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PART 1: FI NANCI AL | NFORVATI ON

| TEM 1:  FI NANCI AL STATEMENTS

MC SHI PPI NG | NC. AND SUBSI DI ARI ES
CONSCOL| DATED BALANCE SHEETS

( UNAUDI TED)
ASSETS
SEPTEMBER 30 DECEMBER 31
2002 2001
CURRENT ASSETS
Cash and cash equival ents $ 13, 986, 349 $ 15, 021, 143
H re recei vabl es 86, 340 128, 808
Recoverable frominsurers 990, 982 662, 166
I nventories 624, 967 777, 330
Recei vables fromaffiliates 36, 835 159, 286
Prepai d expenses and other current
assets 1, 363, 668 1, 373,532
TOTAL CURRENT ASSETS 17,089, 141 18, 122, 265
VESSELS, AT COST 134, 303, 246 128, 311, 809
Less — Accunul ated depreci ati on (40, 366, 412) (44, 836, 362)
93, 936, 834 83, 475, 447
FURNI TURE & EQUI PMENT, AT COST 31,704 27,770
Less — Accunul ated depreci ati on (22, 696) (15, 550)
9, 008 12, 220
OTHER ASSETS

Drydocki ng costs (net of accunul ated

anortization of $1,040,849 at

Sept ember 30, 2002 and $1, 044,941 at

Decenber 31, 2001) 1,777,383 2,252,489
Debt issuance cost (net of accumul ated

anortization of $1, 366,396 at

Sept ember 30, 2002 and $1, 158, 864 at

Decenber 31, 2001) 1, 069, 585 966, 576

TOTAL ASSETS $ 113,881,951 $ 104, 828, 997

THE ACCOMPANYI NG NOTES ARE AN | NTEGRAL
PART OF THESE CONSOLI DATED FI NANCI AL STATEMENTS.



MC SHI PPI NG | NC. AND SUBSI Di AR ES
CONSOLI DATED BALANCE SHEETS
( UNAUDI TED)

LI ABI LI TI ES AND SHAREHOLDERS' EQUI TY

SEPTEMBER 30 DECEMBER 31
2002 2001
CURRENT LI ABI LI TI ES
Account s payabl e 1,276,742 $ 676, 509
H re received i n advance 76, 000 1, 144, 394
Accrued expenses 5, 358, 521 7,025, 733
Accrued interest 581, 392 1, 657,594
Current portion of [ong term debt 13, 498, 303 6, 298, 303
TOTAL CURRENT LI ABI LI TIES 20, 790, 959 16, 802, 533
LONG TERM DEBT
11. 25% Seni or Not es due 2008 34, 640, 000 34, 820, 000
Secur ed Loans 33, 294, 368 29, 389, 859
TOTAL LONG TERM DEBT 67, 934, 368 64, 209, 859
TOTAL LI ABILITIES 88, 725, 327 81, 012, 392
SHAREHOLDERS EQUI TY
Common stock, $.01 par val ue
20, 000, 000 shares authori zed
8, 481, 624 shares i ssued 84, 816 84, 816
Addi tional paid-in capital 52, 165, 202 52, 232, 899
Less : Treasury stock, at cost
(241, 466 shares at Septenber 30, 2002
and 263, 270 shares at Decenber 31, 2001) (971, 185) (1, 058, 882)
Accunul ated deficit (25, 596, 871) (27, 238, 157)
Accumul at ed conprehensi ve income (525, 338) (204, 071)
TOTAL SHAREHOLDERS EQUITY 25, 156, 624 23, 816, 605
TOTAL LI ABILITIES AND SHAREHOLDERS' EQUI TY $ 113, 881, 951 $ 104, 828, 997

THE ACCOVPANYI NG NOTES ARE AN | NTEGRAL
PART OF THESE CONSOLI DATED FI NANCI AL STATEMENTS.
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MC SHI PPI NG | NC. AND SUBSI DI ARI ES
CONSCL| DATED STATEMENTS OF OPERATI ONS

For the Quarters ended Septenber 30, 2002 and Septenber 30, 2001

( UNAUDI TED)
SEPTEMBER 30 SEPTEMBER 30
2002 2001
CHARTERHI RE AND OTHER | NCOVE $ 11, 036, 997 $ 9, 105, 908
COSTS AND EXPENSES
Conmi ssion on Charterhire (268, 772) (303, 038)
Vessel Qperating Expenses (4, 782,543) (4,321, 689)
Anortization of Drydocking Costs (139, 795) (217, 975)
Depreci ati on (2,640, 025) (2,311, 879)
CGeneral and Adm nistrative Expenses (261, 294) (300, 724)
OPERATI NG | NCOVE 2,944, 567 1, 650, 603
OTHER | NCOVE/ ( EXPENSES)
I nterest Expense (1,678, 099) (1, 458, 436)
I nterest | ncone 28, 746 75, 849
Gai ns on Disposal s of Vessels - 16, 883
Provi sion for estimated inpairnment
Loss on vessels (815, 896) -
| NCOVE BEFORE EXTRAORDI NARY | TEVSB 479, 318 284, 899
Extraordi nary Gains on Repurchases of
Seni or Not es 94, 598 5, 359
NET | NCOVE $ 573,916 $ 290, 258
BASI C AND DI LUTED PER SHARE AMOUNTS
I ncome before Extraordinary Itens $ 0. 06 $ 0. 03
Net | ncone $ 0. 07 $ 0.04
WEI GHTED AVERAGE NUMBER OF SHARES
OQUTSTANDI NG 8, 238, 262 8,182, 749

THE ACCOVPANYI NG NOTES ARE AN | NTEGRAL
PART OF THESE CONSOLI DATED FI NANCI AL STATEMENTS.



