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IMPACT OF INCREASED CAPITAL MARKETS ACTIVITY ON SHIPBUILDING 

Executive Summary 

The global shipbuilding industry is fundamental to international trade because it produces the 

oceangoing vessels that are the only practicable and cost effective means of transporting large volumes of 

many essential commodities and finished goods around the world. Commodities that are carried by ships 

constructed by international shipyards include, among others, crude oil, refined petroleum products, liquid 

natural gas, iron ore, coal, grain, steel products and finished goods carried in containers. 

Driven in large part by increased demand related to industrial production in China, charter rates rose 

to historically high levels in 2003. This dramatic rise in the revenue generation ability of vessels led to an 

increase in the value of new and used vessels. Although charter rates and the values of older used vessels 

have since retreated, they remain at historically high levels and the shipbuilding industry continues to 

enjoy a synchronized strength in vessel prices. Moreover, the values of modern vessels and newbuilding 

vessels have not declined despite the minor correction in charter rates. Major shipyards have indicated that 

their berths are fully committed until 2010 at very firm price levels. 

The dramatic rise in the value of new and used vessels has created an increase in the demand for 

capital to finance these vessels as illustrated in Figure 1. 

Figure 1. Rising Vessel Values Have Lead to Increased Capital Requirements 
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 Source: C.W. Kellock & Co Ltd, Marine Money International. 

 
Traditionally shipowners have used a combination of secured borrowing from commercial banks 

together with their own equity to finance the purchase price or construction cost of a vessel. Since 2003, 

however, when the shipping markets began their sharp rise in asset prices and charter rates, an increasing 

number of shipowners have been more actively using alternative sources of equity capital, such as vessel 

leasing, public equity offerings, reverse mergers, subordinated debt and high yield bonds to finance ships.  
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The use of outside equity capital has also increased as a result of sharply rising volume of mergers 

and acquisitions, so-called “M&A”, which has resulted from the desire of certain owners to consolidate 

their respective markets to gain economies of scale to improve profit margins and better serve their 

customers, as illustrated in Figure 2. Other factors that have pushed the shipping industry into a stage of 

increased consolidation include the emergence of growth-oriented publicly quoted companies that have 

access to competitively priced capital and are expected by their shareholders to grow, increasingly strict 

regulations that are challenging for smaller owners to comply with and generational change within 

shipping companies whereby some families and financial sponsors have decided to opportunistically exit 

the shipping industry altogether by disposing of their vessels as well as their operations.  

Figure 2. Rising M&A Activity Fuels Equity Demand  
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 Source: Marine Money International. 

 

Since 2003, the global capital markets have been highly receptive to financing the international 

shipping industry because shipping has been producing strong cash flows at a time when benchmark 

interest rates in Europe and America fell to historical lows as illustrated in Figure 3. The low interest rate 

environment has caused investors to embrace shipping investments as an alternative way to achieve a 

current return on capital. An overview of the broad range of capital products available to shipowners 

appears in Figure 4. 
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Figure 3. Low Interest Rates and High Shipping Markets Coincided to Create Investment Opportunities 
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 Source: Marsoft, the Federal Reserve. 

Impact on Shipbuilding 

Marine Money analysis of ship financing transactions from the period 2003-2006 indicates that 

innovative and alternative ship financing schemes have had limited direct impact on the shipbuilding 

industry. 

Although the value of contracts for the future delivery of vessels is affected by conditions in the 

charter market and the perception of future market conditions, such contracts represent “dead money” for 

investors unless those contracts are sold or novated. The result is that the primary source of financing for 

newbuilding contracts continues to be, as it has historically been, equity capital contributed by shipowners 

themselves and construction financing provided by commercial lending institutions and export credit 

banks. 

Although the reference period saw an unprecedented volume of capital formed through myriad new 

capital markets structures and products, these products and structures have been constructed to monetize 

current cash flow, which are returned to investors in the form of coupon payments comprised of returns on 

equity and the returns of principal.  

Exceptions to this trend include, among others, deals such as Omega Navigation, Capital Product 

Partners, Danaos Shipping and Seaspan which allocated a portion of their proceeds toward the purchase of 

identified ships under construction at the time of the equity offering. More simply, alternative ship 

financing technologies have been primarily used to capture the cash flow of existing vessels, and not to 

finance new ones.  
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Figure 4. Summary of Global Ship/Shipyard Financing Alternatives 

Instrument 
Example of Leading 
Provider/Advisor Loan to Value Cost 

Most Active 
Markets 

Ideal Vessel 
Type History 

Tax 
Benefits 

Debt Markets               

Bilateral Loans HSH Nordbank 65%  L + 85-200 Germany Any Traditional No  

Syndicated Loans Nordea 65% L + 100-250  Norway Any Traditional No 

Finance Companies GE Capital 75% L + 300-400 USA Any Traditional No 

Subordinated Debt Navigation Finance Corp. 100% L + 800 USA Any Innovative No 

High Yield Bonds Jefferies & Co/DnB Nor Up to 100% L + 600 USA/Norway Any Innovative No 

Export Credit KEXIM Up to 80%   Korea Newbuildings Innovative No 

Equity Markets   Minimum Size           

SPAC Maxim Group $100,000,000  7%, + expenses USA Any Innovative No 

Private Equity Dahlman Rose $100,000,000  
5%, $300,000 

retainer USA Any Innovative Sometimes 

Public Equity Merrill Lynch $100,000,000  7% 
USA/Singapore/ 
Norway Any Innovative No 

Vessel Leasing               

German KG Konig & Co. 100% 12% Germany Newbuildings Traditional Yes 

Norwegian KS Ness & Risan 100% 12% Norway Any Traditional No 

Private Leasing Co's First Ship Lease 100% 12+% Global Any Innovative No 

Public Leasing Co's Ship Finance International 100% 12+% USA/Singapore Any Innovative No 

 

However, the increased capital markets activity has indirectly infused liquidity into the shipbuilding 

market by pushing up asset values and providing equity capital to shipowners who then redeployed that 

capital into the newbuilding market. This is most evident in the leasing market where shipowners have 

been actively selling older values and leasing them back and often using the cash proceeds of the sale to 

place orders for new vessels. Were the capital markets not so receptive to shipping transactions in recent 

years, we believe much of the liquidity that has been directed toward shipbuilding would not exist. 
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I. Debt Financing  

Commercial Banks/Export Credit Banks 

1. Single tranche commercial bank loans ranging from 50-75% of the value of the asset being 

financed have traditionally comprised the largest portion of ship financing arrangements globally. Due to 

its relatively inexpensive cost and flexible terms, commercial bank debt provides the foundation of most 

capital structures of public and private shipping companies. Commercial loans can be arranged to finance 

the construction of vessels and/or as their permanent “take out” financing. In addition to commercial 

banks, export credit banks, such as KEXIM, play an active role in offering competitively priced 

construction and permanent financing for vessels.  

2. Commercial loans, whether offered by commercial banks or export credit banks, are executed 

both on a syndicated basis, whereby multiple lenders provide capital to a single borrower, and on a 

bilateral basis, whereby a single lender provides capital to a single borrower. Syndicated and bilateral 

shipping loans are comprised of a base rate, generally the London Interbank Offering Rate (LIBOR), plus a 

margin. 

3. The interest rates for ship financing loans may be swapped and fixed for the duration of the loan, 

remain floating or involve other interest rate management products. Although LIBOR represents the base 

rate in the majority of ship financing transactions, it is important to note that this does not necessarily 

reflect the cost of funds for the lending bank.  

4. The results for 2007 shipping banker survey indicate that over 2/3 of commercial lenders to the 

shipping industry believe that 60-70% is a reasonable advance rate for a charterfree newbuilding. Sixteen 

and ½ percent believe the percentage should be lower, while only 15.4% are comfortable with advance 

rates over 70%. These figures we consider representative of the industry as a whole, where as project 

finance deals such as Nakilat or highly structured ones such as that done by OOIL, where overall debt 

financing can reach 90%, are exceptions rather than examples of the financings typically borne by the 

mainstream market. 

5. The commercial bank lending market for shipping deals is highly competitive with many lenders 

offering standard or similar terms including loan pricing, leverage, amortization profile, repayment 

schedule and fees. The terms featured in ship finance loans vary according to, among other things, the 

credit quality of the borrower and charterer, the amount of recourse made available to the lender and the 

age and type of asset being financing.  

6. Average loan amortization profiles are approximately 15-18 years for a new vessel and loan 

tenors are typically 8-10 years for a new vessel, leaving borrowers with a balloon repayment that must be 

refinanced at the maturity of the initial loan. Commercial banks generally extend shorter terms and use 

shorter amortization profiles for vessels that have limited useful lives remaining. Where the charterer is an 

investment grade company that enters into a “hell or high water” long-term charter arrangement, lenders 

may be able to offer higher levels of financing and longer terms. 

7. The important terms and conditions of the loans such as loan profile and tenors, advance rate and 

interest rate are all determined by the combination of the credit quality of the borrower and security 

package provided. None of the terms can be separately attributed to specific conditions. 



8 

 

Figure 5. Average Spreads for Syndicated 
Shipping Loans 

 Figure 6. Shipping Syndicated Loan Volume 
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8. Companies frequently seek commitments from banks to lend more than they need to actually 

need to use at a given time. The drawn spread applies to the amounts which a company has actually 

borrowed from a bank, whereas the undrawn spreads represents the fee due on amounts a bank has 

committed to keep available for a company but that that company has not yet used. 

9. Figure 7 below sets forth the Top 20 reporting commercial lenders by portfolio size with data as 

of May 1, 2006 (Please note not all banks choose to report this data to Marine Money, including some 

important shipping lenders such as Citigroup and Calyon). 

Figure 7. Bank Shipping Portfolio Volumes 
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Volume 

10. Time and again there are efforts to quantify the fragmented ship mortgage market. And while it 

would be helpful if all the various national flags and flags of choice would obligingly tally their data this 

result does not appear to be forthcoming any time within the foreseeable future. As such we can best gauge 

the size of the industry from various other data, including Clarkson estimates that suggest the total quantity 

of newbuildings ordered in 2006 should near $110 billion. At August 1, 2006 Clarkson estimated the total 

newbuilding orderbook at 5 386 vessels of 269.1 million deadweight tons and 117.4 million compensated 

gross tons to and to have a contracted value of around $264 billion. Assuming 75% debt finance, this 

would require $198 billion in debt commitments over the next few years as the contracted vessels are 

constructed and delivered. While the syndicated loan and public debt portions of this number are growing, 

a majority is still composed of mortgage debt. 

Financing for Vessel Construction 

11. The vast majority of the capital committed for newbuilding contracts is of course not paid up 

front. Payment is made in installments based on percentages of the contract price and certain milestones 

achieved in the contracting for and construction of each vessel. For example, an owner may be required to 

pay five installments, each equivalent to 10% of the contract price of the vessel, during vessel construction. 

One contract for a newbuilding in China required a first installment to be paid at contract signing, a second 

payable 12 months after contract signing, a third due at the cutting of the first steel plate of a vessel, a 

fourth payable at the keel-laying of the first section of the vessel, and a fifth at the launching of the vessel. 

The remainder of the contract price would be due upon delivery of the vessel to the buyer.  

12. With wait times for vessels often stretching three years or more, the owner is frequently expected 

to fund the 5-10% down payment due at contract signing. Once the steel cutting on the vessel has begun 

delivery is typically expected in under one year, banks are more willing to come in with finance, ultimately 

providing somewhere between 50% and 75% of the price of the vessel, or up to 80% with export credit. 

Refund Guarantees 

13. Needless to say, quite a lot of risk is involved in such contracts. The yard must trust that the 

owner is good for all promised payments, but more importantly the owner must trust that the yard is both 

willing and able to complete the vessel as specified and on time. This is particularly troubling for newly 

developing “Greenfield” yards such as those growing in China. To help mitigate this risk, yards are 

expected to provide refund guarantees, simply put to ensure in some way that if they are not able to deliver 

on the vessel as promised, then they can in the least repay the owner his initial payments. These are 

frequently backed by local state-affiliated banks such as the Bank of China, The Export-Import Bank of 

China and The Export-Import Bank of Korea. Insurance products are even available to protect the 

shipowner in the event of a default by the bank or sovereign guarantor. 

Traditional Shipping Banks 

14. As the largest financiers of the shipping industry, HSH Nordbank and the Royal Bank of 

Scotland, with shipping loan portfolios of $29.5 billion and $17.5 billion respectively, are among those 

with tried and true programs for shipbuilding finance they use regularly with their clients. The Royal Bank 

of Scotland, or RBS, for one however does not engage in yard finance, indicating a clear differential in 

their minds between the risk and expertise necessary to finance a ship under construction at a yard and that 

necessary to finance a yard directly.  

15. HypoVereinsbank, or HVB, a member of Unicredit Group, takes a different tack on these issues 

however. HVB in its experience has concluded that the best response to a shipyard that has failed to fulfill 
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its contractual obligations, frequently through time and/or cost overruns, is not necessarily to pull the 

contract and cash in the refundment guarantee. Rather both shipowner and yard can often be better served 

with a sort of shipbuilding workout, depending of course on the experience, capabilities and intentions of 

the yard and the interests of the owner. HVB has developed a shipyard consulting program which can 

assist with problematic yard contracts or even beforehand by advising owners on what yards are worth 

choosing. Figure 8 illustrates how a struggling shipyard can easily develop liquidity problems compared to 

incoming payments, precisely the type of situation HVB specializes in sorting out. 

16. The bank has even gone so far as to win the mandate to advise on the privatization of the 

Croatian shipbuilding industry. Certainly its enlarged service offerings where shipbuilding finance is 

involved highlight the risks in this area and the reasons why established players with a vested interest in 

the business are often the most suited and most willing to provide finance for newbuildings. 

Figure 8. 

 
Source: HypoVereinsbank. 

Currency 

17. In international newbuilding contracts that can easily be worth hundreds of millions of dollars 

and span several years, currency issues can be cause for more than minor concern. Contracts for 

international shipping are typically done in US dollars, but as many of the costs incurred while building are 

in local currency a falling dollar clearly impacted many yards. 

18. The opposite can also be true. Many cruise companies who order ships in Europe but realize 

revenues in US dollars have begun looking for ways to control euro contract risk. Carnival Corp for 

example in November of 2006 issued just under one billion dollars worth of eurobonds in response to 

weakness in the dollar and an orderbook almost half euro-denominated. 



 11 

19. All the same proper currency risk management can be key to success for many yards, such as 

Daewoo in Korea, who recorded a 2006 net profit almost eight times higher than that of 2005. Proper 

hedging against the rise of the Korean won against the dollar was cited as a factor in this result. Yards in 

China for a time benefited from a yuan peg to the dollar that it was popularly argued undervalued the yuan. 

This secured for Chinese yards a currency benefit for all US dollar orders. When the yuan peg was changed 

to a basket of currencies it complicated matters and eroded this advantage to an extent. 

20. All in all, however, very few shipping companies wish to play currency risk and shipbuilding risk 

together, and as such, as illustrated by Carnival’s move typically seek financing that is in the same 

currency as contracts. 

Covenants 

21. Presented below are basic terms found in credit facilities offered by commercial banks and export 

credit banks.  

 First-priority mortgage on subject vessels. 

 Assignment of Borrower’s time charters and earnings. 

 Assignment of the insurances on each of the vessels that are subject to a mortgage. 

 Assignment of the vessel management agreement with Ship Manager. 

 Pledge of Borrower’s retention account; and 

 Assignment of Borrower’s interest in any hedging arrangement. 

22. Credit facilities generally contain financial covenants requiring borrowers to, among other things, 

ensure that:  

 Borrower’s tangible net worth (the adjusted amount paid up or credited as paid up on our 

share capital less intangible assets as further defined in the credit facility) will always exceed 

a certain pre-agreed amount. 

 Borrower’s interest and principal coverage ratio (earnings before interest, taxes, depreciation 

and amortization to interest and principal payment expense) will at all times be greater than or 

equal to 1.1 to 1.0. 

 Borrower’s net interest coverage ratio (earnings before interest, taxes, depreciation and 

amortization to net interest expense) will at all times be greater than 2.5 to 1.0. 

 Market value of the fleet will not be less than 120% of all outstanding advances. 

 Borrower’s total debt must at all times be less than 65% of total assets, which include, 

generally, the current book value of all vessels owned or leased with a purchase option, cash 

and certain marketable securities. 

23. Commercial bank and export credit bank facilities usually feature covenants, including covenants 

requiring borrowers to maintain adequate insurance coverage, provide the facility agent with copies of 

financial statements, notify the lenders of any event of default, obtain and comply with any necessary 

authorizations, comply with all applicable laws where the failure to comply is reasonably likely to have a 

material adverse effect, maintain the classification and repair of the fleet in accordance with industry 

practice, lawfully and safely operate the fleet, discharge any liabilities and arrest of any containerships in 

the fleet within 30 days, provide the lender with information in respect of any total loss, class 

recommendation and environmental claims and comply with ISM Code and ISPS Code.  
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24. Commercial bank and export credit bank credit facilities contain restrictive covenants that 

prohibit borrowers from, among other things: substantially changing the general nature of our business, 

changing the flag, class or management of our vessels without the lenders’ consent, participating in 

mergers with other entities, releasing proceeds of insurance in respect of a vessel without the prior 

approval of the lenders in amounts equal to or greater than $20.0 million and paying dividends if an event 

of default has occurred and is continuing.  

25. Below are examples of events of default:  

 Non-payment of amounts due under the credit facility unless due to administrative delay and 

cured within 3 business days. 

