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Fitch forecasts lengthy
recovery for shipping

MOST shipping segmentswill take
several years to return to awell-
balancedmarket, even though the
shipping cycle is bottoming out,
according to FitchRatings in
Singapore.

The ratings agency said that the
recoverywould be slowand fragile
for some time anddebt funding
would remain scarce, at least in the
short term.

It noted that rates as a number
of segments had improved or
stabilised in the first half of this
year,with dry bulk and tanker rates
above immediate post-crisis levels,
while container rates had
rebounded strongly so far this year.

FitchRatings director Buddhika
Piyasena told Lloyd’s List that
while some segments saw recovery
in the secondhalf of last year, “it is
only this year thatwe are seeing a
recovery acrossmost shipping
sectors”.

He added: “Although rates also
increased in 2009 following a steep
fall,we think the stable to
improving ship values is a strong
indication that the trendswehave
seen in rates aremore sustainable.”

Observing that ship values had
increased acrossmost vessel
classes since the start of this year,
Mr Piyasena said: “This is a good
indication that shippingmarkets
are turning the corner.”

Ship values are a better
indicator of the general direction of

shipping earnings than rates
because they are less volatile.

Further positive indicators are
the decline of the orderbook due to
cancellations anddeferrals and a
lack of neworders.

A resumption of neworders for
dry bulk vessels and tankers this
year is a sign of improved
confidence,with containership
orders likely to pick up following
the strong increase in rates.

Despite these signs of
improvement,Mr Piyasena
expected further cancellations of
existing orders, though at a slower
pace.

However, increased ordering
and lower scrappingwill delay
shippingmarkets returning to a
more normal orderbook level. The
continuing shortage of capital
should help to limit excess
newbuilding orders.

The dramatic fall in ship values
causedmany shipping companies
to breach loan covenants and lower
rates resulted in internal cash
generation falling short of debt
servicing requirements.

Butweak shippingmarkets
deterred lenders fromdisposing of
assets to recover loans and so they
mainly restructured loans or
agreedwaivers or relaxations of
covenants.

However, hewarned that the
recent increase in ship values
“while helping shipping
companies, also increases the risk
of lenders resorting to foreclosures,
comparedwith 2009 levels.
Shippingmarkets are still too
fragile tomanage awave of fire
sales,which should stop banks
frombeing too trigger-happy on
companies breaching covenants, at
least for awhile.”

The agency believed that ship
financewould remain tight and

mainly reserved for established
andhigher-quality players.

“Weak shipping companies
with unfunded large committed
capex pipelines, especially those
arranged at peak prices,may
struggle to secure funding.”

Mr Piyasena said: “Our view is
that banks have notmade a lot of
provisions due to restructuring
difficult credits rather than calling
themdefault. As such, the
improving ship values and
earningswill go tomend the
weakened exposures these banks
have to the shipping industry.

“Overall, the improving
conditions shouldmake access to
funding better. However,we think
bankswill continue to be selective
until current credit exposures
improve further.

“As such,we think in the short
term that fundingwill remain
somewhat scarce.”

The scarcity of bank lending
has resulted in some shipping

companies tapping capital
markets. “As far as raising debt is
concerned, a challenge formost
companieswould be that there is
still a lot of senior secured debt on
their balance sheets, and the value
of assets, although improving, are
still substantially belowpre-crisis
valuations,”Mr Piyasena said.

“Thismeans assets available for
unsecured creditors in the event of
a default are very limited and
ratings andpricing of unsecured
debtwill reflect this.”

He added that the situation for
equitywas different. “Valuations
are improving andwehave seen
several equity issues from shipping
companies so far this year,
including companieswith
stretched balance sheets.”n

Most sectors will
take several years to
return to normal,
while debt funding is
set to remain scarce
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SINGAPOREand Jakarta-listed
tanker operator Berlian Laju Tanker
laid outmore specific details on
how it intends to use the funds from
anupcomingRupiah1.2trn ($132m)
rights issue,whichwas approved
by shareholders on Tuesday,writes
ColumMurphy inHongKong.