MC SH PPI NG | NC. AND SUBSI DI ARl ES
CONSOL| DATED STATEMENTS OF OPERATI ONS
For the nine nonths ended Septenber 30, 2002 and Septenber 30, 2001

( UNAUDI TED)
SEPTEMBER 30 SEPTEMBER 30
2002 2001
CHARTERHI RE AND OTHER | NCOVE $ 31, 351, 226 $ 35, 440,774
COSTS AND EXPENSES
Conmi ssion on Charterhire (841, 716) (997, 634)
Vessel Operating Expenses (14, 800, 171) (17,576, 622)
Anortization of Drydocki ng Costs (435, 356) (632, 419)
Depr eci ati on (6,394, 135) (9,086, 199)
Ceneral and Admi nistrative Expenses (930, 040) (1,070, 753)
OPERATI NG | NCOVE 7,949, 809 6, 077, 147
OTHER | NCOVE/ ( EXPENSES)
I nterest Expense (4, 810, 099) (6,006, 424)
Interest |ncone 94, 348 322, 356
Equity in Loss of Associated
Conpany - (35, 642)
Provision for Estimated |npairnment
Loss on Vessels (1,687, 370) (835, 737)
Gain on Disposals of Vessels - 2,092,474
| NCOVE BEFORE EXTRAORDI NARY | TEVSB 1, 546, 688 1,614,174
Extraordi nary Gains on Repurchases
of Seni or Notes 94, 598 11, 388, 757
NET | NCOVE $ 1,641, 286 $ 13, 002, 931
BASI C AND DI LUTED PER SHARE AMOUNTS
I ncome before Extraordinary Itemns $ 0.19 $ 0. 20
Net | ncone $ 0. 20 $ 1.59
WEI GHTED AVERAGE NUMBER OF
SHARES QUTSTANDI NG 8, 225, 063 8,172,732

THE ACCOVPANYI NG NOTES ARE AN | NTEGRAL
PART OF THESE CONSCLI DATED FI NANCI AL STATEMENTS.



MC SH PPI NG | NC. AND SUBSI DI ARl ES
CONSOLI DATED STATEMENT OF CASH FLOWS
For the nine nonths ended Septenber 30, 2002 and Septenber 30, 2001

( UNAUDI TED)
SEPTEMBER 30 SEPTEMBER 30
2002 2001

OPERATI NG ACTI VI TI ES

NET | NCOMVE $ 1, 641, 286 $ 13, 002, 931
Adj ustnents to reconcile Net Incone to net cash

(used by)/provided fromoperating Activities

Depreciation & anortization 7,037,023 9, 963, 458
Provision for estimated inpairment |oss on
Vessel s 1, 687, 370 835, 737
Equity in Loss of Associated Conpany - 35, 642
Drydocki ng Costs Capitalized (161, 618) (787, 441)
Gai n on disposals of vessels - (2,092, 474)
Gai ns on repurchases of Senior Notes (94, 598) (11, 388, 757)
Shares issued to Directors 20, 000 25, 000
Conpr ehensi ve | ncone (321, 267) (784, 479)
Changes in Qperating Assets and Liabilities:
H re receivabl es 42, 468 (279, 830)
Recoverabl e frominsurers (328, 816) 239, 314
I nventories 152, 363 325, 602
Recei vabl es fromaffiliates 122, 451 328, 032
Prepai d expenses and other current assets 9, 864 683, 089
Accounts payabl e 600, 233 (581, 457)
Accrued expenses and hire received in advance (2,735, 606) 979, 896
Accrued i nterest (1, 076, 202) (2,286, 372)
NET CASH PROVI DED FROM OPERATI NG ACTI VI TI ES $ 6, 594, 950 $ 8,217,891
I NVESTI NG ACTI VI TI ES
Proceeds from di sposals of vessels 6, 664, 000 37,719, 739
Purchases of and additions to vessels (25, 000, 000) (18, 165, 000)
Purchase of of fice equi prent (2,310) (8, 233)
NET CASH (USED BY)/ PROVI DED FROM | NVESTI NG
ACTI VI TI ES $ (18, 338, 310) $ 19, 546, 506
FI NANCI NG ACTI VI TI ES
Repaynents of term /| oans (6, 895, 491) (9,212, 053)
Dr awdown of term | oans 18, 000, 000 17, 700, 000
Prepaynent of term| oans - (18, 675, 000)
Debt issuance costs (313, 143) (202, 316)
Repur chases of Seni or Notes (82, 800) (20, 908, 872)
NET CASH PROVI DED FROM / (USED BY) FI NANCI NG
ACTI VI TI ES $ 10, 708, 566 $ (31,298, 241)
DECREASE | N CASH (1, 034, 794) (3, 533, 844)
CASH AND CASH EQUI VALENTS AT BEG NNI NG OF PERI OD 15, 021, 143 $ 16, 114, 095
CASH AND CASH EQUI VALENTS AT END OF PERI OD $ 13, 986, 349 $ 12, 580, 251

THE ACCOVPANYI NG NOTES ARE AN | NTEGRAL
PART OF THESE CONSCLI DATED FI NANCI AL STATEMENTS.



MC SHI PPI NG | NC. AND SUBSI DI ARl ES
NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS

SEPTEMBER 30, 2002
( UNAUDI TED)

NOTE 1. BASI S OF PRESENTATI ON

The acconpanyi ng unaudited consolidated financial statenents of MC Shipping
Inc. and subsidiaries (the “Conmpany”) have been prepared in accordance with United
States generally accepted accounting principles for interim financial information.
Accordingly, they do not include all of the information and footnotes required by
general |y accepted accounting principles for conplete financial statenments. In the
opi nion of Managenent, adjustnents (consisting of normal recurring accruals)
consi dered necessary for a fair presentation have been included. Operating results
for the quarter and for the nine nonths ended Septenber 30, 2002 are not
necessarily indicative of the results that may be expected for the year ending
Decenber 31, 2002. These consolidated financial statements should be read in
conjunction with the Conmpany's Annual Report on Form 10-K

NOTE 2. ORGANI ZATI ON AND SI GNI FI CANT ACCOUNTI NG PCLI C ES

ORGANI ZATI ON: The Conpany is incorporated in the Republic of Liberia and
through its subsidiaries, currently owns and operates seventeen second-hand vessels
conprising seven liquid petroleum gas (“LPG) carriers, eight containerships, and
two nultipurpose seariver vessels.

PRI NCl PLES OF CONSOLI DATI ON: The consolidated financial statenents include
the accounts of MC Shipping Inc. and its wholly-owned subsidiaries. Al inter-
conpany accounts and transacti ons have been eli ni nated.