 Default by borrower, other than payment default, under any material provision of the loan 

agreement or security document, except, in the case of a default capable of remedy in 

accordance with the facility, a default remedied within 30 days of the earlier of notice to us 

and discovery. 

 Breach of a material representation or warranty not remedied within 30 days of the earlier of 

notice to Borrower and discovery. 

 Cross-default of other indebtedness of said amount. 

 Event of insolvency or bankruptcy. 

 Failure to pay a final judgment or court order. 

 Cessation of business. 

 Any attachment, sequestration, distress, execution or analogous event affecting Borrower’s 

assets having an aggregate value pre-agreed value that is not discharged within 30 days. 

 Unlawfulness, non-effectiveness or repudiation of any material provision of the credit facility 

or a related finance document. 

 Invalidity of a security document in any material respect or if any of those security documents 

ceases to provide a perfected first priority security interest; and 

 If an event of default is outstanding, the lenders may cancel the credit facility and/or declare 

the outstanding amounts due and payable. 

Figure 9. Selected Shipping Bank Debt Deals Done to Fund Newbuildings 

Borrower Bank(s) / Advisor(s) 
Deal Size 
(US$M) Pricing, Purpose, Remarks Date 

Odfjell Citibank   
First pre-delivery financing for 3 x 33,500 
dwt chemical tankers 1998 

B&N Viking ABN Amro $250 Funding for JV purchasing newbuilds 1998 

NCL DnB, KfW $382 Pre & post delivery financing 1998 

Odfjell Citibank $60 Financing for 4 x 6,000 dwt newbuildings 1998 

Roekke Chase $800 
Guarantee facility to support acquisition of 
Aker RGI 1998 

Samsung Heavy Industries American Marine Advisors $84 
Construction financing of two car carriers 
maturing in 2000 

Jan-99 

Golden Ocean Group MeesPierson $61 VLCC newbuilding Feb-99 

Festival Cruises Crédit Agricole ($132) $451 
Delivery of two Cruise New Buildings, 
matures in 2013 

Feb-99 

United Shipping Inv. Commerzbank (Milan) $35 5 X Newbuildings matures in 2009 Feb-99 
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Oddfjell Citibank $60 4 x 6,000dwt newbuildings Feb-99 

Minoan DNI $42 Pre Delivery Finance Ferry Newbuilding Apr-99 

International Shipholding Group Deutsche Bank, SSB $47 Pure Car Carrier newbuilding Apr-99 

Viken  Crédit Agricole  $38 2 X Suezmax (pre delivery) matures in 2001 Jun-99 

Eletson Citibank $53 
 Financing 2 Halla panamax newbuildings, 
2008 maturity, pricing at L+125  

Jun-99 

Concordia Chase Manhattan plc $165 
Post delivery financing of two VMAX & 
refinancing of existing loans, 2006 maturity 

Jun-99 

Societa Esercizio Cantieri Unicredito $260 construction of 4 ro-ro vsls. For Stena  Sep-99 

Minoan Lines 
National Bank of 
Greece/Citibank $250 

 4 ferry newbuildings, 2011 maturity, pricing 
at L+112.5  

Sep-99 

Sonasing Kuito MeesPierson/Fortis Bank $134 
Conversion and charter of the FSPO unit 
Kuito, 2004 maturity 

Sep-99 

NCL Bank of Nova Scotia $225 Cruise ship newbuilding (mandated) Sep-99 

Renaissance Cruises Crédit Agricole Indosuez   
construction of two 700 passenger cruise 
vsl. 

Oct-99 

ResidenSea CBK ASA $200 Construction financing, 2001 maturity Oct-99 

Green Compass (Evergreen) Uni-Asia Finance $112 
5,600 teu container newbuilding, 2009 
maturity 

Nov-99 

Festival Cruises Crédit Agricole Indosuez $75 Enlargement of two vessels Nov-99 

P&O Port of India HSBC $50 Construction Finance, 2007 maturity Feb-00 

National Iranian Tanker Co China X-M Bank $370 5 x 300,000 dwt VLCCs - Guarantees Mar-00 

Laurin Royal Bank of Scotland $50 KG for 2 Newbuilds Jul-00 

E9E RoRo (Turkish Interests) NIB Capital $60 2 x RoRo NBs Jul-00 

OSG 
Nedship/ING/DnB/Mees/NIB 
Capital $350  Revolver, priced at L+65  

Jul-00 

First Olsen  

DnB, Den Danske Bank, 
Union Bank of Norway, HSBC, 
SHL $90 Tanker Newbuilding  

Jul-00 

IM Skaugen CBK, NIB Capital  $70 4 x NB Gas Carriers (China) Jul-00 

P&O Cruises ABN Amro $131 Dutch JV structure (25%) Cruise NB Oct-00 

Kvaerner Scotial Capital, SE Banken $590 
Offbalance construction finance for cruise 
NB 

Nov-00 

Shipping Corp of India Royal Bank of Scotland $29 Finance of Aframax Newbuilding 

Nov-00 

  Royal Bank of Scotland $29  Finance of Newbuilding, priced at L+105  Nov-00 

Exmar CBK $120 LNG Carrier NB Nov-00 

Shipping Corp of India Bank of Nova Scotia $86 3 Aframax newbuildings, 2008 maturity Nov-00 

NEL Chase, Crédit Lyonnais $115 2 x ferry NBs Dec-00 

Stelmar Royal Bank of Scotland $23 1 x 70,000 NB product tankers due 2010 Jan-01 

Stelmar Nedship. Deutsche Shiffsbank $45 2 x 70,000 NB product tankers due 2010 

Jan-01 

Stelmar Alpha Bank $23 1 x 70,000 NB product tankers due 2010 Jan-01 

Seatrade 
Crédit Agricole, Deutsche 
Shiffsbank $145 To finance 2 VLCC newbuildings 

Mar-01 

Hellespont Chase, Citi, Fortis $200 
50% leverage on 4 x ULCC newbuildings; 
priced at L+138 

Mar-01 

Knutsen OAS DnB, Lloyds  $113 LNG Newbuilding Jun-01 

Ocean Rig CSFB $100 

To finance last payments towards 2 x 
BINGO 9000 rigs under construction at 
Friede Goldman 

Jul-01 
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Golar LNG Nordea $32 
One year facility to finance downpayment on 
LNG newbuilding 

Jul-01 

Astrolabe  Unknown $30 
Astrolabe has been given this mezz facility 
to bridge funding gaps in shipping projects 

Jul-01 

CPShips 

Citi, BOS, CL, DnB, Deutsche, 
ING, HSBC, VuW, BNS, 
Deutsche, HLB, Natexis, DvB $175 

To finance 800m ship expansion 
programme 

Aug-01 

Seaspan 

Fortis, CSFB, Deutsche 
Shiffsbank, DVB Nedship, 
HELABA, Deutsche 
Geossenschaft $121 

Pre & Post Delivery of 5 x 4,250 TEU 
Container Vessels on COSCO charter 

Oct-01 

Minoan Alpha Bank $250 Newbuilding finance Nov-01 

CPShips Citibank $350 
To finance $800m ship expansion 
programme 

Dec-01 

Single Buoy Mooring (IHC Caaland) 

NIB, Fortis, ING, BOS, DvB, 
Lloyds, Scotia, Natexis, Rabo, 
VuW $200 

To finance construction of FPSO replace P-
36 that sank off brazil. On 5 1/2 yr charter to 
Petrobras.  

Jan-02 

Navieras F Tapias 
JPM, BOS, Commerz, CAI, 
DvB, LB Kiel $167 

To finance an LNG NBs. Pricing at 120 
points (17.5 less than Exmar) 

Mar-02 

Exmar 

Citi/Nordea. BOTM, Sumi, 
CAI, DnB, Fortis, HLB, VuW, 
Nedship $300 

Finance 2 LNG NBs with MOSK. Charter to 
El Paso, Pricing: 137bps, 10 yrs.  Res. Val. 
is $80/vsl 

Mar-02 

CMA/CGM 
DVB, NIB, Nordea, Bank of 
Scotland $88 

To finance container newbuild. Includes 
junior tranche for NIB, DVB Jun-02 

OSG HLB, Deutsche Shiffsbank $125 
To finance 4 Aframax newbuildings. Deal 
done on Bilateral Basis Jun-02 

OSG RBS $100 
Fin. 2 VLCCs Newb. 100bps with a 19 yr 
amort. 12 yr term. Bilateral Jun-02 

Teekay 
Nordea, DnB, DVB,  Deutsche 
Bank $200 

To finance 5 NBs on to 12 year charters to 
TOSCO Jun-02 

MISC Japan Bank $850 
Fund purchase of 6xLNG newbuilds, 55% 
Japan Bank Rumoured. Aug-02 

IM Skaugen Chinese Export Import Bank $32 
Second 10 yr guarantee facility. 2 x 10,000 
CBM LPG 4.95% on 75% gearing Aug-02 

P&O Nedlloyd Citibank $200 For TEU, tenor, 9years, 8yr post delivery.   Sep-02 

Torch Offshore Regions Bank, EDC $50 
Davie Shipyard conversion of Midnight 
Express Nov-02 

Matson Undecided $210 Title XI for Kvaerner vessels Nov-02 

TEN CBG, RBS,DS, LBK $247 
circa 2.97-all in term financing of 
newbuildings Nov-02 

B+H European, Korean Banks $275 9 newbuildings, 6xMRs, 3xPanas Dec-02 

CSAV/Carlysle BTM Capital $75 Equipment securitization Dec-02 

Novoship 
CAI, RBOS, BNP, NIB, 
Natexis $108 2 facilities, 4 x product tankers 

Dec-02 

Eisa Shipyard (Transpetro) BNDES (Brazil) $228 
Proceeds will fund construction of 2x 
suezmax/2x aframax Jul-03 

Teekay DVB, Others $300 
Pricing is less than 100 basis points. 
Newbuilding Finance 

Aug-03 

Seaspan 

Fortis Capital Corp./Korea 
Export Import Bank on pari 
passu senior, Mezzanine in 
the market now, equity from 
Washington Group 

approx. 
$288 

9 newbuildings ordered at about $40million 
apiece for a complete package of $360 
million. KEXIM terms have to be OECD 
compliant 

Aug-03 

Hyundai Merchant Marine Korean Development Bank $450 Financing for five 7,000 TEU newbuilds Aug-03 
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Qatar Shipping Company 
Crédit Lyonnais, Korea Export 
Import Bank $223 Fleet expansion of 6 aframax newbuilds 

Oct-03 

Novoship KEXIM $130 
CIRR Rate, 12 year term; Proceeds to 
finance 6x VLCCs at HHI 2004 

Teekay Fortis, KEXIM $150 
12-year deal, 80% leverage, 4x afra NBs - 
CIRR rate 2004 

Manson Construction Bank of America Circa $45 US flag hopper dredge 2004 

Petrojack Jurong Shipyard $105 
Yard provides 80% loan at L+475, 3-year 
term 2004 

Hellas Flying Dolphins ABN Amro E 26.6 12-year deal on newbuildings 2004 

Teekay Shipping 
Calyon, KEXIM, DnB, ING, 
Nordea, RBS $468 

Commercial tranche L+90, EXIM tranche 
L+40 2004 

Siem Offshore DnB NOR $230 

$150m loan & $80m bonding/guarantee 
facility; to help finance acquisition of 
Halliburton's share in Subsea 7 2004 

Exmar Citigroup, Nordea, KEXIM $160 
CIRR rate, 12-year term, 1x LNG; 80% 
gearing 2004 

Angelicoussis Interests 

Commercial tranche: 
Citigroup, DnB HSBC, BNP; 
Export credit: KEXIM $450 CIRR Rate, 12-year term, 3x LNG 2004 

Hanjin Shipping SocGen, KDB $200 
3 x 6500 TEU container @ $94.5m each for 
delivery in 2007 from HHI Jan-05 

Hyundai Merchant Marine Undetermined $910 
12-year syndicated loan to finance the 
construction of 9 containerships Mar-05 

OceanBlue Caterpillar $75 
Credit line to assist Kjell Inge Rokke in its 
venture into US flag shipping Mar-05 

Eastern Drilling DnB NOR $275 
6-year facility to finance construction of new 
drilling rig from Samsung Apr-05 

Western Baltic BNP Paribas, Credit Suisse $276 

To help fund orders for 3 x 116,000 dwt 
vessels and 6 x ice-class products tankers 
by subsidiary of oil trader Western 
Petroleum Apr-05 

North-Western Shipping 
International Finance 
Corporation $42 

Acquisition of up to 2 x dry bulk 
newbuildings May-05 

Volga Shipping 
International Finance 
Corporation $47 

Acquisition of up to 2 x dry bulk 
newbuildings May-05 

Fesco Citibank NA $31 
Fund declared option for containership 
order; 8.5-year fixed rate of 4.36% p.a. May-05 

Danaos Holding KEXIM $135 
Fund purchase of 2 x 9600 TEU 
containerships from Samsung Aug-05 

OSG Nakilat Corporation Royal Bank of Scotland $869 

Secured loan to partially finance 4 x Q-Flex 
LNG carriers for OSG/Qatar Gas Transport 
JV Aug-05 

North China Lines (Hosco) Nordea $61 
Financing for 175,000 dwt bulker 
newbuilding Oct-05 

J5 Nakilate consortium 
Bank of Tokyo Mistubishi, DnB 
NOR, Société Générale $1,650 

Financing for 8 x Q-Flex LNG tankers (J5 = 
MOL, NYK, KKK, Mitsui & Co, Kaiun 
Kaisha, Qatar Gas Transport) Oct-05 

Teekay LNG Calyon, KEXIM $880 
Funding for 4 x LNG vessels under 
construction Oct-05 

Aker American Shipping Fortis Capital $775 

Senior secured credit facility to fund 
acquisition of 10 Jones Act product tanker 
under construction on BB to OSG Feb-07 

Berlian Laju Undetermined $400 
In market for loan to finance newbuilding 
acquisitions Jan-07 
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Thoresen Thai Société Générale $50-$60 Funding for 2 x handmax newbuildings Dec-06 

Navibulgar Nord Bank $70 Funding for newbuilding program Dec-06 

Nakilat Korea Export Insurance Co $225 
Funding for 16-ship LNG newbuilding 
program Nov-06 

Nakilat KEXIM $500 
Funding for 16-ship LNG newbuilding 
program Nov-06 

Nanjing Tanker Corporation 

ICBC, Agricultural Bank of 
China, Bank of 
Communications, China 
Construction Bank $1,850 

Funding for 4x VLCCs & 18x product tanker 
newbuilds delivered by Bohai Shipbuilding Oct-06 

Nanjing Tanker Corporation Credit Agricole Indosuez $180 
Funding for 2x VLCC newbuildings at 
Jiangnan Changxing Oct-06 

Szczecin shipyard Agencja Rozwoju Przemyslu $81 

Loans from Polish industrial-development 
agency done along with consortium of 
private banks Sep-06 

Star Cruises 
BNP Paribas, Calyon, HSBC, 
Société Générale $1,700 

Financing for two by 4,200 passenger 
newbuildings Sep-06 

Diana Shipping Fortis $62 

Construction financing for 2 x capesize 
bulkers from Shanghai Waigaoqiao 
Shipbuilding w/ 2010 delivery Sep-06 

Eitzen Chemical Nordea Circa $150 Financing for Songa acquisition Sep-06 

Regional Container Lines DnB NOR $40 
10-yr financing for 2 x 1,108 teu 
containership newbuildings Sep-06 

KGs managed by Hellespont Hammonia 
HSH Nordbank, Exim Bank of 
China $86 

Construction financing for 3 x 73,400 dwt 
product tankers bound for KGs Sep-06 

China Shipping Container Lines 

ICBC Bank as lead arranger, 
Agricultural Bank, China 
Merchant Bank, Shenzhen 
Development $186 

10-yr yuan-denominated financing for 4 x 
containership newbuildings Aug-06 

US Shipping 
Lehman Brothers, CIBC World 
Markets $350 

Amendment to existing facility; upsized from 
$310 to $350m Aug-06 

J.F. Lehman & Co BNP Paribas $155 

LBO to finance acquisition of Atlantic  
Marine, comprising $35m revolver and 
$120m term loan; pricing expected around 
L+300  Jul-06 

USS Product Investors 
Blackstone Group, Lehman 
Brothers $325 

Conditional debt financing for US Shipping / 
NASSCO JV to fund construction of 9 x 
Jones Act product carriers Jul-06 

Fesco HSH Nordbank $170 
Financing for 3 x containership 
newbuildings, refi of existing debt Jul-06 

JF Lehman & Co BNP Paribas $155 Financing for purchase of Atlantic Marine Jul-06 

PT Apexindo Natexis, Goldman Sachs $120 
10-year financing for construction of jack-up 
rig Jun-06 

Awilco Offshore 

Nordea as lead arranger, DnB 
NOR, Fokus Bank, Calyon, 
Deutsche Bank, HVB $670 

Refinancing of existing $410m facility 
towards 7 x jack-up rigs and 2 x floatels Jun-06 

Black Sea Shipping Management 

European Bank for 
Reconstruction & 
Development $20 

Financing for 5 x 5,500 dwt dry bulk 
newbuildings Jun-06 

Gulf Energy Maritime Abu Dhabi Commercial Bank $100 
Funding for 2 x panamax product tanker 
newbuildings from Hyundai Mipo May-06 

Songa Shipholding Pte 
Nordea, SEB, Calyon, DVB, 
HVB $510 

8-year term with pricing at L+85 for Blystad-
controlled chemical carrier owner Apr-06 

Shipping Corp of India KfW, Citigroup, Nordea $103 
10-year financing for 1 of 2 x 319,000 dwt 
VLCC newbuildings Apr-06 
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Shipping Corp of India State Bank of India $103 
10-year financing for 1 of 2 x 319,000 dwt 
VLCC newbuildings Apr-06 

Eukor Car Carriers KDB $58 
Bilateral loan with 3-yr pre and 15-yr post 
delivery tranches Apr-06 

Qatar Gas Transport 

SMBC as bookrunner, HSBC, 
Qatar National Bank, 
Commercial Bank of Qatar, 
Apicorp $500 9-year loan to fund LNG newbuildings Mar-06 

Stocznia Szczecinska Nowa (SSN) 
Citibank, Bank Pekao, Nord 
LB $200 

Polish shipyard takes out financing as state 
guarantees set to expire Mar-06 

Deep Sea Supply Fortis $225 
Funding for purchase of supply vessels from 
Hemen Holdings Mar-06 

Aker Yards   $151 
Refinancing and upsizing of existed 
syndicated bank loan due 2011 Mar-06 

Navantia 
Lloyds TSB as bookrunner, 
BBVA Euro 359 

6.5-year syndicated bonding facility for 
Spanish state-owned military shipbuilder Feb-06 

Trogir Zagrebacka Banka $28 
Financing for busy production schedule and 
restructuring program of Croatian shipyard Feb-06 

Korea Line 

Citigroup as bookrunner, Bank 
of Nova Scotia, ING Bank, 
United Overseas Bank, 
Sumitomo $400 Financing for 2 x LNG newbuildings at L+50 Feb-06 

Odfjell Invest DnB NOR $388 
To fund acquisition of 6th generation semi-
submersible drilling rig Feb-06 

China Shipping Development Citibank, HSH Nordbank, DnB $52 Funding for company's shipbuilding plans Jan-06 

Industrial Shipping Enterprises DVB $85 
Debt financing for acquisition of 8-vessel 
fleet Jan-06 

Viken LR2 A.S. 

