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World Shipping Market Outlook 2011 Nov25,2010

Aavitation

The Korea Maritime Institute (KMI) presents: World Shipping
Market Outlook., An annual forum has been held with native and foreign
professionals since 1987, whose aim is to provide assistance to shipping,

logistics and port industry professionals,

This year, this flagship event, which will take the form of an
international forum, will predict the midterm world shipping market as
well as check the ship finance, commodity transport market, managing

ships and eco-ship that intensively became the new big issue,

You are invited to discuss the new changes and challenges of the
world shipping market. I sincerely look forward to your participation and
active intellectual contribution, which would be an indispensable element

of the world shipping development.

November 2010

Hak-So Kim

President, Korea Maritime Institute
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13:30~14:00  Registration
14:00~14:05 Opening Remarks: Kim, Hak-So President, Korea Maritime Institute
Congratulatory Remarks: Kwak, In Sub Deputy Minister for Logistics and Maritime
Affairs, The Ministry of Land, Transport and Maritime Affairs
14:10~14:15  Congratulatory Remarks: Lee, Jin-Bang Chairman, Korea Shipowners’ Association
14:15~14:20  Photo Break
14:20~14:45  International Trade of raw materials(Qil, Iron ore, Coal) and outlook
Kang, Yoo Jin Senior Research Analyst, Korea PDS
14:45~15:10 ~ World shipping outlook 2011
Kim, Woo Ho Head of Shipping Market Research Center, KM
15:10~15:25  Coffee Break

14:05~14:10

Session 2
15:25~15:45  World ship finance trend and outlook
Martijn van Tuyl Senior Vice President of DVB (Singapore); ship finance
15:45~16:05  The challenges of managing ships in 2011
Arjen Uytendaal Guest lecturer of Netherlands Maritime University
16:05~16:15  Coffee Break
Session 3
16:15~16:35  Outlook of Japanese Eco-Ship Development
Toshiyuki Kano Director of Logistic Research Center NMRI, Japan
16:35~16:55  Paradigm shift of shipping industry and strategy
Rim, Jong Kwan Director General of Maritime Industry Research Division, KMI
16:55~18:00  Discussion
Chairman: Jeon, Jun Soo Professor, Sogang University
Discussants: Kim, Jong=Hyun Hanjin Shipping
Park, Gyeong-Cheol Ministry of Land, Transport and Maritime Affairs
Lee, Dong-Hae Korea Finance Corporation
Lee, Sang-Il SK Shipping
Yang, Hong-Keun Korea Shipowners Association
Jung, Gab-Sun STX PanOcean

18:00 Closing

Simultaneous interpretation will be supported
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EU-27 117.2 139.4 147.4 -35.7% 18,9% 5.7%
Other Europe 23.9 287 314 -17.3% 20,1% 9.5%
C.8. 35.8 453 50.3 -28.3% 26.5% 11.1%
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| & 1-3] A7 AN 2 oy 85 HY
2011 10/'11
(EHotE) 2007 2008 2009 2010 HEE
(f)
(%)
EU 135.6 130.5 80.7 125 124 10.2
e 3771 4359 614.6 590.3 629.9 6.7
a2 138.9 140.4 105.5 130 1374 5.7
ot 46.2 493 421 52.6 59.5 13.1
cH ot 16 15.6 1.9 16 17.2 7.5
ol 05 0.1 0.7 0.8 1 25.0
otza| 7} 6.2 6 6.7 8.2 9 9.8
55 15.4 175 16.5 18 18.4 2.2
o= 39 3.4 1 18 28 55.6
HMA 775 833 905 960 1032 75

A& : Clarkson, KoreaPDS
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(BHOLE) 2007 2008 2009 2010 i Rl

(f) HEE(%)

EU 498 49.1 373 46.5 54,3 16.8
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ot 212 22,6 19.4 25 283 13.2

5 34 32 30.5 323 345 6.8

IR 14.4 178 15,2 20.4 235 15,2

MM 207 221 215 266 302 135
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| 2 3-8 | BDI AlAH}IAIO] EiZL 0]