REVENUE RECOGNI TION:  Charter revenues are derived from tinmecharters, voyage
charters and bareboat charters. Tinecharter and bareboat charter revenue is
recogni zed on an accrual basis. Voyage charter revenue and related expenses are
accounted for on the percentage of conpletion nethod.

VESSEL REPAI R AND OVERHAUL: Normal vessel repair and mai ntenance costs are
charged to inconme when incurred. Costs incurred during drydockings and periodic
i nspections for regulatory and insurance purposes are deferred and charged to
i ncome rateably over the period of five years to the next internediate or special
survey drydocki ng.

VESSELS AND DEPRECI ATI ON: Vessels are stated at <cost, which includes
contract price and other direct costs relating to acquiring and placing the vessels
in service. Depreciation is calculated, based on cost, less estimted salvage
val ue, using the straight-line nmethod, over the remaining econonmic life of each
vessel. The economc life of LPG carriers is assumed to extend from the date of
their construction to the date of the final special survey which is closest to
thirty years from the date of their construction. The economic life of other
vessels is assuned to extend fromthe date of their construction to the date of the
final special survey, which is closest to twenty-five years fromthe date of their
construction. Long-lived assets used in operations are witten-down to fair val ue
when information indicates that the carrying anount is not recoverable and assets
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to be disposed of are valued at the lower of carrying amount or fair value |ess
cost to sell. Depreciation is not recorded on the vessels that are earmarked for
sale, as such vessels are included in the financial statements at their market
val ue, and such value is reviewed at the end of each quarter.

SEGVENT REPCRTI NG The Conpany operates as a single segnent, as Mnagenent
internally evaluates the perfornance of the enterprise as a whole and not on the
basi s of separate business units.

COVWPREHENSI VE | NCOVE: As of Septenber 30, 2002, foreign currency translation
adj ustnents anounted to $3,713 (gain) and unrealised |osses on cash flow hedges to
$529, 051.

DEBT | SSUANCE COSTS: Debt issuance costs are being anortised, using the
interest nethod, over the terns of the long-termcredit facilities. The wite-offs
of debt issuance costs associated with the Conpany’s repurchases and retirenents of
Notes are recorded as extraordinary itens.

| NTEREST RATE SWAPS: FAS 133 requires the Conpany to recognise its
derivative instruments as either assets or liabilities in the statenent of
financial position at fair value. The accounting for changes in the fair value of a
derivative instrument depends on whether it has been designated and qualifies as
part of a hedging relationship and further, on the type of hedging relationship.
For those derivative instruments that are designated and qualify as hedging
instrunments, the Conpany nust designate the hedging instrunment, based upon the
exposure being hedged, as a fair value hedge, cash flow hedge or a hedge of a net
i nvestnment in a foreign operation.

The Conpany has entered into two interest-rate swap agreenments to fix the
variable interest rate of sonme of its outstanding debt (See Note 8).

As these interest rate swaps are designated and qualifying as cash flow
hedges (i.e. hedging the exposure to variability in expected future cash fl ows that
are attributable to a particular risk), the effective portion of the gain or |oss
on the derivative instrunent is reported as a conponent of other conprehensive
income and reclassified into earnings in the same line item associated with the
forecasted transaction in the sane period during which the hedged transaction
af fects earnings.

I NVENTORI ES: Inventories consist principally of supplies and are stated at
cost, determined by the first-in, first-out nethod.

CASH EQUI VALENTS: The Conpany had $13, 986,349 in cash at Septenber 30, 2002.
A portion of the cash is restricted: at Septenber 30, 2002, deposits totalling
$1,506, 106 (Decenber 31, 2001 - $1,326,698) are pledged and deposits totalling

$2, 345,660 (Decenber 31, 2001 - $4,296,764) are restricted to guarantee the
Conpany’ s performance under various |oan agreenments. Certain bank debt covenants
require that a liquidity reserve of 10% of the total anmount of bank debt

out standi ng be nmintained. At Septenber 30, 2002, the Conpany held $1,770,392 in
accordance with these covenants.

EARNI NGS PER SHARE: Earnings per share are based on the average nunber of
shares of Common Stock outstanding for the periods presented.

TAXATI ON: The Conpany is not subject to corporate inconme taxes in Liberia
because its incone is derived from non-Liberian sources. Additionally, the Conpany
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believes that it is not subject to corporate incone taxes in other jurisdictions,
including the United States.

NOTE 3. RELATED COVPANY TRANSACTI ONS

The Ml asov Group is the main sharehol der of the Conpany. The Vlasov Goup is
owmed by a trust, the sole trustee of which is Securitas Holding Corporation
(“Securitas”). As of Septenber 30, 2002, Masov |nvestnment Corporation (“MC'), a
whol | y-owned subsidiary of Securitas, owned approximately 48.3% of the Conpany,
V. Ships Inc. (“V.Ships”) owned approximately 3.65% and G eysea owned approxi nately
0. 63% of the Conpany.

Mlasov Goup Inc. (“V@”), another wholly owned subsidiary of Securitas,
indirectly owns 39% of VI asov Services Corp. (“VSC' — the parent conpany of V. Ships
Inc.). Geysea Limted, a Quernsey corporation (“Geysea”) controlled by certain
senior officers and forner officers of V.Ships, indirectly also owns 31% of VSC
The remaining 30% of VSC is owned by GCeneral Electric Capital Corporation for 19%
and directly by sonme officers of VSC for 11% VA and Greysea were involved in the
initial organisation of the Conpany.

Two directors and officers of the Conpany own material interests in G eysea.
One of these directors and officers is also a director of Geysea. A director and
officer of the Conpany is also a director and officer of VA@. Another director of
the Conpany is also a director and officer of various shipowining and operating
subsidiaries of the Mlasov G oup. Certain of the directors and executive officers
of the Conpany are involved in outside business activities simlar to those
conducted by the Conpany. As a result of these affiliations, such persons nay
experience conflicts of interest in connection with the selection, purchase,
operation and sale of the Conpany's vessels and those of other entities affiliated
wi th such persons. The By-laws of the Conpany provide that nany of the transactions
giving rise to potential conflicts of interest are subject to review by the Audit
Conmittee of the Conpany's Board of Directors which is also charged with the
responsibility of nonitoring and review ng transactions to be entered into wth
affiliates. Managenent believes that the ternms of all the transactions described
herein with V.Ships were fair to the Conpany.