Bank of Scotland 
(agent/arranger), BNP 
Paribas, NIB Capital $167 

Acquisition of 3 newbuild LR2 product 
tankers Jan-06 

Export Finance 

26. Structured finance programs for ships used by export credit agencies such as The Export-Import 

Bank of Korea, or KEXIM, are largely typical asset-based finance, except that loan repayment relies on the 

cash flow generated by the financed ships in addition to the first priority mortgage over the ships. Foreign 

ship owners and their SPCs are eligible to borrow through such programs, which under OECD guidelines 

may provide official export credits for up to 80% of the shipbuilding contract value as well as support for 

interest during construction and fees. The repayment term of such a facility may extend up to 12 years 

from the delivery date of the vessel and is amortized smoothly in equal installments over the term of the 

loan. Due to the limitation on flexibility of repayment profile of export credits for ships, export credit 

agencies such as KEXIM may co-operate with commercial banks when the borrower wishes to achieve a 

more flexible repayment schedule. Bullet or balloon payment can be arranged through co-financing with 

commercial banks and this customizes the debt profile for the borrower. 

27. The Export-Import Bank of Korea, or KEXIM, is one of the most active shipbuilding finance 

institutions in the world due to Korea’s leading role in the international shipbuilding industry. The 

institution works in strict compliance to guidelines set by the OECD. In effect, KEXIM began to play 

actively in the international ship financing market after Commercial Interest Reference Rates (CIRR) were 

introduced in the Sector Understanding on Export Credits for Ships through the amendment of that 

Understanding in 2002. 
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28. KEXIM was established in 1976 by the Eximbank Act with the mission of “facilitating the sound 

development of the national economy and enhancing economic cooperation with foreign countries.” The 

main job of KEXIM is “to extend financial support for export and import transactions, overseas investment 

projects, development of natural resources overseas and trade finance. KEXIM also operates the Economic 

Development Cooperation Fund (EDCF) and the Inter-Korea Cooperation Fund (IKCF) on behalf of the 

Korean government. 

29. The relationship between KEXIM and the Korean government is important as the government 

provides the funds to cover any net losses on KEXIM underwritten loans, while KEXIM is actively 

involved in high level policy making. The Korean government owns 60.1% of KEXIM while the Korean 

Development Bank and the Bank of Korea each own 4.7% and 35.2%, respectively. KEXIM’s source of 

funds comes from the government and from its own issuance of bonds in the domestic and international 

capital markets. 

30. Figure 10 shows the development of KEXIM’s commitments to shipping, while Figure 11 shows 

how these break down by sector and by geographic region and Figure 12 lists shipbuilding deals closed by 

KEXIM since 2003. Both the scale of these deals and the blue chip nature of many of the borrowers are 

noteworthy. 

31. In Figure 13 we move beyond KEXIM and look at other shipbuilding transaction financed by 

export credit or development oriented institutions. Many of these also play an important role in the ship 

financing industry. Most important to note are the Chinese institutions as the importance of Chinese yards 

and the value of their collective orderbooks is growing at a breakneck pace. 

Figure 10. KEXIM Shipping Commitments 
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Figure 11. Breakdown of Commitments 
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Figure 12. Ship Finance Deals Closed by KEXIM Since 2003 

Year Borrower 
Amount 
(US$m) Additional Arrangers Assets 

2003-2004 Danaos $127.9 None 2 containerships 

2003-2004 Seaspan $246.6 Fortis Capital 9 containerships 

2003-2004 Star Tanker $35.6 Woori Bank 1 VLCC 

2003-2004 Danaos $135.0 Fortis Capital 2 containerships 

2003-2004 Qatar Shipping Co. $156.3 CALYON 2 LPG carriers, 6 tankers 

2003-2004 Prisco $122.8 Nordea Bank, Fortis Capital 3 ice-class tankers 

2003-2004 Norfolkline $153.2 None 2 ropax vessels 

2003-2004 Seaspan $303.2 Fortis Capital 7 containerships 

2003-2004 Teekay $86.4 Fortis Capital 4 tankers 

2003-2004 Hanjin Shipping $243.6 CALYON 2 containerships 

2003-2004 MSC $188.0 BNP Paribas 4 containerships 

2003-2004 Vroon Group B.V $108.0 Fortis Bank 6 product carriers 

2003-2004 Great Eastern Shipping $49.2 Citicorp International 2 tankers 

2003-2004 Teekay $127.8 Fortis Capital 4 tankers 

2003-2004 AP-Moller Group $111.6 None 1 LNG vessel 

2003-2004 OOCL $90.0 Fortis Bank 2 containerships 

2003-2004 Tsakos Energy Navigation $126.7 Fortis Bank 4 tankers 

2003-2004 Exmar $127.8 Citigroup 1 LNG vessel 

2003-2004 CMA-CGM $379.0 CALYON 8 containerships 

2003-2004 Shipping Corp of India $73.0 ANZ Bank 2 VLCCs 

2003-2004 Korea Line Corp $37.1 KDB 1 bulk carrier 

2003-2004 Novoship $134.7 CALYON 6 crude oil carriers 

2003-2004 NYK $152.3 ANZ Bank 2 LNG vessels 

2003-2004 Anangel Group $287.9 Citigroup 3 LNG vessels 

2003-2004 Seaspan $129.8 Fortis Capital 2 containerships 

2003-2004 AP-Moller $130.6 None 1 LNG vessel 

2003-2004 Motia $61.1 CALYON 4 product tankers 

2003-2004 Sovcomflot $70.8 CALYON 2 ice-class tankers 

2003-2004 Teekay $299.6 CALYON 3 LNG vessels 

2003-2004 Hyundai Merchant Marine $120.4 Société Générale 3 containerships 
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2005 Vroon $53.8 Fortis Capital 2 product tankers 

2005 Teekay/QGTC $440.0 CALYON 4 LNG vessels 

2005 P&O Nedlloyd $91.1 HSBC 3 containerships 

2005 NITC $471.6 BNP Paribas 9 tankers 

2005 Stena AB $185.0 Citigroup 1 drillship 

2005 Hyundai Merchant Marine $310.5 Calyon, Woori Bank 4 containerships 

2005 Exmar $85.0 DnB NOR 1 LNG vessel 

2005 STX PanOcean $30.1 Calyon 2 tankers 

2005 Great Eastern Shipping $46.3 Citigroup 2 product tankers 

2005 Hyundai Merchant Marine $45.0 Nordea Bank 2 product tankers 

2006 MSC $295.0 HSH Nordbank 4 containerships 

2006 Stena AB $196.0 Citigroup 1 drillship 

2006 Hanjin Shipping $70.0 Société Générale 4 containerships 

2006 Korea Line Corp $50.0 Nordea Bank 4 containerships 

2006 Hanjin Shipping $265.6 BNP, DnB, ING 5 containerships 

2006 MSC $436.8 SMBC 6 containerships 

2006 QGTC $500.0 CALYON 16 LNG vessels 

2006 Safmarine $269.7 None 6 containerships 

  Total: $8,257.4     

     

Source: KEXIM.    

 

Figure 13. Selected Export & Development Finance Transactions 

Borrower Lenders/Arrangers 
Amount 
(US$M) Purpose / Remarks Date 

National Iranian Tanker Co China X-M Bank $370 5 x 300,000 dwt VLCCs - Guarantees 

Mar-00 

IM Skaugen Chinese Export Import Bank $32 

Second 10 yr guarantee facility. 2 x 
10,000 CBM LPG 4.95% on 75% 
gearing Aug-02 

B+H European, Korean Banks $275 9 newbuildings, 6xMRs, 3xPanas Dec-02 

Eisa Shipyard (Transpetro) BNDES (Brazil) $228 
Proceeds will fund construction of 2x 
suezmax/2x aframax Jul-03 

Seaspan 

Fortis Capital Corp./Korea Export 
Import Bank on pari passu senior, 
Mezzanine in the market now, equity 
from Washington Group approx.$288 

9 newbuildings ordered at about 
$40million apiece for a complete 
package of $360 million. KEXIM terms 
have to be OECD compliant 

Aug-03 

Hyundai Merchant Marine Korean Development Bank $450 Financing for five 7,000 TEU newbuilds 

Aug-03 

Qatar Shipping Company 
Credit Lyonnais, Korea Export Import 
Bank $223 Fleet expansion of 6 aframax newbuilds 

Oct-03 

Novoship KEXIM $130 
CIRR Rate, 12 year term; Proceeds to 
finance 6x VLCCs at HHI 2004 

Teekay Fortis, KEXIM $150 
12-year deal, 80% leverage, 4x afra 
NBs - CIRR rate 2004 

Teekay Shipping 
Calyon, KEXIM, DnB, ING, Nordea, 
RBS $468 

Commercial tranche L+90, EXIM 
tranche L+40 2004 

Exmar Citigroup, Nordea, KEXIM $160 
CIRR rate, 12-year term, 1x LNG; 80% 
gearing 2004 

Angelicoussis Interests 
Commercial tranche: Citigroup, DnB 
HSBC, BNP; Export credit: KEXIM $450 CIRR Rate, 12-year term, 3x LNG 2004 
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Hanjin Shipping SocGen, KDB $200 
3 x 6500 TEU container @ $94.5m 
each for delivery in 2007 from HHI Jan-05 

North-Western Shipping International Finance Corporation $42 
Acquisition of up to 2 x dry bulk 
newbuildings May-05 

Volga Shipping International Finance Corporation $47 
Acquisition of up to 2 x dry bulk 
newbuildings May-05 

Danaos Holding KEXIM $135 
Fund purchase of 2 x 9600 TEU 
containerships from Samsung Aug-05 

Teekay LNG Calyon, KEXIM $880 
Funding for 4 x LNG vessels under 
construction Oct-05 

Nakilat, Inc. Korea Export Insurance Co $225 
Funding for 16-ship LNG newbuilding 
program Nov-06 

Nakilat, Inc. KEXIM $500 
Funding for 16-ship LNG newbuilding 
program Nov-06 

Nanjing Tanker Corporation 

ICBC, Agricultural Bank of China, 
Bank of Communications, China 
Construction Bank $1,850 

Funding for 4x VLCCs & 18x product 
tanker newbuilds delivered by Bohai 
Shipbuilding Oct-06 

Szczecin shipyard Agencja Rozwoju Przemyslu $81 

Loans from Polish industrial-
development agency done along with 
consortium of private banks Sep-06 

KGs managed by Hellespont 
Hammonia HSH Nordbank, Exim Bank of China $86 

Construction financing for 3 x 73,400 
dwt product tankers bound for KGs Sep-06 

China Shipping Container Lines 

ICBC Bank as lead arranger, 
Agricultural Bank, China Merchant 
Bank, Shenzhen Development $186 

10-yr yuan-denominated financing for 4 
x containership newbuildings Aug-06 

Black Sea Shipping 
Management 

European Bank for Reconstruction & 
Development $20 

Financing for 5 x 5,500 dwt dry bulk 
newbuildings Jun-06 

Shipping Corp of India State Bank of India $103 
10-year financing for 1 of 2 x 319,000 
dwt VLCC newbuildings Apr-06 

Eukor Car Carriers KDB $58 
Bilateral loan with 3-yr pre and 15-yr 
post delivery tranches Apr-06 

CMA CGM KEXIM, Calyon $676.0 

8x 8,200 TEU container vessels; 
combined export credit with French tax 
lease Jan-05 

OceanBlue Caterpillar $75 
Credit line to assist Kjell Inge Rokke in 
its venture into US flag shipping Mar-05 

Finance Companies, Hedge Funds and Other Non-bank Lenders 

32. In addition to the commercial banks discussed above, non-bank lenders such as hedge funds 

including Fortress Investments and industrial finance companies including Caterpillar Financial, GE 

Capital, GMAC, AIG and Merrill Lynch Capital are also actively lending against vessels, although they 

play a much smaller role than commercial banks in volume terms. 

33. These non-bank lenders typically charge a higher rate of interest than traditional lenders and they 

are therefore most active in financing deals that are not of interest to banks. Characteristics of these 

transactions include older vessels, financially inferior borrowers, smaller vessels and sometimes those 

registered in untraditional jurisdictions.  

34. Although pricing of LIBOR+400 basis points appears high relative to credit terms offered by 

commercial banks, finance and hedge fund companies are an important resource for borrowers with 

smaller deals who have few choices and for whom the increased financing cost does not necessarily have a 

meaningful economic impact on the project. These capital providers do not have any meaningful influence 

on the new construction of vessels.  
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SAMPLE INDICATIVE FINANCE COMPANY PROPOSAL 

Terms & Conditions 

Purpose of Loan:  1 handymax bulk carrier  

Acquisition Costs or 
Total Construction 
Costs  

$40,000,000  
  

Down Payment:  20% equivalent to US$8,000,000 Evidence of full down payment is required 
prior to any disbursements.  

Financed Amount:  The maximum Financed Amount shall not exceed the lesser of (i) 
US$32 000 000 (Thirty Two Million Dollars), (ii) 80% of the Fair Market Value 
as determined by Lender appointed surveyor, or (iii) 80% of total 
construction costs.  

Currency of Funding 
and Repayment:  

United States Dollars.  

Loan Advance:  Multiple advances per agreed upon milestones. 

Project Anticipated 
Completion Date:  

18 months from commencement of construction. 

Country of Flag:  Vessel(s) shall be documented and maintain registry under the laws of flag 
acceptable to Lender  

Location of Vessel 
Use:  

International 

Vessel Classification:  Classification society acceptable to Lender.  

 
Interest Rate  

Construction:  
Permanent:  

Variable One Month LIBOR Rate plus 4.50% per annum, adjusted monthly.  
OR  
Fixed Rate of H15 10-year swap rate plus 7.38% per annum, to be fixed 
approximately one week prior to funding.  
Variable One Month LIBOR Rate plus 4.00% per annum commencing after the 
conversion date adjusted monthly thereafter.  
OR  
Fixed Rate of H15 10-year swap rate plus 6.88% per annum, to be fixed 
approximately one week prior to funding.  

Repayment  
Construction 
Loan:  
Permanent 
Loan:  

Monthly Interest Only. First payment due on the 1
st 

day of the 2nd calendar month 
following funding.  
Monthly equal principal payments with accrued interest, payable in arrears from the 
conversion date based on an amortization period of 96 months. The maturity date is 
the last day of the principal payment term of 96 months beginning one month prior to 
the first principal payment date. All outstanding amounts (including any balloon) due 

at the maturity date. First payment due on the 1
st 

day of the 2nd calendar month 
following the conversion date.  

Fees:  Lender’s commitment to finance any amounts under the Loan is contingent upon 
receipt of a non-refundable commitment fee of 1.0% of the Financed Amount.  

Guarantor(s):  Special Purpose Entity formed to own vessel 

Prepayment 
Penalty  
Construction:  
Permanent:  

3% non-conversion fee.  
3%, 2%, 1% and 1% thereafter per year.  
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Special 
Conditions:  

 
• Pledge of additional collateral vessels from existing fleet as required by 

Lender.  
• Assignment of construction contracts  
• Assignment of term charter or any bareboat charter.  
• Escrow arrangement may be required by Lender for deposit of charter 

proceeds into a restricted account that establishes a waterfall to make loan 
payments and then disburse proceeds to Borrower  

Taxes and 
Expenses:  

Borrower shall pay all fees, taxes (including any applicable withholding taxes), 
language translation expenses, surveyor expenses, duties and expenses (including 
any outside legal expenses) incurred by Lender.  

Insurance 
Terms:  

 
 • Builder’s Risk (if Lender is providing construction financing)  
 • Hull and Machinery  
 • Protection and Indemnity  
 • Pollution  
 • War Risks (if not included in the above)  
 • Breach of Warranty / Mortgagee Interest Insurance (MII)  
 • All coverages in form, substance, and amounts acceptable to Lender  
 • Other insurance as Lender may require  

 

 
SECURITY INTEREST: During the vessel construction period, Lender shall be granted a first 

lien/mortgage on the Vessel(s). Any other documentation deemed necessary by Lender to secure its interest 

in the Vessel(s) under construction shall be required. During the permanent financing period, a first 

preferred ship mortgage in the Vessel(s) shall be required as security. Additional security may be required 

by the Lender as deemed necessary.  

