Market Comment

15 January 2008

Outlook for Market Balance of the Dry Cargo Market
in 2008/2009

To consider prospects for the dry bulk market, it is crucial to examine how many
VLCCs and Suezmaxes have been contracted to convert into bulk carriers. This of
course is the flip side of the coin we examined in our last market comment looking at
fleet projections for VLCCs and Suezmaxes. Naturally, for a sense of the balance we
need to consider the demand drivers for the bulk trades in 2008/2009. At
Worldyards, our approach is to start with a micro-analysis of each and every shipyard
as well as each and every order to arrive at a supply-side figure. The same bottom-up,
sum-of-all parts approach is also the most secure for considering the impact of
conversions.

To repeat from our previous market comment (One Eyed Analysis — 7 January 2008):

QUOTE

The conversion pace for large ships for 2007 and booked for 2008 is largely already known
(Worldyards has expended considerable effort in contact with repair yards and owners to
confirm what the status of various planned projects are and this requires continual monitoring
because of the short lead time and the possibility for owners to change their mind.) Vards are
booked till the third quarter of 2008 for VLCC and Suexmazx conversions, so we only have to
make assumptions from 2009 and beyond in order to work out fleet projections.

END QUOTE

After taking into account the "confirmed" conversions that Worldyards can track, the
growth of VLOCs and capesizes is as per the following graph (figures are for end of
the year, please refer to the tables at the end of the article for numbers underlying
these graphs). We can see that for the past year conversion impacted significantly on
the rate of growth for VLOCsS, pushing fleet expansion from about 18.5% without
conversions, up to 28%. During 2008, the number of VLOC: is expected to reach 170,
(28.79% growth, compared to 136 ships and 11.48% growth without conversions). As
there are relatively fewer suezmaxes being converted, the effect of conversion to
capesize rate is relatively insignificant.

www.worldyards.com ° (+65) 6222-9491 * wy@worldyards.com 1of 10



Market Comment

15 January 2008

VLOC Fleet Development
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Notes/Assumptions:
1. Fleet = current fleet plus scheduled deliveries less scrap plus conversions
2. Scrap age assumption is at 27 years which is the average scrap age taken from the WY
historical data.
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VLOC:s are not bulk carriers from a construction point of view (which is why they do
not need to comply with Common Structural Rules), but for all practical and
commercial purposes they are bulk carriers designed to carry only one kind of bulk
cargo - which is ore. It is therefore meaningful to see the combined tonnage growth
of VLOCs and capsizes in the graph below.

VLOC and Capesize Fleet Development
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*note that fleet growth in 2011 flattens out as conversions and expected future orders are not included
in the calculation

We can see that conversion has increased growth of the combined capesize and
VLOC fleet in 2007 from about 5% to 7%, from about 3.5% to 8.7% during 2008 then
tfollowed by very high growth rate of about 16% during 2009 (last time we had a
double digit tonnage growth was in 1996). VLOCs and capesizes make up about 37%
of the total bulk fleet as of end 2008 - we know that a substantial amount of tankers,
aframaxes and all the way down to handysize (even to very small CPP tankers) are
booked to be converted into bulkers. Such conversions are happening at smaller
repair yards and by definition are more difficult to quantify, but a good guesstimate is
that overall rate of growth for the total dry cargo fleet is not less than that for the
big ships.

Apart from tanker conversion, there are other sources of growth. About 50 cellular
container ships, conbulkers and MPPs have left container/liner trades totaling about
65000 teu. Cellular container ships will need to be converted to trade in bulk. This
adds up to about 1 million dwt, according to AXSliner. Related to this, against the
background of sky high drybulk rates, we can expect accelerated pace of cargo
containerisation. We heard from several liner companies that grain is being shipped
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in containers from US to Asia as lines typically have no cargo on the backhaul of
transpacific trade. This would pull cargo from the hands of the drybulk players.