The Conpany, via its wholly owned subsidiaries, has entered into Managenent
Agreenments with V.Ships for the technical operation of all the Conpany's fleet,
excluding the seariver vessels which are managed by an independent vessel manager
because of the specialised nature of the trade. The Agreenents are *“cost-plus”
contracts under which the Conpany reinburses all costs incurred by V. Ships for the
operation of the Conpany's vessels and V.Ships is paid a fixed managenent fee. For
2002, the managenent fees are fixed at the rate of $8,350 per vessel/per nonth for
the container ships and the Laforge and at the rate of $8,250 per vessel/per nonth
for the other LPG carriers managed by V. Ships. In the quarter and in the nine nonth
peri od ended Septenber 30, 2002, $315,000 and $961, 500 respectively were paid by
the Conpany to V. Ships for services provided pursuant to the Managenent Agreenents
(in the quarter and in the nine nonth period ended Septenber 30, 2001 - $324, 890
and $1, 202, 023 respectively). The reduction is due to the reduced fleet.

If the Conpany deens it necessary to enploy the services of V.Ships in the
chartering or commercial operation of any of the Conpany's vessels, V.Ships is
entitled to a commercial chartering conmssion determned in light of current
i ndustry practice. This comi ssion can vary between 0.5% and 1.25% of such vessels’
gross charter revenue and denurrage. In the quarter and in the nine nonth period
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ended Septenber 30, 2002, commercial chartering commssions totalling $4,500 and
$86, 944 respectively have been paid by the Conmpany to affiliates of V.Ships (in the
quarter and in the nine nonth period ended Septenber 30, 2001 - $69,459 and
$261, 622 respectively).

If the Conpany deenms it necessary to enploy the services of V.Ships in the
acqui sition or disposal of vessels, the Conpany will pay commi ssions and | egal fees
determned in light of current industry practice. In the quarter and in the nine
nonth period ended Septenber 30, 2002, the Conpany paid $35,493 and $66, 457
respectively, as legal fees and comm ssions to affiliates of V.Ships in connection
with the acquisition and di sposals of vessels (in the quarter and in the nine nonth
period ended Septenber 30, 2001 - $5,338 and $62, 148 respectively).

The Conpany |eases office space froman affiliate of V.Ships. In the quarter
and in the nine nonth period ended Septenber 30, 2002, the rental cost paid to the
affiliate of V.Ships was approximately $19,595 and $55,742, (in the quarter and in
the nine nonth period ended Septenber 30, 2001 - $17,140 and $51, 420 respectively).

In the quarter and in the nine nonth period ended Septenber 30, 2002, the
Conpany paid $8,416 and $24,916 respectively for accounting services to an
affiliate of V. Ships (in the quarter and in the nine nonth period ended Septenber
30, 2001 - $8,500 and $26, 750 respectively).

In addition, on a case by case basis, as technical manager of the Conpany’s
fleet, V.Ships may use on behalf of the Conpany the services of other service
providers for insurance, crew and staff travelling, port agency services,
manni ng, safety and training services, and mniscellaneous services. Sonme of the
service providers may be affiliates of V Ships.

At Septenber 30, 2002, the Conmpany had interconpany bal ances of trade account
recei vabl e of $36,835 due fromaffiliates ($159, 286 at Decenber 31, 2001).

NOTE 4. ACQUI SI TI ONS AND DI SPOSALS OF VESSEL

In April 2002, the Conpany purchased four second-hand container vessels from
a non-affiliated third party with a two-and-a-half year bareboat charter back. The
total purchase price was $25, 000, 000.

In August and Septenber 2002, respectively, the Conpany sold the 1989-built

LPG carrier Snowdon and the 1989-built LPG carrier Cotswold to a non-affiliated
conpany for cash and recorded no gain or |oss.

NOTE 5. PROVI SI ON FOR ESTI MATED | MPAI RVENT | N VALUES OF VESSELS

In accordance with Statenment of Financial Accounting Standards No. 144,
“Accounting for Inpairment of Long-Lived Assets and for Long-Lived Assets to be
D sposed of”, the Conmpany wites down the value of vessels to fair value when
information, typically in the formof appraisals and cash flow forecasts, indicates
that the carrying value of such vessels is not recoverable. Mnagenent will
continue to obtain valuations of the Conpany’ s vessels and will continue to nonitor
such valuations in order to determine if any inpairment in vessel values occurs,
whether any wite-downs in asset values are necessary and whether any vessels
should be sold. At Septenber 30, 2002, the Conpany eval uated the recoverability of
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its vessels in accordance with FAS 144 and deternmined that no provision for |oss
was required as the carrying val ues of vessels were deenmed to be recoverabl e.

As of Septenber 30, 2002, four of the Conpany’s vessels are earnmarked for sale
and carried at the |ower of book value or fair market value |less costs to sell. At
Septenber 30, 2002, the Conpany reviewed the carrying values of the vessels
earmarked for sale and deternmined that a further wite off of $815,6896 was
necessary.

Eval uating recoverability in accordance with FAS 121/144 requires Managenent
to nmake estinmates and assunptions regarding future cash flows. Actual results could
differ from those estimates, which could have a material effect on the
recoverability of vessels.

NOTE 6. | NVESTMENT | N ASSOCI ATED COVPANY

In Septenber 1997, the Conpany entered into a joint venture agreenent with an
i ndependent Italian group pursuant to which the Conpany acquired fifty percent of
the issued share capital of Medwave Shipping Limted (“Mdwave’), the owner of a
1986-built rmultipurpose seariver vessel. The price paid for this investnent was
$376, 359 which has been allocated to the Conpany's pro rata share of the net assets
acquired. The purchase price allocation resulted in |lower valuation of the vessel
than that recorded by the joint venture. Accordingly, the Conpany adjusted its
equity in the income of the joint venture to reduce the depreciation expense. In
June 1999, the Conpany and the Conpany’s joint venture partner each advanced to
Medwave anounts of $35,200 as interest-free sharehol ders’ |oans.

After reviewing the market value of the vessel at June 30, 2001, it was
estimated that the investnment was not recoverabl e and the bal ance of the investnent
was witten off. In July 2001, the vessel was sold and the joint venture has
liquidated its assets and liabilities. The Conpany does not expect to incur
addi ti onal costs.