Responding to a request from
Indonesian regulators, the
company said it would allocate
approximately 57.8%of the
proceeds from the rights issue, or
Rupiah694m, for financing vessels
that are under construction.

The remainderwould be used as
working capital to cover items such
as fuel costs, port charges, vessel
maintenance costs and spare part
costs, the company said in a filing
to the Singapore Exchange.

BLTdetailed its fleet expansion
plans, adding 12 vessels between
nowandMay 2012.

The newbatch of vessels
include nine chemical tankers
ranging in size from 12,500 dwt to
25,400 dwt and three gas tankers
with capacity between 3,500 cum
and 5,000 cum.

All 12 are being built at Japanese
yards, including Shitanoe, Shin
Kurushima, Fukuoka, Yamanishi
andAsakawa.

Under the rights issue plan, BLT
will issue a total of 5.6bn ordinary
shares at an exercise price of
Rupiah220, the company said in a
statement.

Separately, localmedia quoted
BLT generalmanager for investor
relations Peter Chayson as saying
that this year the companywould
add four ships,mainly drawing on
the company’s $108mcapital
expenditure account.

This included three gas and one
chemical tanker.n

BLT lays out
plans for
rights issue

Containership supply squeeze
expected to end in fourmonths
ONEof theworld’s largest ship
financiers has forecast the pace of
recovery for the global boxship
market tomoderate once the peak
season ends after October, as large
numbers of new ships flood the
global fleet in 2010 and 2011.

DVBBank said the current
containership supply squeeze—
whichhas helped double time
charter earnings in threemonths
anddrag secondhandprices 30%
higher this year— is unlikely to last
beyond the next fourmonths.

Thedownbeat assessment
reflects growing concern about the
fragility of the boxship sector
recovery, at a timewhen shipping
lineshave seen freight rates and
demandonpremier shipping lanes
rebound topre-crisis levels for the
traditional peak season.

Instead, thehighnumber of
boxshipnewbuildings,manyof
whichhad their delivery deadlines
delayedafter volumes collapsedon
major trading lanes in 2009,will
weighdownany time charter rates
recovery, according to thebank’s
latest report on the container sector,
released yesterday.

Inwhat has beenhailed as a
remarkable and largely unexpected
turnaround after shipping lines
were devastated by a 10%decline
inworld trade in 2009, boxship
time charter rates have soared in
the last threemonths.Most of the
inactive tonnage placed in lay-up
from late 2008has also been
reactivated and is now trading.

Underpinned by thewidespread
use of super-slow steaming,which
has effectively absorbed an
estimated 350,000 teu of capacity
from the global fleet, time charter

rates have not only surged, but a
supply shortage has developed for
some categories of ships.

However, DVBBank’s Panamax
Container VesselMarket Outlook
said it expected this supply squeeze
to be “short term”.

“The vastmajority of the
orderbook is expected to be
delivered in 2010-2011 and there is
still a longway to go to reach a
healthy demand supply balance,”
the report concluded.

Nearly 2m teu of newbuilding
capacity is expected to be delivered
in 2010, 40%higher than 2009,
according toDVBBank.

Although one-year time charter
rates for panamax tonnagewere
fixed at nearly $17,000 per day this
month, from levels of $6,500 per day
seen in February, thesewere only
half the deals done at themarket
peak, aroundmid to late-2008.

The latestweekly report from
container consultancyAlphaliner
also underlined the dramatic rise in
active containership capacity this
year. The global fleet, nowat nearly
4,900 ships, sawactive capacity
growby 15% in the first sixmonths
to 13.3m teu, according to
Alphaliner’sweekly report.

This included 740,000 teu of
capacity fromnew ships, and 1.2m
teu from idle ships that have been
been brought back from lay-up.
Some 110,000 teuwas removed
from the fleet through scrapping or
conversions, the report said.