The other element is the size of the Japanese orderbook - it still requires considerable
effort to establish exactly how many ships will be delivered from Japanese yards
during 2008/2009 other than what’s known (we are working hard on this). Beyond
2009, we will need to closely follow how the tanker orders will be contractually
revised to bulk carriers. Our fleet figures beyond 2009 shall not be considered
“accurate” as it is difficult to make assumptions for how conversion (both of existing
ships and orders) will play out and future orderbook beyond 2011 is largely unknown,
so we are only focused until 2009.

In the following section, let us do a quick check on a few factors on demand side (we
are not doing a “rigorous” statistical model here so we are just picking a few most
important ones).

It is widely recognized that one of the factors driving up demand is port congestion,
which is expected to ease. According to the website of Newcastle Port corp., the
queue of ships waiting outside Newcastle port to load coal has been gradually
reducing: 34 vessels as of today (15% January 2008) down from 47 ships 315t
December 2007, down from 53 ships 18th December, down from 79 ships 2"d July
and so on and so forth.

There are other drivers such as India etc. but beyond any doubt “the” key driver for
the dry market is rapid urbanization in China. Thirty years into the reform process
starting from 1976, we are still in the middle of a massive urbanization process, as
another 400 million Chinese are expected to move to newly built cities in the next 15
years. So there are good reasons to be bullish. But for 2008/2009, we think the rate
of growth will slow. Most people believe that China will slow like Japan, Korea and
Australia, which also slowed down sharply after each Olympics. But we think that
this is a pure coincidence. China must slow down its breakneck pace of urbanization
and investment for entirely different reasons:

1) The Chinese government is very serious about fighting inflation. This is unlike the
US Federal Reserve which now has to save Wall Street from its subprime morass
(some would argue that this is all the FED cares about), inflation in China will hurt
the 800 million peasant population and the urban poor, who had nothing to do with
the recent wealth creation boom associated with the rise and rise of the Chinese stock
and real estate markets during the past two years. These people are very vulnerable.
Most Chinese share a deep collective memory of run-away inflation preceding to the
founding of the People’s Republic of China. Therefore, fighting inflation is a top-
priority, social stability issue for the next 2 years. That is why the Government
raised the lending rate 6 times and commercial bank reserve ratio 10 times in 2007
(the result is staggering high interest rate of 7.5% and 14.5% reserve against the
background of major currency appreciation). There will be further tightening in 2008.

2) As part of a big effort to ensure that air quality in Beijing is "acceptable" come
August for the Olympic games (at the moment it is totally hopeless), Shougang
(Capital Steel) shut down half of its facilities on the 5% of January. Even though it will
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open a mill somewhere else far away from Beijing, Shougang has announced that it
will produce 4 million tons less steel in 2008 than 2007. The above is well known, but
in our view this is far more than an isolated event just for Shougang and just for the
Olympics. Plans for quite a few high-profile chemical plants and hydroelectric
projects have been shut down due to protests by the general public because of
environmental concerns. With 16 of the world's most polluted cities in China and 2/3
of the waste water drained into the water system untreated, most Chinese leaders,
businessmen and the general public realise that they can't grow at the current pace or
mode of development. Rapid depletion of farm land does, by the way, contribute to
inflation of food prices.

To sum up, supply will be less tight due to less port congestion, to some extent cargo
containerization and most importantly conversion. As in the tanker market, the
uncertainty of conversion holds the key to market balance. And we think that the
rate of growth on the demand side will slow, even though there will still be
considerable absolute growth. On balance, if rate of growth on tonnage supply is
faster than rate of demand growth, easing of rates is inevitable. Worldyards is
tracking conversions very rigorously on a daily basis.

One key debate is the argument that the dry market will hold up because some of the
start-up Chinese yards can't deliver. As we have mentioned elsewhere, the private
start-ups will start to deliver in significant numbers only after 2010, by which time
market dynamics may well have changed. We always believe, to be fair to the
shipbuilders, delays can be caused as much by the buyers as well as by the builders.