High Yield Bonds 

35. High yield bonds or “notes” are generally defined as those bonds or notes issued by a non-

investment grade borrower as defined by the credit analysis conducted by agencies such as Standard & 

Poors, Moody’s Investor Services, Fitch and others. These financial instruments, which are used most 

actively in the United States and Norway but are also present in Asia, are an important source of ship 

financing. 

36. High yield bonds play an important role in the capital structure of many shipping companies 

because they offer companies the ability to access leverage that is higher than that available in the 

commercial bank market and do so without suffering the ownership dilution that comes with selling equity. 

As you can see from the pricing outlined in Figures 15, 16 and 17, pricing for high yield bonds falls in the 

broad range outlined above.   

37. During the period from 1997-1999, shipping companies issued approximately $3 billion of high 

yield bonds. Of the 25 bond offerings that were successfully completed during this period, 19 defaulted or 

were restructured. The largest of the defaulted transactions was Golden Ocean Group Limited, which used 

the proceeds of its high yield bond to finance the equity portion of its extensive VLCC newbuilding 

program. Major oil companies have also used the bond market as a source of financing. Examples of such 

transactions include Golden State Petroleum, Windsor Petroleum and California Petroleum.  A selection of 

high yield bond deals that we view as relevant to the international shipping industry are outlined in 

Figure 17.  
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38. There were several reasons that resulted in the relatively high percentage of deals that defaulted 

or required restructuring and principal reduction including:  

1. Overage Vessels – many of the transactions that were concluded featured older vessels which 

suffer the most in market downturns and sometimes need to be scrapped. 

2. Asian Financial Crisis – what began as the devaluation of the Thai Baht in 1997 quickly 

spread to a financial crisis throughout Asia which reduced demand for shipping services and 

caused charter rates and vessel values to collapse 

3. Vessels that did not have long term employment with financially stable counter parties – 

many of the vessels financed through the proceeds of bond offering were traded in the spot 

market or were on charter to financially weak counter parties that did not honour their charter 

obligations.  

4. Over-leveraged Balance Sheets – many of which were comprised of relatively expensive 

bonds rather than a mix of commercial bank debt and bonds.  

5. Lack of Sponsor Support – many of the high yield bonds concluded in the reference period 

were on a “project” basis whereby the issuers offered certain assets into the transaction but 

did not offer, nor were they required to provide, recourse to other assets and resources. 

39. There are several major differences between traditional commercial bank debt and high yield 

bonds including: 

Term 

40. High yield bonds tend to be longer in duration (years) than traditional bank debt. The average 

length of a high yield bond is approximately 10 years irrespective of vessel age, versus an average of 

7-10 years for traditional commercial bank loans. 

Amortization 

41. High yield bonds are generally non-amortizing, which means that issuers are responsible for 

paying “Interest Only” during the life of the bond. The repayment of principal comes at the maturity of the 

bond, called a “bullet”, at which time the entire principal balance must be repaid. The exception to this rule 

is high yield bond offerings that feature a “sinking fund” whereby issuers repay a portion of the principal 

during the life of the loan.  
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Figure 14. Shipping Bond Issuance Since 1993 
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Source: Marine Money International. 

Covenants 

42. High yield bonds typically have less stringent covenants than traditional bank loans. Covenants in 

high yield bond offerings are generally referred to as “incurrence covenants” which means the breach of 

covenants is the result of an action or actions taken by the issuer as opposed to “occurrence” covenants 

which can be triggered by events in the marketplace and which are featured in commercial bank loans as 

described above. 

Figure 15. Shipping/Offshore High Yield Bonds in Norway: 1Q-3Q06 

Issuer Curr. Amount Maturity Settlement 
Fixed / 
FRN Spread (Coupon) 

Shadow 
Rating 
(bond) Security 

DDI HOLDING AS (Sinvest) USD 280,000,000 6 19.01.06 FIXED Swap+450 (9.3%) na 1st pr. Pledge 

DEEP SEA SUPPLY NOK 200,000,000 5 23.01.06 FRN Nibor+300 na 
2nd pr. 
Pledge 

REVUS ENERGY ASA NOK 300,000,000 5 24.01.06 FRN Nibor+400 B Unsecured 

SEVAN MARINE ASA USD 50,000,000 5 31.01.06 FIXED Swap+500 (9.75%) B 

2nd pr. 
Pledge in 
shares 

EIDSIVA REDERI ASA NOK 100,000,000 5 03.02.06 FRN Nibor+375 na Unsecured 

ALTINEX OIL ASA NOK 300,000,000 5 09.02.06 FIXED Swap+580 (9.5%) B- 1st pr. Pledge 

PETROLIA DRILLING ASA NOK 500,000,000 5 15.02.06 FIXED Swap+700 (10.75%) CCC Unsecured 

ODFJELL ASA NOK 400,000,000 5 17.02.06 FRN Nibor+80 BB Unsecured 

AWILCO OFFSHORE USD 100,000,000 5 28.02.06 FIXED Swap+475 (9.75%) na Unsecured 

DNO ASA NOK 200,000,000 5 02.03.06 FRN Nibor+250 na Unsecured 

DDI HOLDING AS (Sinvest) USD 160,000,000 6 15.03.06 FRN 6m Libor+475 na 1st pr. Pledge 

DDI HOLDING AS (Sinvest) NOK 400,000,000 6 15.03.06 FIXED Swap+585 (10.0%) CCC 
2nd pr. 
Pledge 

SONGA OFFSHORE USD 75,000,000 5 24.03.06 FIXED Swap+460 (9.75%) CCC+ 
2nd pr. 
Pledge 

AKER YARDS ASA NOK 480,000,000 7 05.04.06 FRN Nibor+250 na Unsecured 
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AKER YARDS ASA NOK 120,000,000 7 05.04.06 FIXED Swap+250 (6.65%) na Unsecured 

OFFSHORE RIG SERVICES ASA USD 200,000,000 5 27.04.06 FIXED Swap+435 (9.75%) CCC+ 
2nd pr. 
Pledge 

DDI HOLDING AS (Sinvest) USD 140,000,000 6 26.04.06 FIXED Swap+375 (9.3%) na 1st pr. Pledge 

OCEAN RIG ASA USD 250,000,000 5 03.04.06 FRN Libor+400 B- Unsecured 

SOLSTAD NOK 300,000,000 5 19.05.06 FRN Nibor+85 na Unsecured 

PETROMENA AS NOK 2,000,000,000 6 24.05.06 FIXED Swap+540 (9.75%) na 
2nd pr. 
Pledge 

PETROJACK ASA USD 200,000,000 6 30.05.06 FRN Libor+490 (6m) na 1st pr. Pledge 

PETROJACK ASA NOK 500,000,000 6 30.05.06 FRN Nibor+625 na 
2nd pr. 
Pledge 

DOF ASA NOK 300,000,000 5 13.06.06 FRN Nibor+105 BB- Unsecured 

I.M. SKAUGEN USD 100,000,000 3 19.06.06 FRN Libor+180 BB- Unsecured 

PA RESOURCES AB USD 100,000,000 5 20.06.06 FIXED Swap+435 (10.0%) na 

2nd pr. 
Pledge in 
shares 

GEOPARD AS (ALTINEX) NOK 660,000,000 6 22.06.06 FIXED Swap+740 (12.0%) na Unsecured 

BELSHIPS ASA NOK 100,000,000 5 04.07.06 FRN Nibor+350 B Unsecured 

INTEROIL E&P USD 20,000,000 5 11.07.06 FIXED Swap+450 (9.0%) na Unsecured 

SEABIRD EXPLORATION LTD. NOK 150,000,000 3 14.07.06 FRN Nibor+425 na Unsecured 

DNA ASA (tap) NOK 100,000,000 4.5 18.08.06 FRN Nibor+250 na Unsecured 

VOLSTAD MARITIME AS NOK 150,000,000 6 01.09.06 FRN Nibor+900 B- 
2nd pr. 
Pledge 

NEPTUNE MARINE INVEST AS USD 150,000,000 3 05.09.06 FRN Libor+550 na 1st pr. Pledge 

APL ASA NOK 500,000,000 5 20.09.06 FRN Nibor+275 na Unsecured 

MPF Corp Ltd USD 100,000,000 5 20.09.06 FRN Libor+675 na 
2nd pr. 
Pledge 

DEEPOCEAN NOK 300,000,000 3 25.09.06 FRN Nibor+165 BB- Unsecured 

OCEANTEAM P&U NOK 420,000,000 4 27.09.06 FRN Nibor+650 CCC+ 1st pr. Pledge 

THULE DRILLING USD 130,000,000 3 28.09.06 FIXED 12.0% na   

COLOR GROUP ASA (tap) NOK 125,000,000 7 29.09.06 FRN Nibor+130 BB+/BBB- Unsecured 

EITZEN CHEMICALS NOK 490,000,000 5 04.10.06 FRN Nibor+350 B Unsecured 

EITZEN CHEMICALS USD 25,000,000 5 04.10.06 FRN Libor+350 B Unsecured 

DAVIE YARD NOK 90,000,000 1.5 15.10.06 FIXED Nibor+800 (12.0%) na 1st pr. Pledge 

 
Figure 16. Jefferies High Yield Shipping Bond Prices 

SHIPPING Ask YTW STW Maturity Ratings Call Dt Call Px  Out  

Altus Group Ltd (ALTGRP)                 

  11% Secured Notes due '13 103.000  10.01% 547  04/01/13 – / – 04/01/10 105.500  40  

Britannia Bulk PLC (BBPLC)                 

11% Senior Secured Notes due '11 102.500  10.14% 557  12/01/11 B3 / B- 12/01/09 106.375  185  

Great Lakes Dredge & Dock (GLDD)                 

7.75% Sr Sub Notes due '13 99.500  7.85% 328  12/15/13 Caa1 / CCC+ 12/15/08 103.875  175  

Horizon Lines Llc (HRZ)                 

9% Senior Notes due '12 108.750  5.68% 90  11/01/12 B3 / CCC+ 11/01/08 104.500  197  

11% Sr Discount Nts due '13 100.000  6.17% 127  04/01/13 Caa1 / CCC+ 04/01/08 105.500  104  

International Shipholding (ISH)                 

7.75% Senior Notes due '07 101.000  5.28% 32  10/15/07 Caa1 / B- NC NC 40 

Navios Maritime (NAVIOS)                 

9.5% Senior Notes due 2014 106.000  8.14% 359  12/15/14 B3 / B 12/15/10 104.750  300 
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Sea Containers (SCRA)                 

10.75% Senior Notes due '06 95.000      10/15/06 WR / NR     115  

7.875% Senior Notes due '08 93.000      02/15/08 WR / NR 06/11/07 100.000  150  

10.5% Senior Notes due '12 94.000      05/15/12 WR / – 05/15/08 105.250  101  

Stena AB (STENA)                 

7.5% Senior Notes due '13 102.500  6.84% 229  11/01/13 Ba3 / BB- 11/01/08 103.750  175  

7% Senior Notes due '16 100.500  6.89% 234  12/01/16 Ba3 / BB- 12/01/09 103.500  250  

Trailer Bridge (TRBR)                 

9.25% Secured due '11 104.000  7.92% 335  11/15/11 B3 / B- 11/15/08 104.625  85  

SUPPLY VESSELS Ask YTW STW Maturity Ratings Call Dt Call Px  Out  

Gulfmark Offshore (GMRK)                 

7.75% Senior Notes due '14 103.000  7.04% 250  07/15/14 B1 / B 07/15/09 103.875  159  

Hornbeck Offshore Services (HOS)                 

6.125% Senior Notes due '14 96.750  6.68% 209  12/01/14 Ba3 / BB- 12/01/09 103.063  225  

Seabulk International (SBLK)                 

9.5% Senior Notes due '13 109.000  5.66% 83  08/15/13 Ba1 / BBB- 08/15/08 104.750  150  

7.2% Seacor Senior Notes due '09 102.750  5.92% 128  09/15/09 Ba1 / BBB- any time   150  

5 7/8% Seacor Senior Notes due '12 99.000  6.09% 154  10/01/12 Ba1 / BBB- any time   200  

Secunda International (SECUND)                 

L+800 Secured Notes due '12 104.250      09/01/12 B2 / B- 06/11/07 104.000  125  

TANKERS Ask YTW STW Maturity Ratings Call Dt Call Px  Out  

Berlian Laju Tanker                 

7.5% Senior Notes due '14 100.875  7.32% 276  05/15/14 – / BB- 05/15/12 103.750  400  

Golden State Petro (GOLDEN)                 

8.04% 1St Mortgage due '19 106.787  7.17% 253  02/01/19 Baa2 / BB+ any time MW + 37.5 127  

OMI Corp. (OMM)                 

7.625% Senior Notes due '13 103.500  6.72% 217  12/01/13 B1 / BB 12/01/08 103.813  200  

Overseas Shipholding Group (OSG)                 

8.25% Senior Notes due '13 105.250  6.56% 164  03/15/13 Ba1 / BB+ 03/15/08 104.125  200  

8.75% Debentures due '13 111.500  6.56% 199  12/01/13 Ba1 / BB+ any time MW 85  

7.5% Senior Notes due '24 103.500  7.14% 245  02/15/24 Ba1 / BB+ NC NC 150  

Ship Finance International Ltd. (SHIPFI)               

8.5% Senior Notes due '13 104.000  7.45% 291  12/15/13 B1 / B+ 12/15/08 104.250  426  

Titan Petrochemicals (TITAN)                 

8.5% Senior Secured Notes due '12 97.750  9.08% 454  03/18/12 B2 / B any time MW + 100 400  

Teekay (TK)                 

8.875% Senior Notes due '11 108.000  6.64% 209  07/15/11 Ba3 / BB- any time MW + 50 263  

Ultrapetrol Limited (ULTR)                 

9% 1St Mortgage due '14 102.000  8.54% 399  11/24/14 B2 / B 11/24/09 104.500  180  

US Shipping Partners (USS)                 

13% Secured due '14 0.000  10.63% 606  08/15/14 Caa1 / B- 02/15/11 106.500  100  

Neither the information nor any prices provided herein should be construed to be or constitute an offer to sell or a solicitation of an 
offer to buy any securities represented herein. 

Pricing information contained herein is based on data obtained from others. 

Source: Jefferies & Company. 
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Figure 17. Selected Shipping Bond Issues 

Company 
Bank(s) / 
Advisor(s) 

Amount  
(US$M) 

Interest 
Rate Maturity Purpose / Remarks Date 

American Commercial Paine-Webber $13      Bond-Title XI Apr-92 

American Commercial Lines Paine-Webber $3      Bond-Title XI Dec-92 

Matson Navigation JP Morgan $55   25 years Title XI bond Jul-03 

Pertamina 
Citigroup, PT 
Bahana $90 

12%-
12.625% N/A Newbuilding Finance Sep-03 

North Western Shipping & Volga Shipping 

International 
Finance Corp. 
(IFC) $100mm Not known 

10-12 year 
term 

Fleet renewal 
program 2004 

Yang Ming Unknown $231    2014 Newbuilding financing 2004 

Tote (Saltchuck) JP Morgan $60  LIBOR + 4 12-year MARAD Title XI 2004 

Matson JP Morgan $55 5.270% 25-year Title XI 2004 

Titan Petrochemicals Morgan Stanley $400 8.50% 2012 
Grow & renew tanker 
fleet Mar-05 

COSCO   $274 Fixed 
2015 & 
2025 

Fund bulk & tanker 
newbuildings Oct-05 

Aker Yards 
Pareto Securities, 
DnB NOR Markets $91 

NIBOR + 
2.50% 2013 

Acquisition funding, 
refinancing Mar-06 

US Shipping 

Lehman Brothers, 
CIBC World 
Markets $100 13.00% 2014 

Funding for 
construction project Aug-06 

Hellenic Seaways 
Natexis Banques 
Populaires $38   2016 

Convertible issue to 
fund fast ferry 
construction Sep-06 

Nakilat, Inc. Lehman Brothers $850 30-y T + 145 2033 Secured bond issue Nov-06 

Nakilat, Inc. Lehman Brothers $300 30-y T + 165 2033 
Subordinated debt 
issue Nov-06 

Vinashin Habubank $19 9.60% 2008 
Funding for export 
shipbuilding projects Nov-06 

Odfjell Asia II Pte DBS Bank $33 4.15% 2011 Guaranteed by Odfjell Dec-06 

Odfjell Asia II Pte DBS Bank $72 
Floating at + 
0.88 2011 

Priced over 6-mo 
SGD swap offer rate  Dec-06 

Sevan Marine Pareto Securities $140 9.25% 2011 
FPSO construction 
financing Dec-06 

Exmar   $65 3.00% 2011 
Fully subscribed by 
SOFINA SA Jan-07 

Prisco Nordea $73 
3-mo 
L/N+3.6% 2011 

General corporate 
purposes, to include 
funding for 
newbuilding program Feb-07 

Sea Production Pareto, Nordea $130 
3-mo L + 
4.25% 2012 

Senior secured for 
new Fredriksen FPSO 
venture Feb-07 

 
Source: Marine Money International.      
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II. Public & Private Equity 

Public Equity 

43. The fourth quarter of 2003 marked the start of a robust period of global equity offerings by 

shipping companies as illustrated in Figure 18. There were two main drivers for this increased equity 

issuance. First, the strong shipping market was able to produce high current income during a period of low 

interest rates. By structuring transactions to provide dividend yield, shipping companies and their private 

equity sponsors were able to achieve valuations based on cash flow multiples in the public market which 

were in excess of the value of their vessels thereby creating a valuation arbitrage opportunity.  