The largest fleet increasewas
seen for Chilean line CSAV,whose
active capacity has jumpedby 51%
this year, less than 18months after
the start of amajor restructuring
programme that brought it back
from the brink of bankruptcy.n
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 Short Term Supply Squeeze Drives Up TC Rates 
 

Out of the 557 vessels of 1.98mio TEUs scheduled for 
delivery in 2009 at the beginning of 2009, 54 vessels of 
96K TEUs were cancelled and 218 vessels of 794K TEUs 
were delayed to 2010 onwards. The combined 
cancellations and delays reduced the originally scheduled 
NB deliveries by 45% in 2009 (Chart 10). Meanwhile, Lines 
were very active in advocating and promoting slow or even 
super slow steaming on the primary East-West trade lanes 
to absorb the capacity surplus in 2009. As the rapid 
demand surge in the recent months on the arterial East-
West axis, especially on Asia-Europe, caught many by 
surprise, the massive slippage and widely adopted slow 
steaming created a supply squeeze in the large Sub-
Sectors in early 2Q10. This resulted in a TC rate recovery 
which was led by the large Sub-Sectors and are now 

gradually filtering down to the smaller Sub-Sectors (Chart 
11). 
 
It was reported at the end of April 2010 that the 2005-built 
5,000 TEU Px duo ‘Santa Petrissa’  and ‘Santa Priscilla’  
were chartered by UASC at $19.25K/day for 2 years. This 
represents a tremendous improvement within just two 
months as three sisterships, ‘Manhattan’, ‘Westerbrook’ 
and ‘Santa Paola’, were fixed for a year at an average of 
about $8K/day by CSAV in early February 2010. Of course, 
the current TC rates are still far away from the market highs 
when sisterships ‘Bellavia’  and ‘Octavia’  were booked by 
CSCL at $45K/day in September 2004 before the vessels 
were delivered. 
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Chart 10. Delivery Schedule (Jan'09 vs. Apr'10)
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CONTAINER  VESSEL TIME CHARTER RATES

Panamax 4,400 teu
Panamax 3,500 teu

Sub-Panamax 2,000 teu
Handysize 1,000 teu

Containership orders are likely to pick up following the strong increase in rates.

Seaspan
cool onChina
share sale
SEASPAN’s equity requirement of
$140m to fill the funding gap in its
huge orderbook is unlikely to be
filled via a share offering in China
unless the company can convert the
proceeds intoUSdollarswithout
any hindrance, according to chief
executiveGerryWang,writes Rajesh
Joshi inNewYork.

Speaking in Shanghai,MrWang
told Bloomberg: “If I sell shares in
Shanghai I get yuan in return, but
yuan are nouse tome. I need to
convert them into dollars.”

Seaspanhas been reluctant to
make a trip to the follow-on share
salemarket inNewYork,which has
been tapped by several other
publicly listedmajors in the first
two quarters.

Seaspan said that it would not
be able to launch a share sale “at
priceswhichwill not be dilutive to
its existing shareholders”, and as
suchwas “actively pursuing
alternatives to defer or eliminate
someor all of its equity needs”.

Sale-leaseback deals have
emerged as one such tactic.
Seaspan twomonths ago said it had
placed one contracted 13,100 teu
newbuilding atHyundaiHeavy
Industries off its balance sheet,
freeing up $150m.

This, in turn, cut Seaspan’s need
for equity to $140m from the
previously announced $180m-
$240m. This figure is believed to
have fallen further amonth ago, as
Seaspan’s $43mpurchase of a 4,250
teuMediterranean Shipping Co
resale newbuilding fromZhejiang
Shipbuilding featured $26mbeing
paid in “non-convertible perpetual”
preferred shares issued to an
affiliate of the shipyard.

Even in this case, Seaspan stayed
away fromapublic share sale.n
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