NOTE 7. SHAREHOLDERS' EQUITY

The net incone of $1,641,286 for the nine nonths ended Septenber 30, 2002 has
been recorded as a reduction in the accunul ated deficit.

The summary of changes in shareholders' equity during the nine nonths ended
Sept enber 30, 2002 is as follows: -

12



Conmon Treasury Addi ti onal Accumul at ed For ei gn Unreal i sed Tot a
St ock St ock Pai d-in Deficit Currency | osses on Shar ehol der s
Par at cost Capi t al Transl ation Cash flow Equity
Val ue Adj ust ment Hedges
Decenber
31, 2001 $84,816  $(1, 058, 882) $52, 232,899 $(27, 238, 157) $ (10,298) $ (193,773) $23, 816, 605
Net | nconme 1, 641, 286 1, 641, 286
For ei gn
currency
transl ati on
adj ust ment 14, 011 14, 011
Unreal i sed
| osses on
cash fl ow
hedges (335, 278) (335, 278)
Transfer of
Treasury
stock to
Drectors 87, 697 (67,697) 20, 000
Sept enber
30, 2002 $84,816 $ (971, 185) $52, 165, 202 (25, 596, 871) 3,713 (529, 051) 25, 156, 624

The Board of Directors

be held in treasury. The Conpany ceased repurchasing shares in Septenber
had been acquired at

which tine 347,345 shares

Wth effect from April

or of an affiliated conpany,

of $25,000 by allotnent of
val ue.

shares of

has authorised Mnagenent, at times they deem
appropriate, to repurchase up to 500,000 of the Conpany’'s shares of Common Stock to

1996 at

total cost of $1, 397, 035.
Managenent has no i mediate intention to resune share repurchases.

1, 1998, directors who are not officers of the Conpany
receive $5,000 out of their total annual conpensation

the Conmpany’s common stock of equival ent

On June 20, 2001, 163,148 stock options were granted to enpl oyees (see Note 9

Stock Option Plan).

NOTE 8. LONG TERM DEBT

In March 1998, the Conpany conpleted an
These Notes were issued pursuant to an indenture (the

Senior Notes (the “Notes”).

“I'ndenture”) between the Conpany and Bankers Trust
the Notes is payable semi-annually in arrears on March 1 and Septenber

year at a rate of 11.25% per
the Conpany and rank senior in right of paynent to al
in right of paynment with all other senior
The Notes effectively

the Company and pari passu

i ndebt edness of the Conpany.
i ndebt edness and to any indebtedness of
obligations under the Indenture were guaranteed on a senior
the date of the Indenture by substantially all

annum The Notes are senior
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i ssue of

Conmpany as trustee.

of

$100, 000, 000 of

10-year

I nterest on
in each
unsecured obligations of

subor di nat ed i ndebt edness of

rank junior to all
t he Company's subsidiaries.

unsecur ed

secured

The Conpany’s
unsecured basis as of

the Company’s then existing



vessel -owning subsidiaries and in the future my be jointly and severally
guaranteed by certain other subsidiaries of the Conpany.

The Indenture contains various business and financial covenants, including
anong other things, (i) limtation on restricted paynents, which include dividends,
repurchases of capital stock, repaynent of subordinated debt and restricted

i nvestnments, (ii) limtations on additional indebtedness, (iii) limtations on
liens, (iv) restrictions on sale and |ease-back transactions, (v) limtations on
transactions with affiliates, (vi) limtations on asset sales, (vii) limtations on
unrestricted subsidiary designations, and (viii) limtations on nergers and

consol i dati ons.

The Board of Directors has authorised Managenent to repurchase Notes at tines
and prices and in volumes, which Managenent deens appropriate. During the quarter
ended Septenber 30, 2002, the Conpany repurchased Notes having a total face val ue
of $180,000 and recorded a net extraordinary gain of $94,598 on the transactions
(there were no repurchases in the first six nonths of 2002). During the nine nonth
peri od ended Septenber 2001, the Conpany repurchased Notes having a total face
val ue of $33,840,000 and recorded a net extraordinary gain of $11,388,757 on the
transactions. The repurchased Notes have been retired.

The Company has a long-term debt agreenent with Fortis Bank and Banque
National e de Paris (“BNP’) obtained in June 1998. Pursuant to this revolving credit
facility, certain of the Conpany’'s subsidiaries could borrow up to total of
$40, 000,000 to finance the acquisition of vessels. The facility bears interest at
LIBOR plus 1.25% and the final repaynent date under the facility is fixed at June
30, 2006. The vessel-owning subsidiaries have granted ship nortgages over their
vessels as security for the advances and the Conpany has issued a guarantee in
relation to the facility. Repaynment schedules (consisting of sem -annual
instalments plus a balloon) are determined in relation to each drawing at the tine
the advances are nmade by reference to the ages and to the types of vessels
acquired. The facility was used to finance or refinance the acquisition of five
second- hand LPG carriers by the Conpany’s subsidiaries: $10,000,000 was drawn in
July 1998, $10,000,000 in March 1999 and $3,133,333 in Septenber 1999. Since
Decenmber 31, 2001, drawings are no longer permtted under this facility. At
Septenber 30, 2002, the total amount outstanding under this facility was
$17, 703, 922.

In Novenber 1999, the Conpany was granted a credit facility of $22,200, 000 by
BNP in order to finance the acquisition of a second-hand containership by one of
the Conpany’s subsidiaries. The full anount of the facility was drawn. The | oan was
repayabl e over five years in quarterly instalnments with a balloon of $8,000,000 in
Decenber 2004. The outstandi ng anount of the |oan $18,675,000 was prepaid at the
tine of the sale of the vessel in June 2001.