44. In addition to providing income, shipping companies were viewed by investors as having the 

potential for capital appreciation. In particular, some investors viewed shipping as a proxy for the robust 

growth of industrial production in China. Through shipping, some investors attempted to gain exposure to 

the Chinese economy while having hard assets and avoiding regulatory landscape. Figure 18 demonstrates 

the magnitude of growth in shipping investment by public investors. Meanwhile Figure 19 gives an 

indication of just how much shipping IPO money gets invested into newbuildings and  

Figure 18. Shipping Equity & Equity-Linked Offerings (2000 – Present) 
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Figure 19. Shipping IPOs & Investment in Newbuildings 

Company Newbuilding Investment 

2005 IPOs 

Diana Shipping No 

Courage Marine No 

Seaspan Yes 

Genco No 

STX Pan Ocean Yes 

Trico Marine No 

Eagle Bulk Shipping No 

StealthGas No 

TBS International No 

Double Hull Tankers No 

Quintana Maritime No 

American Commercial Lines No 

DryShips No 

Aries Maritime No 

Horizon Lines No 

Cosco Yes 

Teekay LNG Yes 

2006 IPOs 

Teekay Offshore Partners Yes* 

Aegean Marine Petroleum Yes 

Chemoil No 

China Merchants Energy Shipping No 

Marenave No 

Berlian Laju Tankers No 

Danaos Corporation Yes 

Ocean Tankers No 

Ultrapetrol No 

Eitzen Chemical Yes 

Lloyds Fonds fund No 

Gulf Navigation Yes 

Pacific Shipping Trust No 

Omega Navigation Yes* 

Goldenport No 

*Purchase options only  

  

Private Equity 

45. Due to a combination of the inefficiency of the process of raising this capital, the historically 

single digit financial returns generated by shipping and the scrutiny on valuation and corporate structure, 

institutional private equity has so far not been a meaningful source of capital for the shipping industry. 
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46. New York investment bank Dahlman Rose & Company estimates that approximately 2% of the 

approximately $1 trillion currently under management by private equity funds has been deployed into the 

transportation industry, with a small amount devoted to shipping. The transactions that have been 

completed involve one or more of the following categories:  

 Management Buy-Out (MBO) – a form of acquisition where the company’s existing 

managers bring in a financial partner/private equity fund to help them buy or acquire a large 

part of the company from its owners. 

 Backing a Proven Management Team & Timing the Market – this structure typically involves 

an outside provider of equity making a commitment to finance transactions generated by a 

management team.  

 Leveraged Buy-Out (LBO) – an outside investor essentially uses the assets of the target 

company as collateral for loans used to buy the company. 

 Public/Private Arbitrage – private equity funds provide the capital necessary to create a 

shipping company of sufficient scale which that it can later be taken public. 

47. In looking at the Selected Private Equity Deals in Shipping table shown in Figure 20, we are able 

to draw some basic conclusions about the nature of these transactions outlined below. First off, it is clear 

that private equity is not typically used for newbuilding projects for the same reason that public equity is 

not used often for newbuilding projects – the length of time between vessel order and vessel delivery puts a 

strain on cashflow and reduces the ability to use leverage to achieve desired financial returns. There are a 

few exceptions to this such as the investment that Maas Capital made in Diana Shipping and the 

investment that FS Private Capital made in Pacific Basin in 1999. Both deals, however, were based on the 

idea of market timing and both companies have since been taken public in New York and Hong Kong, 

respectively. A more recent example of a cargo company being sold to a private equity fund is the sale of 

heavylift specialist Dockwise by Heerema and Wilhelmsen to UK based private equity fund 3i for 

approximately $800 million.  

Figure 20. Selected Private Equity Deals in Shipping 

Target 
Company Target's Activity Profile Type Investor Seller  

Closing 
Date 

Enterprise 

Value 

Atlantic Marine US Shipyard Regional - US Buy-out J.F. Lehman William Gibbs 2005 $190,000,000 

Cavan 
Maritime Dry Cargo Shipping International IPO ramp up 

Wexford 
Capital None 2005 

Circa 
$150,000,000 

Moby Car/passenger ferries Regional - Italy Minority Clessidra Vincent Onorato  2006 N/A 

Commodore 
Group  

Ferry UK-Channel Islands 
(Condor) Regional - UK Buy-out ABN Amro Norman family 2002 N/A 

Dart Line 1 terminal, 4x Ro-ros Regional - UK Buy-out 
Montauban 
(Coblefret) Bidvest 2006 $111,000,000 

Diana 
Shipping Dry Cargo Shipping International IPO ramp up Maas Capital Simeon Palios 1999 $20,000,000 

Dockwise Heavy Transport Shipping International Buy-out 
3i Private 
Equity 

Heerema (76%) 
/Wilhelmsen (24%) 2006 $800,000,000 

DP USA 
Assets Seaports Regional - US Buy-out 

AIG Private 
Equity Dubai Ports  2006 $700,000,000 

Eagle Bulk 
Shipping Dry Cargo Shipping International IPO ramp up Kelso & Co. None 2005 $130,000,000 

Genco 
Shipping Dry Cargo Shipping International IPO ramp up Oaktree Capital None 2005 $403,000,000 

Grand Naval 
Veloci Italian Sea Transport Regional - Italy Minority Permira Grimali 2004 $520,000,000 



32 

 

Grand Naval 
Veloci Italian Sea Transport Regional - Italy Buy-out 

Investitori 
Associati, De 
Agostini, 
Charme 
Investment 

Permira(80%) Grimaldi 
(20%) 2006 $900,000,000 

Great Lakes 
Dredge & 
Dock Dredging Regional - US Buy-out 

Madison 
Dearborn Sam Zell 2003 $382,000,000 

Hawaiian Fast 
Ferry 

Ferry Service- Hawaiian 
Islands Regional - US Restructuring JF Lehman US Government 2005 $235,000,000 

Heidmar 
Tanker 
pools/Lightering/terminals 

Regional - 
US/International Buy-out 

Morgan 
Stanley 

Per 
Heidenreich/Economou 2006 $200,000,000 

Horizon Lines Container Shipping (U.S.) Regional - US IPO ramp up Castle Harlan Carlyle Group 2004 $403,000,000 

Inchcape Ship agency International Buy-out Istithmar Electra 2006 $285,000,000 

Inchcape Ship agency International Buy-out 
Electra 
Investments Management 1999 $60,000,000 

Isle of Man 
Steam Packet Ferry Service Regional - UK Buy-out 

Montagu 
Private Equity Sea Containers 2003 $251,000,000 

Isle of Man 
Steam Packet Ferry Service Regional - UK Sponsor sale Macquarie Montague Private Equity 2006 $397,000,000 

K-Sea 
Transpotation Tug & Barge Regional - US MBO 

FS Private 
Equity Eklof Family 1999 $216,000,000 

Lower Lakes  
Dry Cargo Shipping/Brown 
Water Regional - US SPAC buyer 

Rand 
Acquisition Lower Lakes Towing 2005 $53,000,000 

MTMM Chemical Tankers International Buy-out Varde Partners McShane Family 2007 $425,000,000 

Northland 
Services Tug & Barge 

Regional - 
US/Canada MBO 

Endeavor 
Capital  Sterling Partners 2004 $100,000,000 

Oceania 
Cruise Cruise International IPO ramp up Apollo Group 

French banks/Frank Del 
Rio/US Investors 2007 $850,000,000 

OOCL Terminals Regional - US Buy-out 

Ontario 
Teachers 
Pension OOCL 2006 $2,350,000,000 

Quintana 
Maritime Dry Cargo Shipping International IPO ramp up First Reserve None 2005 $150,000,000 

Red Funnel Car/passenger ferries Regional - UK Buy-out 
JP Morgan 
Capital Associated British Ports 2005 $127,800,000 

Scanlines Danish Ferries 
Regional - 
Scandanavia Buy-out Macquarie / 3i 

German/Danish 
Government 2006 $2,000,000,000 

Seaspan Container Shipping   International Start-up 
Washington 
Group None 2005 $747,000,000 

Serimer Dasa Pipeline welding International Buy-out 
Lime Rock 
Partners Stolt Nielsen 2004 $40,000,000 

Simon Group 
Sea Terminal, Port Sutton 
Bridge Regional - UK Buy-out 

Montauban 
(Coblefret) Utilico/public investors 2006 $96,000,000 

SNCM Ferry 
Ferry Service- 
Mediterranean 

Regional - 
France Restructuring 

Butler 
Capital/Veolia France 2006 $212,000,000 

US Shipping Refined Petroleum Products Regional - US MBO 
Sterling 
Partners Amerada Hess  2002 $250,000,000 

V Ships Ship management International Minority Close Brothers Vlasov Group 2003 $68,000,000 

Wallem Group Ship management International   Steckmest/Hill Calendonia Investments 2006 $62,400,000 

WightLink 
Shipping 

Ferry Service- UK to Isle of 
Wight Regional - UK Buy-out Macquarie CinVen (Management) 2005 $450,000,000 

WightLink 
Shipping 

Ferry Service - UK to Island 
of Wight Regional - UK Buy-out CinVen (MBO) Sea Containers 1994 N/A 
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Private to Public Arbitrage 

48. One of the themes that runs through the data that appears in the table is that private equity 

investors do not appear to have the appetite to invest in bulk shipping assets, unless such investment is 

made as part of strategy to sell assets in the capital markets and thereby profit from a valuation arbitrage as 

described in the paragraph above.  

Regional Markets 

49. Another clear trend in private equity for marine related assets is focused on markets with a high 

barrier to entry. This barrier is created through local laws that restrict a particular domestic trade, so called 

“cabotage”, such as the Jones Act in America. Investors have demonstrated a belief that local laws, such as 

the requirement to build ships domestically, offer a barrier to entry and a high asset replacement cost that 

insulate the market from the oversupply of tonnage in the absence of fluctuation of vessel supply. 

Infrastructure – Franchises 

50. In recent years we have seen private equity funds develop an appetite for infrastructure and 

logistics related investments, which are widely considered to provide a long term and stable return, most 

notably led by the Macquarie Infrastructure Fund. This interest in infrastructure has manifested itself in the 

marine industry primarily through the sale of ferry businesses and ports and terminal operations. The most 

high profile example of this in the ports and terminals business is the sale of the former P&O Ports 

facilities in the United States by Dubai Ports World to the private equity arm of AIG International. In 

addition, the Ontario Teacher Pension Plan agreed to buy the U.S. port holdings of Hong Kong based 

Orient Overseas Container Lines for $2.35 billion. 

51. Another area of activity for private equity is the marine services sector, which saw the sale 

leading ship managers V.Ships and Wallem, ship agency Inchcape and tanker pool operator Heidmar, 

which was sold to Morgan Stanley for approximately $225 million. 

52. A list of selected equity deals, both public and private, with implications for shipbuilding is 

provided in Figure 21. 

Figure 21. Selected Shipping Equity Transactions 

Issuer Underwriters / Advisors 
Amount          
(US$ M) Structure / Pricing / Comments Date 

Hellenic Shipyard     Planned IPO in Athens     Dec-00 

OMI None $28 Private placement to KG Jebsen for 2 x 
suezmax NBs 

    Jan-01 

United States Marine Repair 
Lehman, CSFB, Bear 
Sterns, Credit Lyonnais $140 

IPO in New York - pulled due to 
acquisition by UDI     May-02 

Daewoo JP Morgan $225 15% stake in Daewoo Shipbuilding sold     Jun-03 

OceanBlue DnB NOR, Jefferies $288 

Kjell Inge Rokke’s Philadelphia Kvaerner 
shipyard attempt to enter US flag liner 
market through private equity deal Feb-05 

American Shipbuilding Corp DnB NOR, Jefferies $75 

Company formed to offer ownership 
shares in Kvaerner Philadelphia Shipyard 
as way to fund investment in yard Mar-05 

American Shipbuilding Corp DnB NOR, Enskilda Undetermined 
Mandated to raise equity to help fund first 
ships in OSG's 10-ship, $1 billion order Apr-05 
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Aker American Shipping 
DnB NOR Markets, Enskilda 
Securities $125 

Oslo private placement at NOK 18-22 to 
raise funds to acquire the Kvaerner 
Philadelphia Shipyard and 10 Jones Act 
product tankers being built for OSG deal Jun-05 

PetroMENA (Berge Larsen) 
ABG Sundal Collier, 
Fearnley Fonds $81 

Private placement in Oslo to help fund rig 
order; 3x oversubscribed in just 6 hours Sep-05 

Maritrans 
UBS as bookrunner, Cantor, 
Merrill, Morgan Keegan Circa $110 

NYSE secondary offering pursuant to 
September shelf registration to fund debt 
repayment, new constructions and 
reconstructions and for general corporate 
purposes Dec-05 

SeaDrill Ltd. Carnegie, Pareto $747 

Private placement of 75,000,000 new 
shares at NOK66/share to fund acquisition 
of Smedvig & finance contracted rig Jan-06 

Sevan Pareto Securities ASA $230 Financing for construction of drilling unit Feb-06 

Odfjell Drilling DnB NOR $140 

Private placement to fund acquisition of 
6th generation semi-submersible drilling 
rig; 10x oversubscribed Feb-06 

Yantai Raffles Fearnley Fonds $150 
Planned Oslo and possible Singapore 
listing by Chinese shipbuilder Apr-06 

USS Product Investors 
Blackstone Group, Lehman 
Brothers $105 

Conditional private equity financing for US 
Shipping / NASSCO JV to fund 
construction 9 x Jones Act product carriers Jul-06 

Gulf Navigation 

SHUAA Capital, National 
Bank of Abu Dhabi, 
Emirates Bank $248 

Dubai IPO of 55% stake in tanker owner; 
proceeds to fund fleet expansion Aug-06 

Eitzen Chemical Carnegie, Pareto $20 

Offering of 4,700,000 new shares 
concurrent with listing of issued shares on 
Oslo Borse Oct-06 

Danaos Corporation Merrill Lynch, Citigroup $215 
IPO on NYSE of 10,250,000 shares at $21 
each, midpoint of range Oct-06 

Eitzen Chemical Carnegie, Pareto $302 

Equity placement to raise funds for Songa 
acquisition; to be spun off from Camillo 
Eitzen into separate Oslo-listed company 
with chemical tanker focus Oct-06 

China Merchants Energy Shipping 
China International Capital 
Corp. $566 

Shanghai IPO of 1.2 billion 'A' shares for 
expansion of tanker fleet and LNG vessels Nov-06 

Exmar 

KBC Securities as 
bookrunner, Fortis as selling 
agent $96 

Private placement of 3,200,000 new 
shares to professional & institutional 
investors at E23.5 per share Nov-06 

Star Cruises CIMB-GK Securities $228 
Hong Kong rights issue by Malaysian 
cruise operator to fund 3 newbuildings Dec-06 

Sealift 
Pareto, Carnegie, Fearnley 
Fonds $180 

Oslo private placement in advance of 
listing of Fredriksen heavy-lift entity Jan-07 

Special Purpose Acquisition Companies (SPAC) 

53. As a result of the robust shipping markets, there have been a number of untraditional products 

offered by the U.S. capital markets to the shipping industry. In the fourth quarter of 2004, Angeliki 

Frangou concluded the first “blank check company”, also called a Special Purpose Acquisition Company 

(SPAC) for a shipping company. Since that time four more shipping SPACs have been completed and thus 

far of the $1 billion of capital that has been formed not a single dollar has been used to fund newbuilding 

vessels.  
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Figure 22. Maritime & Logistics Blank Check Equity Issues 

Issuer Underwriters / Advisors 
Amount 
(US$ M) Structure / Pricing / Comments Date 

International Shipping Enterprises Sunrise Securities $196 
Funds raised through sale of 17m 
units at $6 each Dec-04 

Star Maritime Acquisition Corp 

Maxim Group, 
EarlyBirdCapital as 
underwriters, Hellenic 
Millenium $200 Blank check IPO Dec-05 

Global Logistics Acquisition Corp BB&T Capital Markets $88 

Blank check company formed to 
target cross section of transport & 
logistics companies Mar-06 

Energy Infrastructure Acquisition Corp. 
Maxim Group LLC, Ferris, 
Banker Watts $203 Blank check IPO in New York Jul-06 

          

Shipping SPACs 

     

Acquiring or Reverse Merging Entity Advisors 
Amount 
(US$ M) Target or Nature of Combination Date 

FreeSeas Inc. (formerly Adventure 
Holdings) Poseidon Capital Up to $62 

Public listing through merger with 
SPAC Trinity Holdings May-05 

International Shipping Enterprises 

Lazard for seller, HSH 
Gudme Corp Finance for 
buyer $608  Navios Corp. Aug-05 

Euroseas (Pittas) 
Poseidon Capital, Roth 
Capital $21 

Private placement by new 
company formed by reverse 
merger of Eurobulk into Cove 
Apparel Sep-05 

Rand Acquisition Corp 
NatCity Investments, 
Macquarie $54  Lower Lakes Dredging Feb-06 

Star Maritime Maxim, Cantor Fitzgerald $345 8 x drybulk carriers from TMT Jan-07 

III. Ship Leasing 

54. Of all the progressive capital structures that we have been used over the previous three years, the 

vessel leasing market has the most direct impact to the ordering and financing of newbuilding vessels. This 

is particularly evident in the German KG market which has driven substantial orders of container vessels 

and is increasing active in other asset classes.  

