues
from the passenger transportation business were RMB1,426.0 million in 2001,
representing an increase of 15.3% from RMB1,237.3 million in 2000. The increase
in the revenues from passenger transportation was mainly due to the increase in
the number of passengers from approximately 34.947 million in 2000 to
approximately 38.842 million in 2001 and an increase 1in revenue per passenger
from RMB35.40 in 2000 to RMB36.71 in 2001.

Freight Transportation. Revenues from our freight transportation
business in 2001 were RMB567.3 million, representing an increase of 3.2% from
RMB549.7 million in 2000. The total tonnage of freight increased from
approximately 28.7 million tons in 2000 to approximately 29.0 million tons in
2001, and the increase of revenue per ton also increased from RMB19.1 in 2000 to
RMB19.6 in 2001. This growth in freight transportation business in 2001 was
mainly due to continued domestic economic growth. As a result of our flexible
pricing policy and enhancement of marketing strategies, the freight volume and
revenues from freight transportation both increased despite increasingly keen
competition from other means of transportation.

Other Businesses. The revenues from our other businesses decreased by
17.1% from RMB193.4 million in 2000 to RMB160.3 million in 2001. The revenues
from other businesses
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accounted for 7.5% of the total revenues in 2001. The increased frequency and
speed of our passenger trains have reduced waiting time and travel time, leading
to a decrease in revenues from our other businesses as consumption of food and
beverages and other goods both in stations and aboard trains was reduced.

OPERATING EXPENSES
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Our total operating expenses were RMB1,599.5 million, representing an
increase of approximately 9.5% from RMB1,461.0 million in 2000, due mainly to
the increase in railroad operating expenses. The operating expenses of our
railroad businesses in 2001 accounted for 91.3% of our total operating expenses
for the year.

Railroad operating expenses. Our total railroad operating expenses
increased by 12.6% from RMB1,297.5 million in 2000 to RMB1,460.6 million in
2001. Our total railroad operating expenses as a percentage of total railroad
operating revenues increased slightly from 72.6% in 2000 to 73.3% in 2001. The
increase in the railroad operating expenses was due primarily to the increase in
depreciation expenses, labor and welfare expenses, materials and supplies
expenses, and general and administrative expenses. Details are as follows:

o Depreciation. Our railroad related depreciation expenses
increased by 12.2% from RMB305.3 million in 2000 to RMB342.5
million in 2001. It was attributable mainly to the further
upgrading and expansion of our railroad networks as well as to
the increase in corresponding capital expenditures.

o Labor and benefits. Due to the increase in frequency of trains
and the launching of newly operated routes in 2001, there was an
increase in workload and the number of employees. This resulted
in an increase of labor and related welfare expenses by 23.0%
from RMB260.7 million in 2000 to RMB320.6 million in 2001. In
addition, we raised the remuneration packages offered to our
employees to ensure that they were competitive. We also
implemented a pay policy of linking performance to rewards under
the existing pay and remuneration system.

o Materials and supplies. The materials and supplies expenses
consisted mainly of fuel, water and electricity expenditures.
Materials and supplies expenses increased by 19.3% from RMB121.3
million in 2000 to RMB144.7 million in 2001. The increase was due
primarily to an increase in fuel and electricity consumption
resulting from the operation of two new long-distance trains in
2001 and the increase in frequency of our high-speed electric
passenger trains.

o General and administrative expenses. The general and
administrative expenses increased by 13.9% from RMB131.9 million
in 2000 to RMB150.2 million in 2001 principally because of
increases in provisions. Provision for bad debts increased from
RMB17.0 million in 2000 to RMB29.6 million in 2001 due primarily
to a one-time provision for rental and utility expenses overdue
from a third party and, to a lesser extent, certain other
provisions including those for overdue accounts receivables from
freight transportation customers.
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PROFIT FROM OPERATIONS

Our profit from operations increased by 6.7% from RMB519.4 million in
2000 to RMB554.1 million in 2001, principally driven by the increase in
operating profit from railroad businesses from RMB489.5 million in 2000 to
RMB532.7 million in 2001, which was offset slightly by a decrease in operating
profit of our other businesses from RMB29.9 million in 2000 to RMB21.5 million
in 2001.
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TAXATION

Being registered and established in the Shenzhen Special Economic Zone,
we are subject to corporate income tax at a rate of 15%. We and our subsidiaries
had income tax expenses of RMB99.3 million in 2001 and RMB99.4 million in 2000,

reflecting effective tax rates of 15.8%

and 16.8%, respectively. The decrease of

in income tax resulted from a recognition of additional deferred tax assets in

2001.