In Septenber 2001, the Conpany was granted a $17,700,000 credit facility by
The Bank of Nova Scotia ("Scotiabank") in order to finance the acquisition of a
second-hand LPG vessel by one of the Conpany’'s wholly owned subsidiaries. The
facility bears interest at LIBOR plus 2% and is non-recourse to the Conpany. The
acquiring subsidiary made a drawing of $13,462,500, repayable in twenty equal
quarterly instalnments. A swap agreenment was concurrently entered into wth
Scotiabank, as a result of which the variable rate on the |oan, exclusive of
margin, has been effectively fixed at 4.595% 1In addition, two of the Conpany’s
whol Iy owned subsidiaries, each of which had acquired a second-hand containership
in 1998, made drawi ngs totalling $4,237,500 under this facility to refinance their
vessels. This second advance is repayable in eight equal quarterly instalnents. A
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swap agreement was also entered into with Scotiabank, as a result of which the
variable rate on the |oans, exclusive of margin, has been effectively fixed at
3.78% In both cases, the swap's notional amounts and durations follow the
schedul ed repaynents of the wunderlying loans. The fair value of these swap
agreenents and the changes in the fair value resulting from changes in narket
interest rates are recognised as conprehensive inconme or |oss. At Septenber 30,
2002, the total ampunt outstandi ng under these facilities was $12, 888, 750.

In April 2002, the Conpany was granted a $18,000,000 credit facility by
Nedship Bank in order to finance the acquisition of four second hand container
vessels by four of the Conpany’s wholly owned subsidiaries. The facility bears
interest at a fixed rate of 5.42% and is repayable in ten equal quarterly
repaynments of $1,800,000. At Septenber 30, 2002, the anount outstanding under this
facility was $16, 200, 000.

The Conpany’s long-termdebt is secured by certain of its vessels.

NOTE 9: STOCK OPTI ON PLAN

On June 20, 2001, the shareholders authorised the creation of a Stock Option
Plan for the Conpany's enployees. A naximum of 407,871 shares or 5% of the
Company’ s outstandi ng shares were authorised for issuance under this stock option
pl an. Under the terns of the plan, the options give the right to purchase one share
per option and vest 25% per annum conmencing one year after the grant date of the
respective option. Options expire 10 years after the grant date.

On June 20, 2001, the Conpany’'s Board of Directors approved the issuance of
163, 148 options to enpl oyees at an exercise price of $0.622 per share. At Septenber
30, 2002, 25% of the stock options were exercisabl e.

| TEM 2. Managenent's D scussion and Analysis of Financial Condition and
Resul ts of Operations.

Results of Operations for the quarter and the nine nonths ended on Septenber 30,
2002.

Significant Events during the N ne Mnths

In April 2002, the Conpany purchased four second-hand contai ner vessels from
a non-affiliated third party with a tw-and-a-half year bareboat charter back. The
total purchase price was $25, 000, 000.

In August and Septenber 2002, the Conpany sold two LPG carriers to a non-
affiliated party for cash. The total sale price was $6, 800, 000.
Revenue

The Conpany had revenue from charterhire and other sources anounting to
$11, 036,997 for the quarter and $31, 351, 226 for the nine nonths ended Septenber 30,
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2002. The revenue fromcharterhire and other sources was $9, 105,908 for the quarter
and $35, 440,774 for the nine nonths ended Septenber 30, 2001. The variation in
revenues is due to the sale of vessels in 2001 and purchase of vessels in early
2002.

The Conpany's on-hire performance for the entire fleet in the first nine
nmont hs of 2002 (excluding the two seariver vessels which were on voyage charter
t hroughout the period), was 97.66% on a potential of 4,178 days; for the first nine
nmont hs of 2001, it was 97.78%on a potential of 3,984 days.

Costs and Expenses

Conmi ssion on charterhire was $268,772 for the quarter and $841,716 for the
ni ne nonths ended Septenber 30, 2002. It was $303,038 for the quarter and $997, 634
for the nine nonths ended Septenber 30, 2001.

Vessel operating expenses totalled $4, 782,543 for the quarter and $14, 800, 171
for the nine months ended Septenber 30, 2002. They were $4, 321,689 for the quarter
and $17,576,622 for the nine nonths ended Septenber 30, 2001. Vessel operating
expenses conprise vessel running costs, direct costs (such as fuel costs, port
charges and canal dues incurred directly while vessels are unenployed or are
enpl oyed on voyage charters) and managenent fees. Vessel operating expenses plus
anortization of drydocking costs in the first nine nonths of 2002 anounted to
$15, 235,527, representing a decrease of 16.5% over vessel operating expenses plus
anortization of drydocking costs in the first nine nonths of 2001. As a percentage
of revenue, vessels operating expenses (including anortization of drydocking costs)
decreased from 51.4% in the first nine nonths of 2001 to 48.5% in the first nine
nonths of 2002. Daily operating expenses per vessel averaged $3,268 in the first
nine nmonths of 2002 and $4,118 in the first nine nonths of 2001, representing a
decrease of 20.6% These reductions result from cost efficiencies on the Conpany's
remai ni ng vessels and fromthe fact that four vessels are on bareboat charter.

Depreciation totalled $2,640,025 for the quarter and $6,394,135 for the nine
nont hs ended Septenber 30, 2002. It was $2,311,879 for the quarter and $9, 086, 199
for the nine nonths ended Septenber 30, 2001. The variation is due to the sale of
vessel s in 2001 and purchase of vessels in early 2002.

CGeneral and admi nistrative expenses anounted to $261,294 for the quarter and
$930, 040 for the nine nonths ended Septenber 30, 2002. They were $300, 724 for the
quarter and $1, 070, 753 for the nine nonths ended Septenber 30, 2001.

O her | ncone and Expenses

I nterest expense anobunted to $1,678,099 for the quarter and $4,810,099 for
the nine nonths ended Septenber 30, 2002. It was $1,458,436 for the quarter and
$6, 006, 424 for the nine nonths ended Septenber 30, 2001. The recent increase in
i nterest expense results fromthe additional debt incurred to purchase four vessels
in early 2002. The overall reduction over the nine nonths period is due to reduced
interest rate levels and repaynents of debt.

Interest incone totalled $28,746 for the quarter and $94,348 for the nine
nont hs ended Septenber 30, 2002. It was $75,849 for the quarter and $322,356 for
the ni ne nonths ended Septenber 30, 2001. Interest income is negatively affected by
the general decrease in interest rates.
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| mpai rnent | oss

At  Septenber 30, 2002, the Conpany evaluated the recoverability of its
vessel s in accordance with FAS 121 and determned that no provision for |oss was
required as the carrying values of vessels were deened to be recoverable. The
Conmpany also reviewed the carrying values of the vessels earmarked for sale and
determ ned that a further wite off of $815,896 was necessary.

