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RO-RO

w It featured an oversupply of tonnage in all available sizes, low to zero demand

I " — = for tonnage, and declining to weak charter rates.
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Overall, we can surmise that charter rates dropped 20% on ave-
rage. Throughout the year, mean chartering activity plummeted.

To stem the tide, operators had no other choice but to overhaul
their existing strategies, rationalizing and reorganizing their
fleet deployments. Uncompetitive and loss-making routes were
shut down. New services and routes were set up in an effort to
absorb surplus tonnage, while at the same time creating — with
mixed results — new demand and cargo flows. In order to secure

already existing cargo volumes, freight rates were slashed
indiscriminately. Where applicable, operations were integrated,
maximizing the available synergies. The car market, itself pain-
fully adjusting to continued low sales, was unable to offer any
respite. The result was a cutthroat environment, with the weakest
players being weeded out and only the strongest surviving —
but at a high price. Newcomers to the market enjoyed mixed
fortunes: some threw in the towel whilst others have weathered
the storm, for now.

* The following companies either filed for bankruptcy, suspended or ceased operations: Ersal, Vyborg Shipping,
CS & Partnere, Contenemar, Fastmed Line, Logitec Lines, Ave Line, Global Container Lines, and Emroll.

* After the failure of its tie-up with DSV due to antitrust restrictions, DFDS purchased Norfolkline,
in a cash and stock deal that saw AP Moller-Maersk take an approximate 30% stake in DFDS.

* The Mediterranean basin was the main theatre of activity, where demand from the Near Eastern

and North African countries suffered less.

Unsurprisingly, sale and purchase activity followed suit, contracting
from a peak of 44 deals during 2008 to a mere 16 in 2009,
of which 63% were over the age of 25 years. The tight credit
environment meant that most buyers were cash-rich and that
overall prices remained low — hence why the average age was
very high. The exception was Cotunav, whose fleet rejuvenation
stepped up a gear with the en bloc purchase of two 2000 built,
2,600 lane meter (Im) units (Maersk Voyager and Maersk
Vlaardingen) from Norfolkline at a healthy reported price of
€32m each. Interestingly enough, Turkish companies were the
most active overall, while Greeks and Scandinavians stood on
the sidelines.

Of the 30 deliveries that were expected during the year, only 10
were actually delivered. Nine units were rescheduled — Acciona'’s
Super Fast Baleares from Navantia; Nor-Cargo's two units from
Pinky; Rolldock’s Rolldock Sea, Sky and Star from Larsen & Toubro;
Seatrans’s two units from Pinky and hull 357 from Bharati. Five
units were delayed and are now due to be delivered in 2010
— Tor Jutlandia, Rolldock Sun, Wessex (Odense hull 219), Jose
Maria Entrecanales, and Seacargo’s hull 358 at Bharati. Three
units were cancelled — Clipper’s Clipper Peak at Huelva; and
Spliethoff's Steelca and Woodca at Szczecinska Nowa. In ad-
dition, Acciona Trasmediterranea cancelled their third unit from
Navantia, which was due to be delivered in 2011, while Vyborg
Shipping’s order for 6 units at Uljanik was cancelled when the
former went bankrupt.

In line with our predictions, scrappings soared from 16 in 2008
to 33 in 2009 — a 106% surge! The average age of the vessels
scrapped was 30.6 years, the average lane meters were 1,122
(based on 30 ships as information was unavailable for three
ships) and activity was consistent throughout the year. Once
vessels were laid up, the costs of re-activating them exceeded
the low charter revenues, making demolition the less costly solution.
Primary victims were units in the small/medium size range, i.e.

between 600-1,800 Im.

Commercial Fleet Donbass (CFD) as well as
Latvian Shipping Co. have exited the market with
the demolition of their respective ro-ro fleets.

Continued low earnings coupled with increasing environmental
concerns — particularly in connection with the entry into force
in July 2010 of MARPOL's annex VI - lead us to believe that
2010 will be another year of high demolition activity.