NET PROFIT

Our consolidated net profit increased 8.4% from RMB492.1 million in

2000 to RMB533.5 million in 2001.

CRITICAL ACCOUNTING POLICIES

Our audited consolidated financial statements have been prepared in
accordance with IFRS. Our principal accounting policies are set out on pages
F-12 to F-18 to our audited consolidated financial statements. IFRS requires
that we adopt the accounting policies and estimation techniques that are most
appropriate in the circumstances for the purpose of giving a true and fair view

of our results and financial condition.

However, different policies, estimation

techniques and assumptions in critical areas could lead to materially different

results, in particular, with respect to
paragraph.

IMPAIRMENTS

If circumstances indicate that
investment may not be recoverable, this
an impairment loss may be recognized in
Assets". We review the carrying amounts
order to assess whether the recoverable

impairments discussed in the next

the net book value of an asset or

asset may be considered "impaired", and
accordance with IFRS 36 "Impairment of
of long-lived assets periodically in
amounts have declined below the carrying

amounts. We test these assets for impairment whenever events or changes in

circumstances indicate that their recorded carrying amounts may not be
recoverable. When such a decline has occurred, the carrying amount is reduced to
the estimated recoverable amount. The amount of impairment loss is the
difference between the carrying amount of the asset before the reduction and the
estimated recoverable amount. The recoverable amount is the greater of the
estimated net selling price and the value in use. It is difficult to precisely
estimate selling prices because quoted market prices for our assets are often
not readily available. In determining the value in use, we discount cash flows
that we expect the asset to generate to their present value. Determining cash
flows that we expect an asset to generate requires significant judgment relating
to the expected level of sales volume, selling prices and the amount of
operating costs.
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LIQUIDITY AND CAPITAL RESOURCES

Our principal source of capital has been cash flow from operations, and
principal uses of capital are to fund capital expenditures, investment and
payment of taxes and dividends.

We generated approximately RMB1,157.2 million of net cash flow from
operating activities in 2002. Substantially all of our railroad business
revenues were received in cash, with accounts receivable arising primarily from
long-distance passenger and pass-through freight transactions originating from
other railway companies whose lines connect to our railroad. Similarly, some
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accounts payable arise from payments for railroad transportation services that
the we collect on behalf of other railroad companies. Accounts receivable and
payvable were generally settled either quarterly or monthly between us and the
other railroad companies. Most of our revenues generated from other businesses
were received in cash. There were also accounts payable associated with purchase
of materials and supplies in other businesses. Our provision for bad debt
decreased from RMB29.6 million in 2001 to RMB4.6 million in 2002, due primarily
to the better collection of overdue accounts receivable.

In 2002, other than for operating expenses, our cash outflow was mainly
related to the following:

o capital expenditures of approximately RMB535.0 million,
representing a decrease of 36.3% from RMB840.5 million in 2001;
such expenditures were mainly used for the purchase of
long-distance passenger coaches, the renovation and expansion of
our facilities and the purchase of available-for-sale
investments; and

o payment of dividends of approximately RMB356.5 million.

Funds not needed for immediate use are kept in short and medium-term
investments and bank deposits.

We had temporary cash investments of approximately RMB567.3 million as
of December 31, 2002 and cash and cash equivalents of RMB1,413.0 million. We
have no contingent liabilities.

We believe that we have sufficient funds to satisfy our current working
capital requirements.

CASH FLOW

Cash and cash equivalents in 2002 increased by approximately RMB1,047.5
million over 2001 primarily due to the maturity of RMB809.3 million of time
deposits. The table below sets forth the major items in the consolidated cash
flow statements for 2001 and 2002 and the percentage change from 2001 to 2002.

39
YEAR ENDED DECEMBER 31,
——————————————————————————— CHANGE FRO
2001 2002 2001
(RMB THOUSANDS)
Net cash generated from operating
activities . u et e e e e, 886,016 1,157,177 30.6%
Net cash (used)/from in investing activities (430,425) 251,003 N/A
Net cash (used) in financing activities..... (420,137) (360, 643) (14.2)%
Net increase/ (decrease) of cash and
cash equivalents........iiiiiinneennnn. 35,454 1,047,537 -
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CASH FLOW FROM OPERATIONS AND WORKING CAPITAL

Our net cash generated from operating activities in 2002 was
approximately RMB1,157.2 million, representing an increase of RMB271.2 million
from RMB886.0 million in 2000. The increase resulted primarily from an increase
in cash flow generated from our passenger transportation business.