Net | ncone

The net incone was $573,916 for the quarter and $1,641,286 for the nine
nont hs ended Septenber 30, 2002, including extraordinary gains on repurchases of
Not es of $94,598 for the quarter ended Septenber 30, 2002.

Net incone was $290,258 for the quarter and $13,002,931 for the nine nonths
ended Septenber 30, 2001, including extraordinary gains on repurchases of Notes of
$5, 359 and $11, 388, 757 respecti vel y.

Mar ket Condi ti ons

In the second half of 2002, the containership charter market recovered
sonewhat from the very depressed level of last winter. For the rest of 2002,
Managenent does not expect the market to nove significantly. In 2003, the
conbination of Jlarge anmounts of newy built vessels to be delivered and a
conti nui ng sl uggi sh econony, may affect charter rates. The Conpany is, to a certain
extent, sheltered frommarket fluctuations as its container vessels are fixed unti
Sept ember 2003 and Cctober 2004.

In 2002, the LPG market remained depressed in the snmall pressurised ship
sector, which conprises all of the Conpany's vessels, except for the Laforge. The
fall season of 2002 failed to show renewed strength in the charter rates, as it had
been expected in this traditional seasonal high period. Management expects that the
continued deliveries of newWwy built vessels will continue to affect charter rates
t hr oughout 2003. The Conpany's small LPG vessels are all fixed into 2003 and the
Laforge is fixed until Novenber 2005.

Certain of the information contained in this Form 10-Q nmay constitute
“forward-1ooking statenments” as that termis defined under United States federa
securities laws. “Forward-looking statenments” are subject to risks, uncertainties
and other factors which could cause actual events to differ materially from those
stated in such statenments, including the identification of suitable vessels for
purchase, the availability of additional financing for the Conpany, if needed, the
cyclical nature of the shipping industry, conpetition, general econom c conditions
and other risk factors detailed in the Conpany’'s filings with the SEC

Critical Accounting Policies

The Conpany’s critical accounting policy relates to its periodic valuation of
inpairnent related to its vessels. The Conpany’s application of FAS 121/144
rules are based on judgenents regarding the existence of inpairnent indicators,
which in turn are based on nanagenent estimates and assunptions regarding future
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mar ket performance and future vessel operating and financial perfornance. Actua

results could differ from these estimates and the conpany may have to record
addi tional inpairment charges not previously recognised. At Septenber 30, 2002

t he Conpany eval uated the recoverability of its vessels in accordance wth FAS 144
and deternmined that no provision for loss was required as the carrying val ues of
vessels were deenmed to be recoverable. The Conpany also reviewed the carrying
val ues of the vessels earmarked for sale and determned that a further wite off of
$815, 896 was necessary.

At Decenber 31, 2001, the book value of the conmpany’'s vessels exceeded the
mar ket val ue by approximately $12,475,000. Appraisals of the vessels by independent
brokers are perforned on an annual basis only. As of Septenber 30, 2002,
managenent has no reason to believe that these valuations cannot be relied upon

If future events cause the conpany to conclude that vessels are further

impaired, the resulting inpairnment |oss could have a nmaterial adverse inpact on the
conpany’s financial condition and results of operations.

Liquidity and Sources of Capital

In the nine nmonth period ended Septenber 30, 2002, the Conpany generated cash
flow from operations of $6,594,950, which was not quite sufficient to cover the
debt repaynents of $6,895,491. It was however an inprovenment as in the nine nonth
peri od ended Septenber 30, 2001, cash flow from operations was $8, 217,891 and debt
repaynents $9, 212, 053.

In April 2002, the Company purchased four second-hand container vessels from
a non-affiliated third party with a two-and-a-half year bareboat charter back. The
total purchase price was $25, 000, 000. The Conpany was granted a $18, 000, 000 | oan by
Nedshi p Bank to finance the acquisition. The cash flows from the purchased vessels
are expected to be sufficient to cover the expected interest and principal
repayments.

In August and Septenber 2002, the Conpany sold two LPG carriers to a non-
affiliated party. The total sale price was $6, 800, 000.

During the quarter ended Septenber 30, 2002, the Conpany repurchased Notes
having a total face value of $180,000 for a cash outlay of $82,800 and recorded a
net extraordinary gain of $94,598 on the transaction (there were no repurchases in
the first six nonths of 2002).

The Company had $13, 986,349 in cash at Septenber 30, 2002. A portion of the
cash is restricted: at Septenber 30, 2002, deposits totalling $1,506, 106 (Decenber
31, 2001 - $1, 326,698) are pledged and deposits totalling $2,345,660 (Decenber 31,
2001 - 9$4,296,764) are restricted to guarantee the Conpany’s perfornmance under
various |oan agreenents. Certain bank debt covenants require that a liquidity
reserve of 10% of the total anount of bank debt outstanding be nmaintained. At
Sept ember 30, 2002, the Conpany held $1, 770,392 in accordance with these covenants.

The ratio of current assets to current liabilities was 0.82 at Septenber 30,

2002, conpared to 1.08 at Decenber 31, 2001. The reduction is mainly due to two

factors, nanely: (i) consequent upon the acquisition of four containerships in

April 2002, the Conpany's cash bal ances decreased by approxi mately $7, 000,000 and

the current portion of long term debt increased by $7,200,000 follow ng the

drawdown of the Nedship loan (the cash flows from the purchased vessels are
18



expected to be sufficient to cover the expected interest and principal repaynents);
and (ii) Hre Received in Advance was unusually high on Decenber 31, 2001 as a
nunber of charterhire due on January 1, 2002 had been received i n Decenber.

The Conpany does not currently have any significant commitnents for capital
expendi t ures.

Managenent has evaluated the effectiveness of the Conpany's disclosure
controls and procedures prior to the filing of this report and is satisfied with
such control s and procedures.

| TEM 3: Mar ket R sk
Interest Rate Swaps

The Conpany holds two interest rate swap agreenents, which are used to hedge
the Conpany’s interest rate exposure associated with its long-term debt. At
Sept ember 30, 2002, one swap agreenent had a notional anmount of $2,118,750, a fair
mar ket val ue of $28,404 in favour of the Bank and an interest rate of 3.78% It
will expire in Septenber 2003. The other swap agreenent had a notional anount of
$10, 770,000, a fair narket value of $500,647 in favour of the Bank and an interest
rate of 4.595% It wll expire in Septenber 2006.