In conclusion, the dry bulk balance must consider contracted shipbuilding supply,

conversions and the undercurrents on the demand side. An analyst’s job has not
gotten easier and the stakes appear to be higher than ever before!
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Appendix

Table 1.
Capesize Historical and Projected Fleet Development
fin dwt)

With Confirmed Conversion Without Confirmed Conversion

DWT Annual Growth DWT Annual Growth
Rate Rate

1952 25,415,000 - 35,415,000 -

1253 38,3 T 00 11.17% 28,3 T, 11.17%
1234 43,464 000 10 40 % B3, F G, D00 1540 %
1235 S8, T4 2 O 12 14% 43, T 2 12.14%
1336 BE, Q026 Qi 14 24% BE,026 Qo 14 24%
1227 E2,163,000 10.87% 52,163,000 10.97%
1258 83,85 8,0 2.87T% 83,56 8,000 2.87T%
1333 66,335,000 4 5O% 56,835,000 4 BO%
2000 T1,883,0:00 T.21% T1,853,000 T.21%
20001 TH, 433 000 F22% TH, 433 000 F22%
2002 TT, B30, 000 3.28% TT, 830,000 3.28%
20003 21,815 G E1TH% 21,515 i EATH%
20004 B8, 20T 000 T.EE% 28,207,000 T.EE%
2008 25,118,000 T.83% 25,118,000 T.83%
2008 102,585 O g.90% 103,585 G g.90%
2007 108,328,328 2.E26% 105,388 328 2.E26%
2008 108,017,047 1.28% 107,149,829 1.16%
2003 126,218, T4T 1T41% 125,861, 625 1TEE%
2010 154,200 526 Z2.14% 154,033 408 22.30%
2011 182,255 521 4.52% 181,482 403 R
2018 152,725,181 -1.82% 158,862,083 -1.82%

Notes/Assumptions:

1. Figures in blue are Worldyards Projections using this formula;
Fleet = current fleet plus scheduled deliveries less scrap plus conversions
2. Scrap age assumption is at 27 years which is the average scrap age taken from the WY
historical data.
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Table 2.
Capesize Historical and Projected Fleet Development

fin Number)

With Confirmed Conversion Without Confirmed Conversion

i e Annual = e Annual Growth
Growth Rate Rate

19502 232 - 232 -

1953 258 11.21% 258 11.21%
1554 285 1o 4T 285 10 4T%
1955 313 11.93% 213 11.93%
193268 354 14.11% 354 14.11%
1287 4l 10 168% k1B 10 18%
1958 412 2.T4% +12 2.TH%
19599 HET 3.64% H2T 3.64%
Elelete} 2t E.56% 455 858%
2001 4TE 4 52 +TE 4. 52%
2002 483 2.73% +a9 2.73%
2003 11 4 50% hli1 4 H0%
ieles 54T T.OB% BT TOE®
2o b la3=15) T.13% g T13%
2008 B34 2.13% £33 2.19%
2007 =% 1.26% =% I 1.26%
2008 g5 1 1.40% =% 2] DT
2008 THE 16.13% THO 16.28%
2010 213 20.TTH Q0T 20.83%
2011 QR4 4 43 =5 25 4 2%
2012 238 -1.58% a3z -1.83%

* Notes/Assumptions are identical with Table 1.
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Table 3.

VLOC Historical and Projected Fleet Development
(in dwt)