New orders plunged by 83% from a staggering 30 in 2008 to
five in 2009! The latter consists of one unit for llshin Enterprise
Co. at Dae Sun Shipbuilding and of four deep sea con-ro units
able 6,000 Im for Ignazio Messina at Daewoo. None of these
five is destined for the tramp market. The potentially positive effect
of a gradual correction of newbuilding prices throughout the



year was more than offset by the tight credit environment, leaving
most players reluctant at best but mainly unable to order ton-
nage. In addition, the depressed charter market ensured that
any intentions to order speculatively were stifled at birth.

The orderbook for 2010 shows that 38 units or 56,000 Im are
due to be delivered — of which six are destined for the tramp
market and are all unfixed. Of these six units, only one is under
1,800 Im (Al Hurreya 3), the rest being between 3,600-3,800
Im. Looking further ahead, 32 ships or 90,000 Im are scheduled
for delivery during the course of 2011, of which only three
units, each able 3,600 Im, do not have employment lined up.
This oversupply of larger units will likely exert a downward
pressure on the charter rates achievable in this segment. Ho-
wever, more importantly, it is still very much unclear whether
demand will be able to absorb this steady flow of supply in its
entirety. The answer hinges on the success or failure of the po-
licies fostering the global recovery, particularly in the advanced
economies of Europe and its periphery, where the ro-ro market
is centered. Considering the daunting challenges that lie ahead
for policymakers, we suspect that their rebalancing acts will proceed
gradually and with mixed results, translating into another year
of low mean chartering activity and weak charter rates.

Furthermore, it is unlikely that 2010 will see a sharp rise in sale
and purchase activity because of lingering credit constraints.
Those with deep pockets, however, should be able to find bargains
- but in a limited number. The substantial fall in Japanese high-
way tolls and their potential removal during the course of 2010
could have devastating effects on their domestic ro-ro market.
It is unclear, though, how far the ripple effects will reach because
Japan is more a source of second hand car carriers and ferries,
not pure ro-ro tonnage, which in most cases is unsuitable for
European trading.

Within the 1,200-1,800 Im size segment the total fleet stands
at 125 units with a total capacity of around 183,000 Im, which
represents an approximate 17% fall compared to 2008. Repre-
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Roro, 2,900 Im, 18.5 knots,
the first in the series of six
"ConRo 220" ordered by
Cobelfret at German shipyard
FSG, delivered in June 2009

senting the backbone of the tramp market, this size segment is
not being replenished, but rather continues to shrink. Approxima-
tely 46 units, with a total capacity of around 67,000 Im, within this
size will be 30 years old by 2011, in other words prime candi-
dates for demolition. A critical scarcity looms ahead and when
autonomous private demand does recover, we suspect that a
market distortion will emerge that will see the remaining tonnage
in this size segment earn proportionately more than the larger
sizes.

The French Ministry of Defense (MOD) and the ARK project,
which represents the MODs of Denmark and Germany, are
both hard at work to secure future strategic sealift capacity and
so far the most likely scenario would see their actions generating
orders of newbuilding tonnage in the larger size segments. Due
to the concerns we have already expressed about the market's
ability to absorb the already existing orderbook, such a devel-
opment could further aggravate the oversupply situation, even
though the deliveries would most likely occur well after 2011.

Slow steaming has witnessed marginal application because of
the nature of ro-ro trades, whilst, in some areas and routes,
there appears to be a tendency to switch from accompanied
trailers to unaccompanied or drop trailers. Whether this will extend
further remains unclear and is perhaps unlikely given the idio-
syncrasies of each area and trade. However, even if only some
routes currently served with ro-pax tonnage change to pure ro-ro,
the most trailer-oriented units are the ones likely to be absorbed.
Since most of the larger size segment on order falls into this cate-
gory, this could perhaps, in part, alleviate their surplus.

Based on our previous observations, if the US proceeds with
their troop withdrawal from Iraq according to schedule in August
2010, we do not expect that this will lead to a sudden hike in
demand for ro-ro tonnage, the US flagged fleet having suffered
just like the commercial one and being hungry for employment.
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MARINE INSURANCE

1

This trend could already be observed at the start of 2009 in the hull insurance
and P&l markets, and to a lesser extent in cargo insurance.