55. It is interesting to note that volumes have been declining in the German KG market, as they have 

in the UK Tax Lease market, which is the other main tax driven leasing market.  
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Figure 23. Non Tax Leasing  Figure 24. Tax Leasing 
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56. The main drivers for the increase in non-tax driven leasing outlined above include the 

introduction of new, competitively priced and structured non-tax driven leasing markets, including publicly 

listed vessel leasing companies in Singapore and America and the introduction of bareboat leasing schemes 

whereby charterers have more control over operating expenses and which generally feature lower 

execution costs. Examples of such new providers include First Ship Lease, Ship Finance International and 

Pacific Shipping Trust, each of whose portfolio appears below. 

Figure 25. First Ship Lease Trust Portfolio 

Vessel  Capacity  Year Built  Vessel Flag  Builder  

Product Tankers         

Cumbrian Fisher  12,921 DWT  2004 Bahamas  Samho, South Korea  

Clyde Fisher  12,984 DWT  2005 Bahamas  Samho, South Korea  

Shannon Fisher  5,421 DWT  2006 Bahamas  Damen Galati, Romania  

Solway Fisher  5,421 DWT  2006 Bahamas  Damen Galati, Romania  

Chemical Tankers         

Pertiwi  19,970 DWT  2006 Singapore  Usuki Shipyard, Japan  

Pujawati  19,900 DWT  2006 Singapore  Usuki Shipyard, Japan  

Prita Dewi  19,998 DWT  2006 Singapore  Shin Kurushima, Japan  

Containerships         

YM Subic  1,221 TEU  2003 Marshall Islands  Peene Werft, Germany  

Cape Falcon  1,221 TEU  2003 Marshall Islands  Peene Werft, Germany  

Ever Renown  4,229 TEU  1994 Panama  Mitsubishi Heavy Industries, Japan  

Ever Repute  4,229 TEU  1995 Panama  Mitsubishi Heavy Industries, Japan  

Dry Bulk Carriers         

Fomalhaut  46,685 DWT  1999 Singapore  Sanoyas Hishino Meisho, Japan  

Eltanin  46,693 DWT  1999 Singapore  Sanoyas Hishino Meisho, Japan  
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Figure 25a. Pacific Shipping Trust Current Portfolio 

Vessel Year Built Flag State 

3,081 TEU (Panamax) 

Kota Kado 2005 Singapore 

Kota Kaya 2005 Singapore 

1,454 TEU (Handysize) 

Kota Anggerik 1999 Singapore 

Kota Anggun 1999 Singapore 

Kota Arif 1999 Singapore 

Kota Azam 1999 Singapore 

943 TEU (Handysize) 

Kota Rajin 2005 Singapore 

Kota Ranchak 2005 Singapore 

   

 
Figure 26. Pacific Shipping Trust Vessels Under Right of First Refusal (from PIL) 

Hull Number (during 
construction) TEU 

Expected year of 
delivery Dockyard 

1. Hull No. 5322 3060 May-06 
Shin Kurushima Dockyard Co., Ltd., 
Japan 

2. Hull No. 5323 3060 Jul-06 
Shin Kurushima Dockyard Co., Ltd., 
Japan 

3. Hull No. 5298 900 Delivered 
Shin Kurushima Dockyard Co., Ltd., 
Japan 

4. Hull No. C4250-22 4250 2008 
Dalian New Shipbuilding Heavy 
Industry Co., Ltd, China 

5. Hull No. C4250-23 4250 2008 
Dalian New Shipbuilding Heavy 
Industry Co., Ltd, China 

6. Hull No. C4250-24 4250 2008 
Dalian New Shipbuilding Heavy 
Industry Co., Ltd, China 

7. Hull No. C4250-25 4250 2009 
Dalian New Shipbuilding Heavy 
Industry Co., Ltd, China 

8. Hull No. CS1800-1 1800 2008 Dalian Shipyard Co., Ltd, China 

9. Hull No. CS1800-2 1800 2008 Dalian Shipyard Co., Ltd, China 

10. Hull No. CS1800-3 1800 2009 Dalian Shipyard Co., Ltd, China 

11. Hull No. CS1800-4 1800 2009 Dalian Shipyard Co., Ltd, China 

12. Hull No. CS1800-5 1800 2008 
Dalian Shipping Industry Co., Ltd, 
China 

13. Hull No. CS1800-6 1800 2009 
Dalian Shipping Industry Co., Ltd, 
China 
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Figure 27. Ship Finance International Fleet 

Type Vessel Flag Built S.Dwt Yard 

Dry Bulk Golden Shadow Hong Kong 1997 73 732 Sumitomo 

Dry Bulk Hull NO 1003   2008-Q4 170 00 Daehan 

Dry Bulk Hull NO 1004   2009-Q1 170 00 Daehan 

Jack Up West Ceres Panama 2006 300 ft KFELS 

Jack Up West Prospero   2007-Q3 300 ft KFELS 

Suezmax Front Maple MI 1991 149 999 Daewoo 

Suezmax Front Birch MI 1991 149 999 Daewoo 

Suezmax Front Pride NIS 1993 149 686 Mitsui 

Suezmax Front Glory NIS 1995 149 834 Mitsui 

Suezmax Front Splendour NIS 1995 149 745 Mitsui 

Suezmax Front Ardenne NIS 1997 153 152 Hyundai 

Suezmax Mindanao SING 1998 159 211 Daewoo 

Suezmax Front Brabant NIS 1998 153 152 Hyundai 

Suezmax Hull NO 1020 - 2009-Q1 156 000 Rongsheng 

Suezmax Hull NO 1027 - 2009-Q3 156 000 Rongsheng 

OBO Front Guider SING 1991 169 142 Daewoo 

OBO Front Climber SING 1991 169 178 Hyundai 

OBO Front Breaker MI 1991 169 177 Daewoo 

OBO Front Driver MI 1991 169 177 Hyundai 

OBO Front Leader SING 1991 169 381 Daewoo 

OBO Front Striver SING 1992 169 204 Daewoo 

OBO Front Rider SING 1992 169 718 Hyundai 

OBO Front Viewer SING 1992 169 381 Daewoo 

VLCC Front Vanadis SING 1990 285 873 Daewoo 

VLCC Front Sabang SING 1990 285 715 Daewoo 

VLCC Front Lady SING 1991 284 497 Hyundai 

VLCC Front Lord SING 1991 284 497 Hyundai 

VLCC Front Highness SING 1991 284 317 Hyundai 

VLCC Front Duke SING 1992 284 480 Hyundai 

VLCC Front Duchess SING 1993 284 480 Hyundai 

VLCC Edinburgh LIB 1993 302 493 Daewoo 

VLCC Front Ace LIB 1993 275 546 Hitachi 

VLCC Front Vanguard MI 1998 300 058 Hitachi 

VLCC Front Champion BS 1998 311 286 Hyundai 

VLCC Front Century MI 1998 311 189 Hyundai 

VLCC Front Vista MI 1998 300 149 Hitachi 

VLCC MT Golden Victory MI 1999 300 155 Hitachi 

VLCC Opalia tbn Front Opalia IoM 1999 302 193 KHI 

VLCC Front Comanche FRA 1999 300 133 Hitachi 

VLCC Ocana tbn Front 
Commerce 

IoM 1999 300 144 Hitachi 

VLCC Front Circassia MI 1999 306 009 MHI 

VLCC Front Scilla MI 2000 302 561 KHI 

VLCC Ariake BS 2001 298 530 Hitachi 
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VLCC Front Falcon BS 2002 308 875 Samsung 

VLCC Otina tbn Front Hakata IoM 2002 298 465 Hitachi 

VLCC Front Stratus LIB 2002 299 152 Hitatchi 

VLCC Front Page LIB 2002 299 164 Hitatchi 

VLCC Front Serenade LIB 2002 299 152 Hitatchi 

VLCC Front Energy Cyprus
1
 2004 305 318 Hyundai 

VLCC Front Force Cyprus 2004 305 422 Hyundai 

Container Sea Alfa Cyprus 2005 1700 Teu Wenchong 

Container Sea Beta Cyprus 2005 1700 Teu Wenchong 

Container Horizon Hunter U.S. 2006 2824 Teu Hyundai 

Container Horizon Tiger U.S. 2006 2824 Teu Hyundai 

Container Horizon Hawk U.S. 2007-1Q 2824 Teu Hyundai 

Container Horizon Falcon U.S. 2007-2Q 2824 Teu Hyundai 

Container Horizon Eagle U.S. 2007-2Q 2824 Teu Hyundai 

 

57. One of the main reasons why we have seen an influx of new leasing providers relates to the low 

interest rate environment that developed concurrently with the upturn in the shipping markets. As a result 

of these low interest rates a demand emerged for financial products that offered investors dividend yield 

and leasing structures, both private and publicly quoted, became an ideal instrument to satisfy both the 

increased demand for capital from the shipping industry and the increased demand for yield from investors.  

58. In response to these favourable supply/demand fundamentals, in 2003 oil tanker owner Frontline 

Ltd created an entity called Ship Finance International to acquire substantially all of Frontline’s oil tankers 

and then lease them back to Frontline Ltd at charter rates that provided shareholders in Ship Finance with a 

yield of approximately 8.5%.  

59. This trend continued in 2004 with the listing of Arlington Tankers, which concluded a 

$229 million IPO sponsored by Stena AB of Sweden and in 2005 there were two initial public offerings 

made by companies that offer vessel time charter leasing services, raising $1.5 billion of total capital. The 

first of these was Double Hull Tankers, sponsored by Overseas Shipholding Group, and the second was 

Seaspan, sponsored by the Washington Group. Both companies are listed on the New York Stock 

Exchange. In 2006 the trend continued and went global with an aggregate of $2.5 billion of total capital by 

Danaos Holdings and Pacific Shipping Trust and First Ship Lease, the later two of which listed on the 

Singapore Stock Exchange using the Shipping Trust structure.  

                                                      
1
  Footnote by Turkey  

The information in this document with reference to “Cyprus” relates to the southern part of the 

Island. There is no single authority representing both Turkish and Greek Cypriot people on the Island. Turkey 

recognizes the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within 

the context of United Nations, Turkey shall preserve its position concerning the “Cyprus issue”. 

 

 Footnote by all the European Union Member States of the OECD and the European Commission  

The Republic of Cyprus is recognized by all members of the United Nations with the exception of 

Turkey. The information in this document relates to the area under the effective control of the Government of the 

Republic of Cyprus. 
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Figure 28. Public Capital in Shipping Leasing 
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 Source: Marine Money International. 

UK Tax Lease 

60. The UK Tax Leasing scheme was traditionally a source of long-term bareboat lease financing 

that was most suitable for newbuilding vessels because Lessees achieved a net present value benefit while 

lessors enjoyed accelerated depreciation. The U.K. tax lease has always been credit driven and generally 

requires an investment grade end-user. Until 2006 legislative changes took effect, the structure also 

required that the lessee maintain a genuine commercial operation in the United Kingdom, and was most 

effective with a newly delivered asset that remained in the UK tax lease for the majority of its useful life. 

The UK tax lease has traditionally been a finance lease market with the lessor taking no residual risk. With 

a recent change in tax legislation that now requires the lessor to write “true” operating leases to claim 

capital allowances for non-tonnage tax leases and restrictions on the structures available to tonnage tax 

lessees, there has been a sharp decline in activity, which is illustrated in the chart below. 

Figure 29. UK Tax Lease Volume 
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German KG 

61. The German KG market is a credit/asset focused time charter leasing market that has driven close 

to $20 billion of equity investment, equating to approximately $100 billion of capital formation, much of 

which has been used to fund newbuilding container vessels. Although this market was initially focused 

almost exclusively on newly built container vessels and required charters to container lines for 10 years or 

more, in recent years aggressive German KG funds have been actively buying vessels in many type of 

asset class of various ages and with many employment profile from the spot market to pools to long term 

charters.  

Figure 30. Shipping Equity raised in the KG Market 
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 Source: Salamon AG. 

Norwegian KS 

62. The Norwegian KS market is a project-focused bareboat leasing market that has zero direct 

impact on newbuildings. Indirectly, though, the KS market adds liquidity to shipbuilding as many 

shipowners use this market as a way to free up equity capital embedded in older vessels and then use that 

capital to place newbuilding orders.  
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Figure 31. KS Project Volume 
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Figure 32. Selected Newbuilding Lease Transactions 

Lessee 
Lessors, Advisors, 
Lenders 

Amount 
(US$M) Structure / Pricing / Comments Month 

OMI None $28 Private placement to KG Jebsen for 2 x 
suezmax NBs 

Jan-01 

Alliance Pool (FRO/OMM) Koenig & Cie $320.0 

Rumored purchase by Koenig & Cie of 4 x 
150,000dwt suezmax newbuildings destined 
for Alliance Chartering Pool Jan-05 

CMA CGM KEXIM, Calyon $676.0 
8x 8,200 TEU container vessels; combined 
export credit with French tax lease Jan-05 

Parakou Shipping (seller) Ernst Jacob $105.0 

Purchase by KG fund Ernst Jacob of 2 x 
74,700 tanker newbuildings with delivery in 
2006 Mar-05 

BP 

Royal Bank of Scotland 
(equity), BNP, Société 
Générale, KfW, National 
Australia Bank (debt) $800.0 

UK operating lease to provide financing for 4 
x LNG carries to be delivered in 2007-2008 
from HHI Apr-05 

Scorship Tankers 

KG JV between Konig & 
Cie and Scorpio Ship 
Management $50.0 

2 x 73,000 dwt products tanker due 2007 on 
$22,500/day 5-year charters to Glencore & 
China Oil Sep-05 

IMC 
AL Ships (JV between 
KGAL & V. Ships) $428.0 

Deal to acquire 8 resale panamax products 
tankers; pending Sep-05 

Horizon Lines 

Ship Finance International 
as lessor; AMA as 
advisors $280.0 

5 x US flag 2800 TEU container 
newbuildings on 12-year charter Mar-06 

Berlian Laju Tankers First Ship Lease $90.0 

2 x 19,900 dwt chemical tanker 
newbuildings + 20 x stainless steel 
containers w/ 12-year charterback Jun-06 

Berlian Laju Tankers First Ship Lease $45.0 
12-year sale/leaseback of 19,900 dwt 
chemical tanker newbuilding Jul-06 

Mitsui OSK Lines Seaspan $334.0 
Sale and 12-yr leaseback at $28,880/day of 
4 x 5,100 teu ships to be delivered in 2009 Aug-06 
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ESL Shipping SEB Leasing $32.0 
1 x 18,800 bulker to be delivered 2008 w/ 
10-yr bareboat back Sep-06 

Marine Logistics Solutions 
(Marsol) 

Alislami Oceanic Shipping 
Company II Limited 
(managed by Tufton 
Oceanic) $48.0 

Construction finance and 7-yr lease of 2 x 
DP2 AHTS vessels for delivery in 2008 Nov-06 

Geden Lines 

Alislami Oceanic Shipping 
Company II Limited 
(managed by Tufton 
Oceanic) $66.0 

Sale and 7-yr leaseback of newbuilding 
capesize bulk carrier Nov-06 

Westfal-Larsen DnB NOR Markets $293.0 

Largest KS deal ever on 2 x product tankers, 
2 x product tanker newbuildings, and 2 x 
chemical tankers Nov-06 

Golden Ocean Group Ship Finance International $160.0 
Sale and 15-yr bareboat back of 2 x 
capesize newbuildings Feb-07 

IV. Offshore Finance 

63. According to the Lloyd’s Register/Fairplay World Shipping Encyclopedia (WSE) using data 

current through 31 December 2006 there are: 

 100 629 vessels of 10 or more gross tons in service. 

 These vessels fly 197 different flags. 

64. The International Maritime Organization (IMO) recognizes 167 “member” states and lists 

193 countries as having acceded to one or more of the relevant conventions 

65. Our analysis as summarized in Figures 33 and 34 below, which shows the top 20 ship registries 

as determined by total number of vessels. 

Figure 33. Top 20 registries by # of vessels in service 
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Figure 34. Total vessels in Service 

 United States 7481  7.43% 

 Panama 7374  7.33% 

 Japan 6893  6.85% 

 Unknown 4558  4.53% 

 Indonesia 4180  4.15% 

 China 3705  3.68% 

 Russia 3700  3.68% 

 Korea (South) 2821  2.80% 

 Singapore 2173  2.16% 

 Liberia 2061  2.05% 

 United Kingdom 2020  2.01% 

 Philippines 1854  1.84% 

 Netherlands 1670  1.66% 

 Italy 1602  1.59% 

 Norway 1538  1.53% 

 Spain 1490  1.48% 

 Greece 1485  1.48% 

 Bahamas 1468  1.46% 

 Malta 1307  1.30% 

 Marshall Islands 1291  1.28% 

 

66. These 20 registries account for 60.3% of the world fleet or a total of 60 671 vessels.  
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67. For the purposes of this study the following registries will be considered as “open” 

Figure 35. Total Vessels in Service 

Antigua 

Bahamas 

Barbados 
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Bermuda (UK) 

Bolivia 

Burma 

Cambodia 
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Cyprus* 
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Mongolia 

Netherlands Antilles 

North Korea 

Panama 

Sao Tome and Príncipe 

St Vincent 

Sri Lanka 

Tonga 

Vanuatu 
       * See Footnote 1 on page 39 

 

68. As shown above Panama, Liberia. Bahamas, Malta and the Marshall Islands are on the top 20 list 

and account for 13 501 of the 100 629 vessels in the world fleet or 13.4%. 

69. Looking forward, we used the same WSE database to investigate vessels “under construction” 

(defined in the WSE as those where the keel had been laid, or the vessel had been launched but not 

delivered, or the vessel was still under construction). In addition we looked at vessels “on order” (defined 

in the WSE as vessels “on order” or “projected”). 
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70. The following graphic and chart indicate the results for vessels “under construction”. 