Commitrent to charterback the Maersk Tampa

In June 2001, the Conpany sold the 1984-built container vessel Miersk Tanpa
to a non-affiliated conpany with the Miersk charter attached. In the event Maersk
does not extend the present charter at its expiry in Novenber 2004, the Conpany is
conmtted to charter the vessel back from the buyer for a period of eighteen
nonths. The charter rate will be $17,900 per day for twelve nonths and $17, 500 per
day for the remaining six nmonths. The aggregate anmount of the commitnent under this
agreenent is approxinmately $9,600,000 and does not take into consideration any
revenues the Conpany will earn fromchartering the vessel to another party.

Long term Debt

The Conpany is subject to interest rate risk associated with certain variable
rate long term debt as described bel ow.

In June 1998, a revolving credit facility of $40,000,000 was granted to the
Company by Fortis Bank and BNP. The facility bears interest at LIBOR plus 1.25% and
mature in June 2006. At Septenber 30, 2002 the bal ance outstandi ng was $17, 703, 922.
This debt is not hedged by interest rate swaps. A one-percentage point variation in
interest rate would increase or decrease the ampunt of annual interest paid by
approxi mately $171, 829.

I npact of Currency Fluctuations

The Conpany’s functional currency is the US dollar; however, a significant
nunber of transactions are performed in other currencies. In the first nine nonths
of 2002, approximtely 3% of total revenues and approxinately 14% of total costs
and expenses were denom nated in currencies other than US doll ars.
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PART 11: OTHER | NFORVATI ON

Item1 - Legal Proceedi ngs

None

Item?2 - Changes in Securities

None

Item 3 - Defaults upon Senior Securities

None

Item4 - Subnission of Matters to a Vote of Security Hol ders

None

ltem5 - Oher Information

None

Item6 - Exhibits and Reports on Form 8-K

(a)

(b)

Exhi bits

(i) Agreenment dated July 16, 2002 for the sale of LPG carrier Snowdon.

(ii) Agreement dated July 16, 2002 for the sale of LPG carrier Cotswold.

(iii)Certifications provided by the Chief Executive Oficer and the Chief
Financial Oficer of the Conpany pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002.

Reports on Form 8-K

The Conpany did not file any reports on Form 8-K during the quarter ended
Sept enber 30, 2002.
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SI GNATURES

Pursuant to the Securities Exchange Act of 1934, the registrant
this report to be signed on its behalf by the undersigned
aut hori zed.

MC SH PPI NG | NC.
Regi strant

Date : Novenber 11, 2002 /S GQUY MOREL

Quy Morel
Pr esi dent

Chi ef Qperating Oficer
(Principal Executive Oficer)

Date : Novenber 11, 2002 ['S/ DOM NI QUE SERCGENT

Dom ni que Ser gent

Vi ce President

has duly caused

t hereunt o

Chief Financial Oficer and Treasurer
(Principal Financial and Accounting O ficer)
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SI GNATURES

Pursuant to the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf nonths by the undersigned thereunto duly
aut hori zed.

MC SHI PPl NG | NC.
Regi st rant

Date : Novenber 11, 2002

Quy Morel
Pr esi dent

Chi ef Qperating Oficer
(Principal Executive Oficer)

Date : Novenber 11, 2002

Domi ni que Ser gent
Vi ce President

Chi ef Financial Oficer and Treasurer
(Principal Financial and Accounting Oficer)
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1

Certification

Mauro Terrevazzi, certify that:

| have reviewed this quarterly report on Form 10-Q of MC Shipping Inc. (“the
Regi strant”);

Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omt to state a material fact necessary to nake
the statenents nade, in light of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;

Based on ny know edge, the financial statenents, and other financial information
included in this quarterly report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as
of, and for, the periods presented in the quarterly report;

The Registrant’s other certifying officer and | are responsible for establishing
and nmai ntaining disclosure controls and procedures (as defined i n Exchange Act
Rul es 13a-14 and 15d-14) for the Registrant and we have;

a) designed such disclosure controls and procedures to ensure that materi al

information relating to the Registrant, including its consolidated
subsidiaries, is mde known to us by others wthin those entities,
particularly during the period in which this quarterly report is being
pr epar ed;

b) evaluated the effectiveness of the Registrant’s disclosure controls and
procedures as of a date within 90 days prior to the filing date of this
quarterly report (the “Evaluation Date”); and

c) presented in this quarterly report our conclusions about the effectiveness
of the disclosure controls and procedures based on our evaluation as of the
Eval uati on Dat e;

Novenber 11, 2002

/s/ Mauro Terrevazzi

Mauro Terrevazzi
Chi ef Executive Oficer

23



1

Certification

Dom ni que Sergent, certify that:

| have reviewed this quarterly report on Form 10-Q of MC Shipping Inc. (“the
Regi strant”);

Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omt to state a material fact necessary to nake
the statenents nade, in light of the circunstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;

Based on ny know edge, the financial statenents, and other financial information
included in this quarterly report, fairly present in all material respects the
financial condition, results of operations and cash flows of the Registrant as
of, and for, the periods presented in the quarterly report;

The Registrant’s other certifying officer and | are responsible for establishing
and nmai ntaining disclosure controls and procedures (as defined i n Exchange Act
Rul es 13a-14 and 15d-14) for the Registrant and we have;

d) designed such disclosure controls and procedures to ensure that materi al

information relating to the Registrant, including its consolidated
subsidiaries, is mde known to us by others wthin those entities,
particularly during the period in which this quarterly report is being
pr epar ed;

e) evaluated the effectiveness of the Registrant’s disclosure controls and
procedures as of a date within 90 days prior to the filing date of this
quarterly report (the “Evaluation Date”); and

f) presented in this quarterly report our conclusions about the effectiveness
of the disclosure controls and procedures based on our evaluation as of the
Eval uati on Dat e;

Novenber 11, 2002

/ s/ Dom ni que Sergent

Dom ni que Ser gent
Chief Financial Oficer
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