DINA TRADER

Containership, 868 teu, delivered
in 2007 by Sietas Shipyard,
operated by Myklebusthaug
Management AS
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On the face of it, shipowners, charterers (also significantly affec-
ted) and other transport professionals enjoyed a relatively stable
marine insurance market in 2009, with the exception of extra
costs related to piracy and a general increase in P&l premiums
in February 2009.

Insurers should still experience a significant fall in premium volumes
in 2009 compared to 2008, mainly as a result of factors related
to the financial crisis: lower insured values, reduced transport
volumes, unemployed ships efc. However newbuilding deliveries,
and the banks’ (mortgagees’) requirement to maintain sufficient
sum insured, moderated the fall in both hull and P&l volumes
during the year.

Thus the overall decline in transport premium volume of 3.6%
recorded in 2008 compared to 2007 (excluding P&l) should
continue in 2009.

According to figures published by the International Union of
Marine Insurers (IUMI) in September 2009, the hull insurance
market recorded a 2.4% increase in premium volume in 2008
compared to 2007. At the same time, there was a sharp drop
in the number of total losses and major events during 2008
compared fo the previous year.

However, according to comments reported by the same IUMI
companies, “Hull insurers have lost money every year since
19971” Note that insurers taken individually do not necessarily
give the same speech...

In the first half of 2009, hull insurers generally managed to
push through technical increases of around 2.5% - 5% for those
shipowners with satisfactory statistical results. Several insurers
categorically refused to renew fleets without increasing rates.

However, during the second quarter of 2009 this frend weakened
and the principal objectives of the insurers became:

* To retain the accounts of those shipowners with satisfactory sta-
tistical results (implementing neither increases or decreases).

* To exclude piracy risk from hull cover, in cases where it was
still included.
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* To secure fairly significant premium increases for those shi-
powners with below average statistical results but a “healthy”
outlook.

® Finally, to exclude from their portfolios those shipowners
which had expanded too quickly in the boom years without
the financial means to support this development and for
whom financial prospects were fragile.

At the same time, insurance brokers were being specifically ap-
proached by customers, anxious to reduce their insurance budgets,
to negotiate discounts for vessel unemployment and premium
reductions to reflect their lower insured values.

In this already tight market, with both shipowners and insurers
wanting to improve their results (the former through lower pre-
miums, the latter through higher premiums), new insurers also
attempted to enter the market (notably in Norway and Asia).
Clients also appeared more willing to spread their business,
even among new and inexperienced insurers.

Thus competition was particularly strong during the year, and
it would not be surprising if 2009 constituted the 13" year of
losses for hull insurers.



In contrast to hull and machinery, war insurance is currently
profitable for insurers and there was fierce competition over
premiums in 2009. This competition was taking place at a time
of high risk, mainly due to the rise of piracy in the Aden Gulf/In-
dian Ocean and Gulf of Guinea.

We have seen in the last 12-15 months a tendency by hull and
machinery insurers to push the piracy risk into war insurance,
with war risk insurers accepting such risks subject to potential
additional premium or deductibles.

The global financial crisis had a double impact on the cargo
insurance market. The combination of lower commodity prices
and reduced cargo volumes (European exports fell 10% - 20%)
led to a significant contraction in the overall value covered by
cargo insurers. Furthermore, during the year no significant new
business emerged to boost demand for insurance.

Although the cargo cake was reducing for insurers, most conti-
nued to participate in the sector which, over the past decade,
has produced the most profitable results in the marine and trans-
port insurance industry.

As usual, new players entered the market and, as usual, domestic
insurance capacity was able to respond to the new demand,
except in the case of a few specific commodity or species lines.
Thus competition was strong on the big well-known accounts,
which obtained significant premium decreases, while the mid-
dle-tier market remained stable.

This competition is taking place in a market which showed a
62% combined loss ratio for 2008, and thus can withstand
some price reductions.

We note that during the year charterers showed a marked in-
terest in new products protecting their liabilities against acts of
piracy, though this business still remains marginal compared to
the overall premium volume.