Figure 36. Top 20 Registries by # of Vessels Under Construction 
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Figure 37. Under Construction 

 Panama 474  20.5% 

 Netherlands 146  6.3% 

 Singapore 120  5.2% 

 Liberia 91  3.9% 

 Turkey 84  3.6% 

 Bahamas 76  3.3% 

 Cyprus* 75  3.2% 

 Antigua 64  2.8% 

 Marshall Islands 60  2.6% 

 Cayman Islands 56  2.4% 

 Hong Kong 56  2.4% 

 Italy 53  2.3% 

 China 51  2.2% 

 United Kingdom 50  2.2% 

 Malaysia 46  2.0% 

 Germany 41  1.8% 

 Spain 37  1.6% 

 Malta 37  1.6% 

 India 36  1.6% 

 Norway 36  1.6% 
   * See Footnote 1 on page 39 

 

71. Our data indicates that out of a total of 2 309 vessels “under construction” the top 20 list totals 

1 689 vessels or 73.1% of the total. Open registries account for 933 vessels “under construction” or 40.4% 

of the total. 
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72. For vessels “on order” the following data is presented: 

Figure 38. Top 20 Registries by # of Vessels on Order 
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Figure 39. On Order 

 Panama 824 15.7% 

 Liberia 387 7.4% 

 Singapore 249 4.8% 

 Cyprus* 247 4.7% 

 Greece 236 4.5% 

 Bahamas 222 4.2% 

 Netherlands 212 4.0% 

 Germany 208 4.0% 

 Hong Kong 204 3.9% 

 Norway 190 3.6% 

 Marshall Islands 186 3.6% 

 China 168 3.2% 

 Antigua 143 2.7% 

 Turkey 138 2.6% 

 Italy 135 2.6% 

 United States 130 2.5% 

 Malta 90 1.7% 

 Unknown 89 1.7% 

 Korea (South) 89 1.7% 

Danish Int. Register 83 1.6% 

     * See Footnote 1 on page 39 

   



48 

 

73. Our data indicates that out of a total of 5 238 vessels “on order” the top 20 list totals 

4 230 vessels or 80.8% of the total. Open registries account for 2 182 vessels “on order” or 41.7% of the 

total. 

74. It’s fairly obvious that with close to a majority (40%+/-) of ships under construction or on order 

that owners are looking to capture the flexibility and cost benefits of operating their ships under open 

registries with Panama being the major beneficiary. 

75. It is also the case that the ship finance community is quite comfortable with this state of affairs. 

Not only are a significant percentage of vessels on order and under construction intended to fly an open 

registry flag, but a significant proportion of the owning entities are registered in countries which also 

operate successful registries, e.g. Panama, Liberia, Marshall Islands and the Bahamas among others. 

Home/Export Credit Arrangements 

76. With respect to developing data with respect to shipyards, we decided that rather than focus on 

individual yards, the data for which is quite fragmented, we would focus on the countries where the yards 

are located. 

77. With respect to vessels under construction, our results are shown in the following chart and table: 

Figure 40. Top 10 Yard Countries # of Vessels Under Construction 
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Figure 41. Under Construction 

 Japan 518  22.4%  22.4% 

 China 410  17.7%  40.2% 

 Korea (South) 155  6.7%  46.9% 

 Turkey 116  5.0%  51.9% 

 Romania 87  3.8%  55.7% 

 Poland 77  3.3%  59.0% 

 Russia 74  3.2%  62.2% 

 Italy 69  3.0%  65.2% 

 Malaysia 69  3.0%  68.2% 

 Netherlands 66  2.9%  71.0% 

 

78. With respect to vessels on order, our results are shown in the following chart and table: 

Figure 42. Top 10 Yard Countries # of Vessels on Order 

0 500 1000 1500

 Spain

 India

 Romania

 Vietnam

 United States

 Turkey

 Germany

 Japan

 China

 Korea (South)

N
u

m
b

e
r 

o
f 

v
e

s
s

e
ls

Yard country

 
 

Figure 43. On Order 

 Korea (South) 1353  25.8%  25.8% 

 China 1301  24.8%  50.7% 

 Japan 760  14.5%  65.2% 

 Germany 178  3.4%  68.6% 

 Turkey 138  2.6%  71.2% 

 United States 129  2.5%  73.7% 

 Vietnam 113  2.2%  75.8% 

 Romania 112  2.1%  78.0% 

 India 109  2.1%  80.0% 

 Spain 96  1.8%  81.9% 
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79. A number of observations can be made when reviewing the above data.  

80. Aside from financing arrangements, which are generally specific to the combination of 

owner/banker/yard involved in a contract, the ability of a yard to attract multiple orders for similar ships 

enhances the yard’s efficiency and reduces the cost per ship, making the yard more competitive. The fact 

that China, Japan and South Korea have 65.2% of vessels on order and 46.9% of vessels under 

construction indicates that either those countries’ yards have been able to become extraordinarily efficient, 

as the yards claim, or their governments are providing significant subsidies in order to maintain high 

employment levels. 

V. Selected Shipbuilding Finance Transactions 

81. As the data provided so far in this report has illustrated, it is a challenge to win capital market 

finance for ship constructions due to the lack of available cash flows prior to the ship’s delivery. The major 

portion of global shipbuilding is financed through a combination of mortgage finance from traditional 

shipping banks, export-import finance, and owner’s own equity.  Larger companies may use capital 

markets financing for other parts of their business to free up equity for shipbuilding. 

82. This is by no means a universal truth however. As the relationship between the shipping industry 

and the global capital markets matures, ship owners and yards have access to more and better financing 

options. As this relationship has evolved over the past few years there have been several transactions that 

highlighted the opportunity to utilize more complex financial structure to fund sizeable newbuilding 

programs. Here, in chronological order, we feature several of the more successful transactions as case 

studies in how international ship finance is being used to finance ship construction. 

Aker American Shipping ASA 

83. As we look back with the perspective of time, this deal that transpired in 2005 looks even better. 

When DnB was initially hired, Kværner’s stock price was at NOK 25 and his shipyard had two orphaned 

containerships and nothing but dreams about securing contracts to build Jones Act tankers. Five months 

later, the boxships were sold to Matson at a profit, the share price was at NOK 100 and the company was 

signing contracts with OSG for 10 with an option for two Jones Act tankers – a $1 billion deal that is 

probably the biggest commercial order for ships ever in America at a time when the American commercial 

shipbuilding industry had been declared dead by many. 

84. What is more, this transaction succeeded even while other deals all around it were crumbling. For 

example, when DnB NOR Markets, Enskilda and Fearnley Fonds were on the road in the US and Norway 

in July to raise $125 million for the AKAS product tanker deal through a private placement, the Marinakis-

led Capital Maritime product tanker deal was failing in New York. AKAS ended up pricing at the high end 

of the range and being 5x oversubscribed even while Capital Maritime was pulled after Goldman Sachs 

brought in a book below the range.  

85. And it was not as if the AKAS deal did not have any risk; to the contrary, the transaction was 

loaded with it. By our calculations, AKAS sold about 45% of its shares to investors in the recent equity 

offering for $125 million, leaving Aker with 55% of a company with an equity market capitalization of 

$275 million. AKAS initially had 143 shareholders, which increased when the company issued another 

350 000 shares to retail investors at NOK 65 shortly after trading began on July 11. 

86. Here is how this incredible turnaround transpired.  
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87. It all started when Aker American Shipbuilding hired DnB NOR and Enskilda to raise a round of 

equity. In June, the two investment banks began a roadshow, with a star studded line-up that featured 

Morten Arntzen and Kjell Inge Rokke, to raise $100 million in a private placement. Proceeds from the 

equity offering would be used to allow Aker/Kværner affiliate Aker American Shipping to acquire the 

Kværner Philadelphia Shipyard, which would use the equity to fund the construction of 10 Veteran MT-46 

class Jones Act product tankers to be built for a bareboat deal to OSG. The ships were estimated to cost 

$86 million each, on average, and long term, post delivery financing was to be provided by DnB NOR.  

88. Like many structured shipping deals, the challenge with AKAS was that the entire idea was a 

complex series of “chicken and egg” situations, with nearly every key structural component contingent of 

something else.  

89. Yet remarkably, after just a few meetings, the advisors revised the share price range from 

NOK 14 to NOK 18-22 and increased the deal size to $125 million. A week later, sources in Oslo told us 

that the deal was priced at the high point of the new range and was 5x oversubscribed. Shortly after the 

offering was completed, Aker was listed on the Oslo Stock Exchange.  

90. There were two distinct aspects of the AKAS deal that got investors excited and distinguished the 

deal from the load of shipping transactions that were concurrently in the market. First, investors in AKAS 

were given the opportunity to own the Kværner Philadelphia Shipyard, which was clearly positioning itself 

as the most efficient builder of vessels to replace the ageing US Jones Act Fleet.  Second, and from a more 

practical standpoint, the investors were excited about the “simple math” involved in the supply and 

demand outlook for US flag product tankers and the OSG bareboats.  

91. Under the structure of the deal, as the ships are delivered, AKAS would bareboat them to OSG, 

who would then time charter them to an OSG subsidiary called OSG PT, which was formed for the 

purpose of the transaction and then time chartered them to US oil majors. Under the terms of the bareboat, 

OSG took the first five vessels for seven years and the next five vessels for five years. OSG also negotiated 

an unlimited number of charter extension options of three or five years plus one year.   

92. While the exact details of the deal have not been revealed, at the time market sources told us that 

AKAS was planning to deliver the vessels at an average of $86.4 million. As mentioned, AKAS would 

initially fund the equity portion of the deal with funds raised through their recent offering and later with 

free operating cashflow once the vessels had been delivered and could be financed. As for the economic 

aspect, we understand that OSG would take the vessels from AKAS on bareboat charter rates in the mid 

$20 000 range.   

93. Even at the time this first component of the deal was completed, it was clear that there were 

definite risks that this deal carried for everyone involved.  For OSG, the risk took the form of the time 

charters. From a return on equity standpoint, however, OSG had little to lose. They had no money in the 

deal, so any money OSG made would essentially equate to an enormous return on investment. And the 

prospects for return improved as in early February 2006, OSG announced that long-term charter 

agreements had been signed with BP for two of the Jones Act tankers. This followed an earlier agreement 

for two of the tanker with Shell, meaning that 40% of the ten-ship order scheduled for delivery in 2010 had 

been time chartered to oil majors in a matter of months. More have gone since then, further justifying the 

investment. 

94. For shareholders in AKAS, the major risk comes earlier than for OSG. It was absolutely critical 

that the Kværner Philadelphia Shipyard deliver those vessels on time and on budget, which shipyards in the 

US have not known to do.  If AKAS could not produce the ships at or under budget, there would be little or 

no return to the shareholders.   
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95. While OSG would pay a floor rate that would keep the deal current with its lenders (DnB NOR), 

the upside from this equity would be limited by charter rates and what new business the shipyard was able 

to generate.   

96. But in the end, what made this deal impressive was that the financial advisors involved, working 

with the company, were able to put so many different pieces together to allow the transaction to come 

together. Clearly this took a willingness from everyone involved to make this happen, but the key to its 

success was in putting together an equity offering that got investors excited enough about the upside to 

take a risk, and raised enough cash to get the OSG newbuilding program going. 

Gulf Navigation 

97. So far there has been only one shipping company to test the waters of the Dubai equity market 

and see what the Dubai exchange has to offer. The results, however, have so far been good, proving that 

the Ricardo’s principle of comparative advantage does, in fact, live on. The Middle East, currently, is flush 

with cash from oil prices at sustained highs. Dubai, incidentally, does not derive the majority of its revenue 

from oil. It has instead positioned itself as an international city, a place where local businesses and 

investors may do business with foreigners and international companies under conditions of safety and 

superior infrastructure. 

98. Western-friendly Middle Eastern investing has created a logical if not presupposed comparative 

advantage for shipping companies seeking capital, using regional restrictions, in a sense, to its advantage. 

Founded in 2001, Gulf Navigation created what by all accounts is a first class shipping company with 

reputable management. With up to six owned product tankers and one chartered-in suezmax, in addition to 

some ancillary service vessels and activities, the company accomplished something in Dubai that would 

not have been feasible in New York or London – and while we have not recently seen it tried, it would be 

hard-pressed to achieve in Hong Kong or Singapore. 

99. While it was one thing to watch companies acquire ships with private equity backers and flip 

them to the public only months later in New York, or to sell 80s-built bulk carriers in London, it is, in our 

view, altogether unprecedented for a company to sell a fleet to the public when nearly 80% by dwt is yet to 

exist. Now for a ship owner with a view to the future, that can be a great acquisition – after all, the fleet 

will be as modern as can be, while pre-delivery sales and resales are all part of industry asset trade. But 

such sales are based on market views and are very difficult for the public to value, and so companies 

holding a majority of newbuildings are virtually never seen in IPOs. 

100. Nor, of course, have shipping companies been seen on IPOs on the Dubai exchange before, so 

clearly Gulf Navigation was not deterred by lack of precedent – and they appear to have been accurate in 

their assessment of their opportunities. 

101. In an area where many investors are of Islamic background and concern themselves with the 

requirements of Shariah law, there are two primary ways of realizing returns on invested capital: through 

capital appreciation, i.e. a rising share price, or through a pro-rated share of profit, which may be paid out 

through dividends. Thus you have a broader base of investors looking for a narrower set of requirements. 

Equity thus becomes a primary form of long-term investing, rather than the day-trade and hedging focus 

often seen in New York. Apparently this combined with the relative lack of liquidity in the Dubai market 

in its developmental stages combines to make public equity investors less focused on short term returns 

and more focused on the long-term potential of a company. 

102. Whatever the case may be, UAE public joint stock company Gulf Navigation Holding in 

August 2006 completed one of the first shipping IPOs on the Dubai exchange. The company’s primary line 
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of business is the chartering and operation of crude oil, oil products and liquid chemical tankers. It owns a 

fleet of six modern 48 000 dwt product tankers in addition to four service vessels and one suezmax it has 

chartered through 2010. In addition to handling their own ship management, Gulf Navigation also has a 

healthy ship agency business that accounted for 14% of revenue in 2005 and a commercial agency business 

that includes exclusive contracts in the Gulf Cooperation Council (GCC) region for various marine 

services products. 

103. The IPO was successful in raising AED 910 million (approximately $248 million) with its two-

tranche offering led by SHUAA Capital. The first tranche consisted of 273 000 000 shares sold to 

individual investors, while the second consisted of 637 000 000 shares sold to institutional or individual 

subscribers who applied for at least 105 000 shares. Each share was sold for AED 1, plus a charge of 

AED 0.02 to cover offering expenses. 

104. The offering was made to investors in the UAE and throughout the GCC region. National Bank 

of Abu Dhabi served as Lead Receiving Bank on the offering, while Emirates Bank was Co-Lead 

Receiving Bank. A consortium of 10 other banks worked as subscription banks in the UAE, while HSBC 

handled subscriptions in the rest of the GCC. 

105. The public company predecessor was originally established in Oman in 2001 before being moved 

to Dubai in 2003 and began its work by chartering-in vessels, though it has since achieved ownership of six 

tankers and four service vessels, and it is expected to grow to 23 tankers by 2010. 

106. The founders of the company have subscribed to 745 000 000 shares in the offering, amounting 

to a 45% stake in the public company. These shares are paid for in-kind with their shares in the predecessor 

company. The AED 745 000 000 value of these shares was determined independently, by the Ministry of 

Economy. 

107. Twenty-three firms and individuals comprise the list of founding shareholders, with a couple 

firms or banks playing noteworthy roles, but none larger than 12%. Importantly, prior to the IPO 72% of 

Gulf Navigation was owned by individuals. This is indicative of the company’s initial start only five years 

ago, followed by a private capital investment in 2004. To smooth the process of bringing a 23-holder 

company public, a three-person Founders’ Committee was appointed to complete the establishment process 

with the relevant regulatory authorities. Representing the founders are Mr. Abdullah Abdulrahman 

Al-Shuraim as Chairman, Mr. Ghazi Abdulrahim Al-Ibrahim and Mr. Hazza B. Al Qahtani. 

108. A key selling point of the company, which clearly boasts personnel capability in addition to the 

value of its hard assets, is its experienced management team led by Mr. Al-Shuraim as Chairman.  

109. In a world of complex motives, Gulf Navigation’s reason for an IPO was very simple: to raise 

capital for expansion. As Figure 44 shows, Gulf Navigation currently has six chemical carriers and one 

VLCC under construction. While the construction of these has been funded, it has reserved spots for six 

more chemical carriers and four VLCCs, the construction of which the IPO proceeds are to help fund. In 

addition, two of the chemical carriers under construction were funded with a bridge loan of AED 

165 million ($45 million) that IPO proceeds are also intended to repay. If funding and demand are 

sufficient, Gulf Navigation also has an option for four additional VLCCs. 
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Figure 44. Gulf Navigation’s Fleet: Today & Tomorrow 

Type of Vessel Capacity (DWT) QTY Status/Delivery 

Existing Tanker Fleet (excluding service ships)       

Product tankers 48,000 6 Owned 

Suezmax tanker 151,000 1 Chartered 

Tankers Under Construction    

VLCC 300,000 1 2007 

Chemical Carriers (IMO II) 47,000 4 2008-2009 

Hazardous Chemical Carriers 44,000 2 2007-2008 

Secured Slots for Tanker Construction Orders    

VLCC 300,000 4 2007-2009 

Chemical Tankers 44,000 4 2008-2009 

Chemical Gulfmax 62,000 2 2008-2009 

 

110. Altogether, including the six product tankers the company has acquired and the 17 ships it either 

has under construction or for which it has reserved slots, Gulf Navigation is undertaking a massive 

expansion program with an estimated value of AED 5.126 billion ($1.4 billion) which it intends to fund 

25% with equity and 75% with debt. While details of individual loans are not disclosed, it is known that 

they are calculated on a single vessel basis, have been secured from various international banks and are 

generally priced at 100 basis points over 3-month Libor. 