Al e
19004 « BDI7| BFIE Cifx|gt
" 1'_%' « BDI= BPI, BCl, BHI| SY7IEX| X|F2M HAHE
+ BDI factor= 0.998007990
2001 « BHMIZI BHIE CiA gt
12 2¢ + BDIOIME BHMIZF A=
2006 « BSIZ7} BHMIE oA &t
13 32 + BDIOIME BSIZF AFRE
0074 « BHSIZ} BDIoi| AtSE
12 2:, « BDI index@l &3=(multiplier)7F 0.99800799001 A 1.1926213622
== HEE
« BDI AMERZ} HAE
- M EZ(timecharter rate)2t BHASHA &
- At
BDI = (CapesizeTCavg +PanamaxTCavg + SupramaxTCavg +
20004 HandysizeTCavg)/4+ 0.113473601
781 £k TCavg = Time charter average
z| %0 BDI7I BFIE CHA|E ol ME= S4(multiplire) 2!
0.1134736010] =AM BHAZ D ot AL ot HARHAM
3ol ol21 A

A& : The Baltic Exchange(2010), A History of the Baltic Indices, Baltic Exchange
Information Services Ltd2] Y82 A
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A}& : Clarkson, Oil &Tanker Trade Outlook, October 2010
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| & 4-2| A U9 Sy AUSFE 2Ol
Bp

Million

n

006 2007 2008 2009 2010
United States 6.7 6.7 6.3 5.8 5.9
Canada 0.8 1 07 0.8 0.8
Total 76 77 7 6.6 6.7
2006 2007 2008 2009 2010
China 2.7 3 3.3 3.8 46
Japan 42 42 42 37 36
Korea 2.4 2.4 2.4 2.3 24
India 1.9 2.2 2.6 2.6 2.8
Singapore 1.1 1.1 1.1 0.9 1
Other Asia 2.6 2.4 24 2.8 2.8
Total* 15 15.2 15 9 16.1 171
2006 2007 2008 2009 2010
Germany 1.5 1.4 1.4 1.2 1.2
France 1.7 1.6 1.7 1.6 1.5
Italy 1.8 1.8 1.7 1.6 1.6
Spain 1.2 1.2 1.2 1.1 1.1
UK 0.6 0.6 0.5 0.4 0.4
Other 4 43 45 44 45
Total 10,7 10,9 ~10.9 10.3 10.3
2006 2007 2008 2009 2010
Brazil 0.3 0.4 0.4 0.8 0.8
OECD Australasia 0.5 0.5 0.5 0.5 0.5
2006 2007 2008 2009 2010
Missing Barrels " 1.1 0.7 0.3 0.6 0.4
Global Total 38.8 39.8 39.5 38 39.3

CLARKSON, Oil & Tanker Trades Outlook,October, 2010
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2007 1479 548 76.2 23.9 82.0

2008 152.8 55.4 80.9 26.1 91.3

2009 161.1 60.3 87.6 27.6 100.7
2010(E) 164.2 62.9 91,5 28.1 108.7
2011(E) 175.7 71.0 91.0 30.7 117.5

A}& @ Clarkson, Oil &Tanker Trade Outlook, October 2010
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A& : Clarkson, World Shipyard Monitor, November 2010
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7= VICC | 20xotA | ojmasts | mijerx | NomEM | A
2005 0.3 0.3 1.5 0.5 1.4

2006 0.0 0.0 0.9 0.3 0.9 3.0
2007 0.0 0.0 0.9 0.3 1.3 3.4
2008 0.8 0.3 1.1 0.5 0.5 4.1
2009 2.5 0.8 1.5 0.7 1.2 8.3
2010(E) 4.5 2.0 1.8 1.2 2.2 13.8
2011(E) 7.5 0.1 0.5 0.3 0.1 9.6

A& @ Clarkson, World Shipyard Monitor, November 2010
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INTRODUCTION

All ship owners want to know is whether (more) debt financing will be available to them to

- finance their acquisitions (already done or still to be done) and/or

- refinance existing debt obligations that are maturing.

There is no easy answer to that question, but in an attempt to get some feel for the direction of the trend we need

to start at examining the source of debt.