Our working capital increased slightly from RMB1l,610.6 million in 2001
to RMB1,631.4 million in 2002. The increase was due mainly to an increase in
payables due to related parties of RMB99.5 million from RMB58.7 million in 2001
to RMB158.2 million in 2002, a decrease of prepayments and other current assets
of RMB62.2 million from RMB322.3 million in 2001 to RMB260.1 million in 2002,
and an increase in accrued expenses and other payables of RMB4.0 million from
RMB454.0 million in 2001 to RMB458.0 million in 2002, which was offset slightly
by a decrease in trade payables of RMB27.3 million from RMB69.0 million in 2001
to RMB41.7 million in 2002 and a decrease in trade receivables (before the
provision for doubtful accounts) of RMB24.1 million from RMB91.5 million in 2001
to RMB67.4 million in 2002.

CASH FLOW FROM INVESTING ACTIVITIES

The total cash from investing activities was approximately RMB251.0
million in 2002, representing an increase of RMB681.4 million from cash used in
investing activities of RMB430.4 million in 2001. Cash from investing activities
in 2002 mainly included a decrease in temporary cash investments and interest
received. The increase was mainly due to the shortening of the term of
re—-investment upon maturity of a portion of our short-term investments, thus
increasing cash and cash equivalents by approximately RMB703.2 million.

CASH FLOW FROM FINANCING ACTIVITIES

Net cash used in financing activities in 2002 was approximately
RMB360.6 million, representing a decrease of RMB59.5 million from RMB420.1
million in 2001. It consisted of a dividend payment of RMB356.5 million and
distribution to minority shareholders of approximately RMB4.15 million.

CAPITAL COMMITMENTS

The table below sets forth our capital commitments and operating lease
commitments for the years ended December 31, 1998 to 2002.

40
1998
Capital CoOmMMIitmEeNnt S . @ittt ittt ettt et ettt eeeeeeeeeeannns 1,050,000
Operating lease commitments. ... ..ttt iin ettt eeeeeeeeeeannnn 32,000
- not more than one year 22,040
- more than one year but nor more than five years 9,960

In 2002, we had capital commitments of approximately RMB10.2 million

AS AT DECEMBE

(RMB THOUSAN

196,625 55,340
556,710 546,750
14,460 91,125

542,250 455,625
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for the purchase of four locomotives. We also had operating lease commitments of
RMB399.4 million, of which RMB108.0 million were for operating lease commitments
of less than a year and RMB291.4 million were for commitments over one year but

less than five years.

As of December 31, 2002, we had not used any of our assets as security
or collateral for any loans or provided any guarantees.

CAPITAL EXPENDITURE PLAN FOR 2003

Our capital expenditure plan for 2003 will focus on increasing our
passenger and freight transportation capacity and enhancing our competitiveness.
In 2003, we plan to invest a total of RMB490.9 million on the following
projects:

o the expansion of Guangzhou-Shenzhen Line (construction of the
fourth track);

o the construction of a technical support and maintenance depot for
passenger trains in northern Shenzhen; and

o the purchase of additional trains and other renovation and
construction projects.

For more information about these capital expenditure projects, see
"Item 4. Information on the Company - Property, Plants and Equipment".

Our capital expenditure needs for 2003 will be funded by internally
generated funds from operations and other financings, as necessary.

DIFFERENCE BETWEEN IFRS AND US GAAP

Our audited consolidated financial statements conform to IFRS, which
differ in certain respects from those prepared under US GAAP. A major difference
between IFRS and US GAAP, which has a significant effect on our consolidated net
profit and consolidated net assets 1is set out below:

REVALUATION OF FIXED ASSETS

As stated in Note 13 of our audited consolidated financial statements,
we revalued our fixed assets on March 6, 1996. We recorded a revaluation surplus
of fixed assets amounting to

41

approximately RMB1.5 billion. The revaluation as of September 30, 2002 did not
result in a material difference from the carrying amounts and no revaluation
surplus or deficit was recorded for the year ended December 31, 2002.