111. Valuing product tankers is notoriously tricky due to the massive differences in value that exist 

even for vessels of virtually the same size and type. In the case of Gulf Navigation this is compounded by 

the fact that most of the vessels have not yet been delivered. As such, it is somewhat encouraging that the 

company’s IPO was oversubscribed by 4.3 times (Tranche I 1.9x, Tranche II 4.3x) with 46,000 GCC-based 

institutions and individuals applying for shares. While this performance can be viewed as disappointing 

compared to the three-digit oversubscriptions that had been the norm in the UAE, this is reflective more 

than anything of current market conditions, which were lackluster in the wake of a regional market crash a 

few months prior to the IPO and are no doubt further impacted by regional instability. 

112. More impressive is the fact that Gulf Navigation was able to raise all the capital it was seeking 

and more for growth that will not begin to pay dividends for at least a year or two and that is not expected 

to reach its potential much before 2010. Consider Figure 45, put together by Lead Manager and 

Bookrunner SHUAA Capital, which shows the dramatic forecasted growth in fleet size and resultant net 

profits. While the IPO priced at 46.2x net profits for 2005, it is only 23.3x 2006E net profits and 10.9x 

2007E net profits. This multiple falls as you project further into the future, at least if you accept SHUAA’s 

prediction that profits will see a compounded annual growth rate of 65% through 2010. With a planned 

dividend policy of 25% of net income, this will mean a world of difference for the types of returns 

investors can expect to receive over the near versus medium and long term. 
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Figure 45. 

 
 

113. SHUAA analysts also project that the return on invested capital, which reached 16% in 2005, will 

fall to a low of 4.32% in 2007 before getting up to 10.99% in 2010. Whatever the reasons, GCC investors, 

in oversubscribing to the IPO, have demonstrated their faith in the company’s management and the 

shipping markets as well as a patience in collecting returns that one would not expect to see in a venue like 

New York. This could be at least partly cultural – prohibited by Shariah law from collecting interest, many 

Muslims look to equity as the primary long-term form of investing and this may help to create a different 

market mentality than the demand for quick returns frequently seen in New York. 

114. With the reliance on future cash flow projections to provide investor returns, however, it is also 

important to note on what basis these cash flow estimates are developed. A report released by SHUAA is 

bullish on the future of the markets in which Gulf Navigation operates, anticipating the 85% utilization of 

the global tanker fleet will grow to 94% by 2010 and that the 94% utilization rate for the long distance fleet 

will reach full capacity. Much of this stems from the new IMO regulations coming into effect. 

115. In addition to claiming positive fundamentals, however, Gulf Navigation has taken a number of 

steps to secure a base level of income, including placing their double hull suezmax on 3-year charter to 

Shell, putting two of their chemical tankers into the Stolt pool upon delivery, signing Letters of Intent to 

charter out its four VLCCs to an unnamed “global oil company” upon delivery and signing a 15-year time 

charter contract with SABIC worth AED1.5 billion ($408 million). 

Nakilat, Inc. 

116. In 1997, when the Government of Qatar established Qatar Gas Transport Corp. to coordinate all 

of the transportation requirements for Qatar Petroleum, it was clear that there was going to be a mother 

lode of financing and transactional activity associated with the project – about $68 billion worth between 

QP and its partners at ExxonMobil and ConocoPhillips as they sought to produce $15 billion per year in 

revenue by 2010 by developing a 77 MTA LNG supply chain. When QGTC then formed a 100% 

subsidiary called Nakilat to undertake the construction, ownership and operation of up to 27 state of the art 

newbuilding LNG vessels the deals were close at hand.  
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117. As the first step in this process, QG ordered a series of QMAX and QFLEX sized vessels to be 

built at Daewoo, Hyundai and Samsung and delivered between 2008 and 2010.  Nakilat then entered into 

fixed priced, date certain shipbuilding contracts with these shipyards backed by refund guarantees provided 

by Korean Government supported banks KEXIM and KDB. Simultaneous with signing the construction 

contract, Nakilat entered into back-to-back 25-year timecharter contracts with the Qatargas LNG trains.   

118. The financing involved here is one of the most complex we have ever seen in shipbuilding, 

comprising a collection of senior bonds, junior bonds and export credit. The $4.7 billion financing, 

completed in December 2006, will be used to fund the construction of the first 16 LNG vessels for which 

Nakilat has entered into construction contracts. The total size of the financing was approximately 

$4.7 billion, consisting of (i) $850 million of Senior Bonds and $300 million of subordinated bonds with a 

27 year final maturity sold in a 144A offering (24% of total financing); (ii) $2.4 billion bank facility with a 

final maturity of 19 years (51%); (iii) $725 million of Korean Export Credit Agency financing provided by 

KEXIM and KEIC (15%); and (iv) $474 million of equity (10%). All of the Senior Debt is pari passu.   

119. There were loads of interesting features about every tranche of this massive project/ship 

financing. Acting as Nakilat's sole Ratings Agency advisor and Joint-Bookrunner Left / Deal Quarterback 

for the Bond Offering, Lehman Brothers helped Nakilat successfully land a Aa3/A+ rating (the highest 

possible rating based on Qatar’s sovereign rating) from Moody’s and S&P despite the high leverage and 

limited recourse by positioning the company as a critical component of QP and the State of Qatar's efforts 

to develop its 77 MTA LNG program, rather than a traditional shipping company. This always helps 

pricing.  

120. As for the bonds, they priced at 145 basis points above the 30-year Treasury, which was only 

8 basis points wide of the RasGasII/3 2027 bonds, despite an increase of four years in the average life of 

the bonds relative to RasGasII/3 and being a new issue. The bonds tightened only 3 basis points on the 

break, demonstrating near perfect pricing of the offering; (iii) the Subordinated Bonds, which were rated 

A1/A-/A-, were priced only 20 basis points wide of the Senior Bonds, which is the tightest spread ever for 

a Senior / Subordinated bond project finance deal. 

121. Barclays Capital, BNP Paribas, DnB NOR, and Gulf International Bank worked as bookrunners 

on the $2 615 million commercial tranche. Export credit agencies KEIC and KEXIM together provided 

around $725 million in additional debt, as mentioned. 
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Figure 46. 

 

Features 

122. There are a variety of reasons in addition to its sheer size that this deal is extraordinarily 

interesting. For one thing its complex structure alone, shown in Figure 46, defies categorization. The deal 

represents the first time in the history of LNG shipping a where program approach has been employed to 

finance the acquisition of vessels as opposed to debt being raised on a vessel- by-vessel basis. This is also 

the first LNG shipping transaction of which we are aware to integrate debt from commercial banks, ECAs 

and capital markets – together comprising 90% of the project cost with a tenor of up to 27 years. Eighty 

percent of the debt is senior. The transaction also marks the first instance of an LNG shipping transaction 

having raised funding from the bond market. 

123. Needless to say, the successful closure of a deal like this requires a host of committed and 

talented bankers and advisors. SMBC served as overall financial advisors, while Credit Suisse First Boston 

and Lehman Brothers led the bond issue. Barclays Capital, BNP Paribas, DnB NOR and Gulf International 

Bank worked as bookrunners on the commercial debt tranche, and KEIC and KEXIM provided export 

credit. Latham & Watkins advised the sponsor on legal matters while Skadden, Arps, Slate, Meagher & 

Flom advised the lender. Independent consultants on the deal included Lloyd’s Register EMEA, Drewery 

Shipping Consultants, Marsh Ltd, and Stone & Webster Consultants. 
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OOIL’s $480 million Sale Leaseback with HSH 

124. The $480 million transaction that HSH Nordbank structured for Orient Overseas (International) 

Limited (OOIL) in late 2006 is a perfect example of a lease deal done on existing vessels for the express 

purpose of financing the construction of other vessels. The complex structure retained for OOIL a 

particularly high level of control of its vessels while provisions for liquidating the transaction are indicative 

that, though done on existing vessels, the transaction was undertaken for the express purpose of financing 

vessels under construction. 

125. In a nutshell, what the deal accomplished was to allow OOIL to sell and bareboat back for a term 

of eight years eight containerships ranging from 2 800 to 8 000 TEUs built between 1995 and 2004, as 

shown in the fleet list that accompanies this item.  This in turn unlocked capital OOIL could use to fund its 

newbuilding program while retaining a maximum level of control over its vessels and rights to repurchase 

them once the newbuildings come onstream and begin to generate cash flow. 

The Mechanics 

126. Here is how it worked. Wholly-owned OOIL subsidiary Strong Team and HSH established a 

90%/10% joint venture (the JV). The JV, in turn, established eight wholly-owned Luxembourg subsidiaries 

(the SPCs) and a managing company. Each of the SPCs purchased one of the eight vessels and bareboat 

chartered it back to the lessee, a wholly-owned subsidiary of OOIL. So far, then, OOIL has sold and leased 

back $480 million worth of vessels yet retained a 90% ownership share in these vessels. The deal would be 

simple enough, except you can bet OOIL would not have needed to hire HSH for this transaction if it was 

actually financing the 90% portion it owned. 

127. Rather, OOIL contributed $151 875 in share capital to the JV, for 30 375 ordinary shares at 

$5 each. HSH contributed $16 875 in share capital to the JV, for 3 375 ordinary shares at $5 each. So 

OOIL contributed 90% of the share capital and has 90% ownership of the JV, while HSH contributed 10% 

of the share capital and has a commensurate 10% ownership. 

OOIL Vessels Sold & Leased Back 

Figure 47. 

Vessel Name Capacity (TEU) Year Placed in Service 

OOCL California 5,344 1995 

OOCL America 5,344 1995 

OOCL Japan 5,344 1996 

OOCL Hong Kong 5,344 1995 

OOCL Britain 6,344 1996 

OOCL China 5,344 1996 

OOCL Rotterdam 8,063 2004 

OOCL Belgium 2,808 1998 

Source: Press release, company website. 

128. This is where it starts to get a bit more complicated. The rest of the JV’s funding comes from 

PPRs, or profit participating rights, which confer no voting rights and are not tradable securities. Instead 

they provide a profit share to holders. Strong Team (OOIL subsidiary) has agreed to invest $81 million in 

the JV and HSH has agreed to invest $312 million in the JV for proportionate considerations of PPRs (a 

21%/79% split for Strong Team and HSH), amounting to a total PPR investment in the JV of $393 million. 

This is where HSH provides the majority of the “equity” into the transaction, but does not get an ownership 
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interest. What it gets instead is a profit share, as well as equity with a security level closer to that of senior 

debt, through a mechanism to be described later. 

129. The JV will lend this $393 million to its vessel-owning SPC subsidiaries in the form of a senior 

loan, secured by mortgage and other covenants and a “general assignment of insurances, requisition 

compensations and earnings of the respective vessels.” This provides 82% of the financing that the SPCs 

need to purchase the eight vessels, and while it was contributed as equity will be ranked by the SPCs as 

senior debt. 

130. The remaining $87 million required by the SPCs comes from two unsecured, subordinated loans, 

which function in this transaction more as the equity portion of the financing. The senior of these loans is 

to be granted by Strong Team in the amount of $15 million. Importantly, it does not bear interest but 

instead provides Strong Team with the option exercisable from January 2, 2010 “to purchase or procure the 

sale of the vessels”, with the loans to be repaid on the exercise of the option or at January 15, 2015. 

Subordinate to this is $72 million in “Investors’ Loans” provided by ING and HSH. These also will have 

an eight-year term. 

Figure 48. Sources & Uses 

The JV Amount (US$M) 

Sources 

HSH PPRs $312.0 

OOIL PPRs $81.0 

Share Capital $0.2 

Total JV Sources: $393.2 

Uses 

Senior Loan to SPCs $393.0 

Total JV Uses: $393.0 

The SPCs   

Sources 

Senior Loan from JV $393.0 

OOIL Loan $15.0 

Investor Loan $72.0 

Total SPC Sources: $480.0 

Uses 

Purchase of 8 Vessels from OOIL $480.0 

Total SPC Uses: $480.0 

 

131. Backing up these loans is OOIL’s “irrevocable and unconditional” guarantee in respect of Strong 

Team’s payment obligations to HSH pursuant to the Investors’ Loans to the SPCs. OOIL has also given an 

irrevocable and unconditional guarantee to the SPCs in respect of the lessee’s payment obligations 

pursuant to the bareboat charter. 

132. In addition to its option to purchase or procure the sale of the vessels, Strong Team has been 

granted by HSH an option to acquire its 3 375 shares in the JV in addition to an option to acquire HSH’s 

PPRs in the JV.  
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Conclusion 

133. Ultimately, in an elegant and tax-efficient manner, HSH has structured for OOIL a transaction 

whereby it retains 90% ownership of its vessels but need contribute only $96 151 875 ($151 875 share 

capital + $81 million for PPRs + $15 million loan), or 20%, toward a $480 million transaction. In addition 

to retaining the vast majority of ownership, it has options to acquire HSHs shares and PPRs in the JV 

(valued at $312 016 875) and to purchase the vessels after 2010. 

Figure 49. 

 
 

134. The SPCs finance their purchase 82% with the senior secured debt funded through HSH and 

Strong Team’s PPRs. HSH has put the bulk of its investment into this senior facility which, instead of 

interest, ultimately pays a profit share back to HSH and is secured by OOIL. Though they were not 

disclosed, we imagine that the options granted to OOIL were structured to provide an attractive upside to 

HSH. No terms were disclosed on the $72 million Investors’ Loans, although clearly they were enough to 

draw ING into the deal, and OOIL is a fairly strong counterparty for the lease payments. 
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An Important Detail 

135. With a total value of $480 million, this opened up for OOIL the capital necessary to provide 80% 

financing for the purchase of four 8,063 TEU newbuildings from Samsung for a total consideration of 

approximately $477 million to be delivered from 4Q 2009 to 1Q 2010 as announced in October of 2006. 

The transaction was undertaken for this reason and appears to reflect a desire on the part of OOIL to retain 

as close control over its vessels as possible during the lease period. 

136. At the end of the Summary of the Terms of the Joint Venture, buried in the somewhat convoluted 

press release issued to the Hong Kong stock exchange regarding the transaction, is the line: “The Joint 

Venture and/or the SPCs and the manager of the SPCs shall be liquidated upon completion of the sale and 

purchase and financing and leasing of the Newbuilds.” Assuming that the newbuildings arrive on time by 

early 2010 and are financed upon their delivery, in actuality the whole transaction, constructed as an eight-

year finance lease, will only be a three-year deal. 

VI. Concluding Remarks & Analysis 

137. Marine Money analysis of ship financing transactions from 2000 through the end of 2006 

indicates that innovative and alternative ship financing schemes have had limited direct impact on the 

shipbuilding industry, but that excess liquidity created by the availability to shipowners of an 

unprecedented number of such options has had a substantial indirect impact on the shipbuilding industry. 

Together with a sustained strong freight market, this has been a driving force behind the development of 

the current record global orderbook. 

138. The limited direct impact held by these schemes is a result of the fact that contracts for the future 

delivery of vessels represent “dead money” for investors unless those contracts are sold or novated. As 

such the primary source of financing for newbuilding contracts continues to be, as it has historically been, 

equity capital contributed by shipowners themselves and construction financing provided by commercial 

lending institutions and export credit banks. These owners and banks generally possess the experience and 

expertise necessary to appropriately assess the risk inherent in newbuilding contracts. These parties also 

tend to have a long-term commitment to shipping, and understand the importance of committing capital a 

year and more before actual delivery in order to ensure the necessary contracts are secured. 

139. Some lessors with a commitment to the shipping industry, such as First Ship Lease, Tufton 

Oceanic, and certain KG funds, have demonstrated a willingness to commit capital to ships under 

construction as long as projected cash flows in the longer-term, typically 5-10 years, meet the necessary 

return hurdles. In addition select deals such as the Gulf Navigation IPO have found ways to bring equity 

investors into the financing of vessels under construction, while some companies such as Seaspan and 

Danaos have been able to use public markets to underwrite some of their construction expenses so long as 

there is sufficient current cash flow to provide immediate returns. However the volume of this financing to 

date has been less than overwhelming. 

140. The primary impact that the growing non-tax leasing industry, the increased presence of public 

and private equity and the renewed importance of bonds have held for the financing of vessel construction 

has been through the provision of liquidity to shipowners. As more financing options become available for 

their current fleets, it becomes easier for owners to free up capital as necessary to commit to newbuilding 

orders. At the same time, the improved cash position of most owners’ vis-à-vis five years ago make banks 

more willing to lend as they feel more secure the owners will be able to repay the debt, even if contract 

difficulties arise. 
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141. This availability of capital for existing vessels allows those owners and bankers, and select 

investors, who feel comfortable assessing the risk and long-term return potential of shipbuilding contracts, 

to shift capital into these contracts, such as OOIL did in its deal with HSH Nordbank, creating a highly 

structured lease deal that essentially took existing vessels off OOIL’s balance sheet just long enough to pay 

for the construction of a new set of vessels. The supply of capital to shipping and the financing of vessel 

construction are inherently interlinked, but at the end of the day the impetus falls on the shipowner to have 

the savvy to package cash flows for investors and lenders as necessary while reserving capital for future 

investment. 

 