It is difficult to say how 2010 will develop: figures issued by
the IMF show that in November 2009 the worldwide volume

However, when the piracy risk is placed within the hull or war
policy, one must be aware that ransom payments are not covered!
This does not stop hull or war insurers paying a ransom under
“sue & labour” or General Average clauses, but it must be done
on a discretionary basis.

We would strongly recommend shipowners purchase a special
Kidnap & Ransom Insurance as this will pay not only for the
ransom, but also for loss of ransom, negotiators’ fees, medical
care for the crew, travel and accommodation costs, salaries,
legal liabilities efc... Such insurance can be purchased on a transit
basis or on a worldwide/annual basis.
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of exports returned to levels seen in October 2008 (just before
the crash) and thus demand for cargo insurance may strengthen
in 2010.

If this is sustained, one can speculate that cargo insurance prices
will remain stable while overall income will increase substantially.
However if the market remains depressed, the pressure on
prices will continue and could spread to the middle-tier market.
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ROYAL ACCORD

Capesize bulk carrier, 180,129 dwit,
delivered in 2009 by the Japanese yard
Imabari Saijo, operated by NYK Line

The January 1 renewal date has passed and the Protection &
Indemnity (P&I) industry has been preparing itself for the 20
February Club renewal season. The recovery in the financial
markets has enabled the Clubs to even out the investment losses
of the previous year and, despite continued underwriting losses,
announce more moderate general increases ranging from 0%
to 12.5% (averaging at 4.54%).

The Clubs’ long-held desire to break even on their technical un-
derwriting accounts is coming. This suggests that over recent
renewals (which included double-digit increases) the mutual
market has been steadily returning to the basic fundamentals
of underwriting ‘at breakeven’ and has decided to rely less on
investment income. However this has come at a price for shi-
powners, as statistics show the cost of P&l insurance has increased
considerably over the past 30 years in order to cover shipowners'’
ever increasing exposure.

It is unlikely that the global recovery, which seems to be emer-
ging, will be of such a magnitude that it significantly changes
the supply/demand relationship in the marine and transport in-
surance market, a relationship that is currently in the insurance
buyers’ favour. Thus, overall, we can expect a stabilisation in
the premium levels, or even a slight softening.

Paradoxically, it is probably in the hull & machinery segment
that the downward pressure will be the strongest. Newbuilding
deferrals, negotiated in the wake of the financial crisis, most
probably peaked in 2009, while the number of deliveries in
2010 and 2011 will significantly expand the world fleet. Even
if rade recovers, we are unlikely to see a proportional increase
in freight rates. As a result, owners will almost certainly put
more pressure on hull insurers.

However this hypothesis of a stabilisation, or even decline, in
the market will only be borne out if the financial crisis does not
affect the capacity offered by marine and transport insurers.
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With many shipowners suffering heavily from the economic situa-
tion, money has been hard to come by and with the high cost
of P&l cover we could see more shipowners (with vessels below
10,000 gt) turning to the fixed premium market. If this happens,
such shipowners will retain some of their liability — in the des-
perate hope that no claims are made in the areas where they
are not covered.

As from 20 February 2010, the retention of the P&l Clubs will
increase from 7% to 8% per event. Claims in excess of this new
level will be pooled among the 13 Clubs of the International
Group, which of course benefits from a common reinsurance
programme.

Have all the insurers’ accounts been purged? Have all the
losses linked to 2008's financial crisis been accounted for2 The
emergence of problems at a major insurance company, as hap-
pened in 2008, could reverse the seemingly inevitable down-
ward trend if it forces a reduction in capacity.

Prudence remains the name of the game therefore, and this may
explain a recent frend towards more litigation between insurers
and the insured. It may also be why, despite the favourable market,
the movement of accounts to new insurers has been relatively
limited and indeed mainly due to the reduced underwriting
capacity of some domestic insurers.

This report has been prepared by CAP-MARINE Assurances &
Réassurances SAS in partnership with Barry Rogliano Salles.

Www.cap-marine.com
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