Under IFRS, revaluation of fixed assets is permitted and depreciation
is based on the revalued amount. Additional depreciation arising from the
revaluation surplus was approximately RMB48.4 million for the year ended
December 31, 2002 (2001: approximately RMB48.4 million).

Under US GAAP, fixed assets are required to be stated at their original
cost. Hence, no additional depreciation from revaluation will be recognized
under US GAAP. However, a deferred tax asset related to the revaluation surplus
amounting to approximately RMB223.8 million was created under US GAAP with a
corresponding increase in equity since the revaluation resulted in a higher tax
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base which will be realized through additional depreciation for PRC tax
purposes.

Effects on our consolidated net profit of the significant differences
between IFRS and US GAAP are summarized below:

YEAR ENDED DECEMBER 31,

RMB

(IN THOUSANDS, EXCEPT PER SHARE DA

2000 2001
RMB RMB
Net profit under IFRS. ... ..t iiineeneennnnnnns 492,089 533,495
US GAAP adjustments:
Reversal of additional depreciation charges
arising from the revaluation surplus on
fixed assets. ...ttt e e e e 48,422 48,422
Effect of US GAAP adjustment on taxation... (7,263) (7,263)
Consolidated net profit under US GAAP.......... 533,248 574,654
FEarnings per share under US GAAP..........ccuo... 0.12 0.13
Earnings per equivalent ADS under
US GAAP .« ittt ettt et eeeeeeeneeeeeaanaeeenns 6.15 6.63
(1) Translated solely for the convenience of the reader into U.S. dollars at

the noon buying rate prevailing on December 31, 2002 of US$1.00 to

RMB8.2800.
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Effects on consolidated net assets of significant differences between
IFRS and US GAAP are summarized below:

557,083

48,422
(7,263)

YEAR ENDED DECEMBER

Consolidated net assets under IFRS. ...ttt ittt nnennnnnn 10,120,623
US GAAP adjustments:
Reversal of the revaluation surplus on fixed assets.....

Reversal of additional depreciation charges arising from

(1,492,185)

the revaluation surplus on fixed assets............... 282,462

Deferred tax assets created........c.o ittt nnnnnn 181,458

Consolidated net assets under US GAAP . ... ittt tteeneenneens 9,092,358
(1) Translated solely for the convenience of the reader into U.S. dollars at

RMB
(IN THOUSANDS

10,244,151
(1,492,185)
330, 884

174,195
9,257,045
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the noon buying rate prevailing on December 31, 2002 of US$1.00 to
RMB8.2800.

There are no significant differences between IFRS and US GAAP that
would affect the classification in the balance sheet and the income statement

that would not also affect our net income or shareholders' equity.

RECENTLY ISSUED U.S. ACCOUNTING STANDARDS

The Financial Accounting Standards Board ("FASB") issued Statement of
Financial Accounting Standards No. 143, Accounting for Assets Retirement
Obligations ("SFAS 143"), Statement of Financial Accounting Standards No. 146,

Accounting for Costs Associated With Exit or Disposal Activities ("SFAS 146"),
FASB interpretation N. 45, Guarantor's Accounting and Disclosure Requirements
for Guarantees, including Indirectly Guarantees of Indebtedness of Others ("FIN
45"), FASB Interpretation No. 46, Consolidation of Variable Interest Entities
("FIN 46") and Emerging Issues Task Force ("EITEF") Issue 00-21, "Accounting for
Revenue Arrangements with Multiple Deliverables" that addresses certain aspects
of a vendor's accounting for multiple revenue-generating arrangements ("EITF
Issue 00-21).

(a) SFAS 143 addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the
associated assets retirement costs. SFAS 143 is effective for fiscal
years beginning after 31 December, 2002. We do not expect that the
adoption of SFAS143 will have a material an impact on our audited
consolidated financial statements.

(b) SFAS 146 addresses financial accounting and reporting for costs
associated with exit or disposal activities and nullifies Emerging
Issues Task Force Issue No. 94-3 "Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit Activity
(including Certain Costs Incurred in a Restructuring)". We adopted SFAS
146 on January 1, 2003 and do not expect the adoption of this standard
to have a material impact on our audited consolidated financial
statements.
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(c) FIN 45 elaborates on the disclosures to be made by a guarantor about
its obligations under certain guarantees that it has issued. It also
clarifies that a guarantor is required to recognize, at the inception
of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition and
initial measurement provisions under FIN 45 are applicable
pros