SOURCE OF DEBT / SHIP FINANCE CYCLE

Traditionally the majority of debt finance to ship owners comes from the banking market and only for a small(er)

portion from the capital markets.

The spectrum of ship finance banks is divided between specialized asset lenders, typically acting ‘cross boarder’
and keeping closer to the asset (mortgage secured, never 100% financing), and general corporate lenders,
typically acting more locally and keeping closer to the corporate credit (unsecured and 100% financing are

possible).

When in a normal shipping and ship finance cycle ship owners show strong profits and balance sheets, new
banks start lending to the sector. However, by the time these new banks enter the market, finance conditions
have already been eroded (high leverage, softer covenants and lower pricing) and as soon as the market takes a
downturn their loans get into trouble first — in general — prompting them to discontinue the activity (especially
when there is also new management in place that does not have affection/experience with the sector). The
specialized banks, to the contrary, have built up a culture of experience and knowledge over the years (with top
management representation) and are therefore less prone to a certain extent to (really) bad deals and do certainly
not drop out when the market turns. So in a shipping downturn the availability of debt financing normally
contracts modestly and only affects the projects/owners that are of less quality — the specialized banks maintain

a core volume of lending.

CURRENT DOWNTURN

The current downturn, however, has a different dynamic; virtually all banks got into trouble before their clients
(ship owners) did — even the hard core ship financiers needed to cut lending to ship owners (drastically), because
of they were suddenly constrained on either their liquidity (access to USD funds) or their capital (pressure on
solvency ratio) or both. In addition, the banks that were still lending did so on much stricter terms, looking for
better quality deals. So the ‘gap’, being the difference between demand and supply of debt financing, appeared
suddenly and was very wide — not only because supply dried up rapidly, but also because demand was at a peak
due to the enormous order book, fuelled by perhaps the longest ‘bull run’ in (dry bulk) shipping (and the belief

cheap financing would always be there in abundance).
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THE GAP GOING FORWARD - MODESTLY HOPEFUL

It is hard to quantify the ‘gap’, simply because it is no comprehensive record of (i) (demand) financing required
for new building and refinancing and (ii) (supply) banks lending to ship owners. However, we can develop some

idea of whether the gap is widening or closing.

We think the gap is closing, because:

- The number of vessels on order is decreasing (or not?...)

Now that it is clear that debt financing is not always available in abundance and/or cheap, ship owners are more
cautious ordering vessels — at least those owners who do not have financial reserves or good employment for

their vessels

- The average price of a vessel is decreasing (or not?...)

The same amount of financing now simply finances more vessels

- More banks (re)start lending and/or increase their lending budgets (definitely!)
This is as predicted in the ship finance cycle — lending conditions are extremely favorable, so banks are coming
(back) in or increase their budgets as much as they can (given they are restricted on recourses such as

(processing) time and capital).

- More alternative sources of financing (definitely!)

Capital markets now form a viable alternative to bank financing. Also, ‘stake-holder’ finance has come to life —
for example: (i) the yard (with an interest in completing ships) takes part in the post-delivery financing
(effectively giving vendor finance) or (ii) governments providing junior financing (though a fund) to ‘rescue

money’ a national industry that is considered vital for economic growth.

THE GAP - ON INDIVIDUAL LEVEL

In addition, ship owners can actively manage their own gap by improving the quality of their projects; low
leverage, good pricing, good recourse, good employment, etc.. In my opinion this is only temporary ‘hardship’
for the owners, because the ship finance cycle will turn as always and more and more advantageous debt will
become available with time, allowing for refinancing against much improved terms. We already see new
local/regional lenders stepping in (especially China/Asia) and budgets of ship finance banks going up. There is
already a run for quality, with banks competing (lowering pricing and increasing advance ratio’s) for the better

credits. BUY TIME — REFINANCE LATER
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INTRODUCTION — SHIP FINANCIERS

2009 Global Shipping Portfolios of Major Shipping Banks in USD billions
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DVB’s shipping portfolio (in SM) is increasing again+ 2011 increased budget

Moving in the right direction on the ‘Life Cycle’

The finance “Pie” is increasing again ...

THE OUTLOOK - challenging, but HOPEFUL!!
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