With Confirmed Conversion Without Confirmed Conversion

= e Annual Growth = e Annual Growth
Rate Rate

1992 12,088,000 - 12,088,000 -

1253 15,136,000 15.55% 15,136,000 15.55%
15524 15 508 O 3.01% 15,502 000 3.01%
19585 18,178,000 3.TE% 18,178,000 2.7e%
1956 16,600,000 251% 16,600,000 2.51%
1287 1T, 8TE DD 3 1=1- 1T, 8TE, 00D 8439
1358 1T, E8TEH, D0 s Relul-) 1T, 8TEH, OO O.00%
1959 17,908,000 1.30% 17,908,000 1.30%
Eaelele] 17,208 D00 000 % 17,208 000 000 %
201 18,134,000 1.258% 18,134,000 1.28%
Eialel 18,387,000 1.25% 18,3 8T, 000 1.25%
20003 18,528,000 O8T% 18,528,000 O.8T%
Fieles ] 19,802,000 8.89% 19,802,000 8.859%
Eaelel) 21,828,000 10.25% 21,828,000 10.25%
208 o Rel-lo Ralele] 10.36% i Mel- el elolv] 10.36%
2007 30,743,034 2T.65% 28,109,547 16.69%
Eaeleds] HO ERT361 21.293% 21,534 58T 12.18%
Eaelelc] 45 501,380 12.19% 26,473,138 15.658%
210 51,042 148 12.15% H2 0158354 15.19%
2011 BT, 2T20683 12 58% HE, 040 285 16.49%
2012 04 TE, TR +32% B1,453,543 512%

* Notes/Assumptions are identical with Table 1.
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Table 4.
VLOC Historical and Projected Fleet Development
(in Number)

With Confirmed Conversion Without Confirmed Conversion

Mo. of ships Ammual DWT Anmual Growth
Growth Rate Rate

1352 g ] - 4 -

1553 3] 14.21% =37 14.21%
1354 =5 ] 3.23% =% ] 3.23%
1955 =15 2.13% == 2.13%
15958 [=3:] J.03% [=35] 303%
1337 T2 5.88% T2 h.88%
1558 T2 Do 00 T2 QoD
153353 T3 1.39% T3 1.338%
2000 T3 QOO0 T3 QOO0
2001 T 1.37% T 1.37T%
2002 TH 1.35% Th 1.36%
2003 TS 1.33% TS 1.32%
2004 a2 T.89% =3 TR0
2005 a2 12.20% oz 12.20%
2008 1032 11.98% 103 11.968%
2007 132 22 16% 122 1245 %
2008 170 25.T73% 138 1148%
2009 183 11.18% 1E5 132.87%
2010 210 11.11% 178 132 66%
2011 235 11.20% 201 14.20%
2012 243 =R Tal A 208 2.92%

* Notes/Assumptions are identical with Table 1.
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Table 5.

VLOC and Capesize Historical and Projected Fleet Development

With Confirmed Conversion Without Confirmed Conversion

Annual Growth Annual Growth
Rate Rate

1992 HE,5 14,000 - $8.5 14,000 -

12323 B 454,000 12.3068% B 4 S4 OO0 12.306%
12584 BR.033,000 2249% BR.033 000 2249%
13355 B 858,000 2.935% B4, 858,000 2.935%
1998 T2,802,000 11.87T1% TZ2,602,000 11.87T1%
1987 TR,821 000 9.943 % TR, 821,000 9.943 %
19598 81,808,000 2.240% 51,809,000 2.240%
12583 B, T18,000 3.510% B4, 718,000 3.510%
Eaelale] BR.E38,000 5 EBETH B2, 538,000 5 EBETH
2001 93,544,000 4 HTEH 23,544,000 4 HTEH
Eaelel 28, 10 D00 2.T3TH% 28, 104 DD 2.T3TH%
20003 100, 283, D 4355% 100, 283, 0D 4355%
i 10T, 85 &, i T.545% 10T, 858,000 T.545%
Eae il 118,783, 2.2236% 116,723,000 2.2236%
20086 127,683,000 2.18T% 127,523,000 2.18T%
20T 138,520, 283 T.OES% 133,872,878 4 D55 %
20008 148422 358 2.T1S% 138532458 2 4THE%
20089 172,168,687 15.292% 182,278, TEE 1T.141%
2010 208, T, 8 T4 13 523% 185,800, 772 20.T19%
2011 220, 1 T35 T4 £.232% 210,285,872 T.345%
2012 220,053,013 - 0BT 210,184,011 0 OE0 %

* Notes/Assumptions are identical with Table 1.
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