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i The Market as manifested by changes in annual BDI
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L 500 2016: BDI went from 473 at the start to 290 -
’ by February to end the year at 961 after
1eoo | reaching a peak of 1,257 in November.

ool ] N n?(\/
=1 Nk‘w Nt |
NN A

— )il
QD ] [/ |

2017: BDI went from 953 at the start to lows of 685 in
200 February & 820in-July and reached peaks of 1,588 in
October & 1,743 in December, ending 2017 year at 1,366.
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Average BDI versus Ships scrapped in 2016 - Q1°18
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Is China’s Import Growth Sustainable?

+ China wants to stop producing ‘product’ or normal Steel and produce only high quality Steel. To
do that you will need high grade iron ore and high grade coke, both mainly available from
imports.

s China has slapped a ban on imports of Coal from North Korea. This was about 23 MMT during
2016 with very low ton-mile impact. This has added to the ton-mile demand growth.

s Pollution can only be reduced by using cleaner Iron Ore, Coal and Coke via imports.

s China shut 500 MMT of coal mining capacity over 2016 & 2017. China aims to cut outdated coal
capacity by 150 MMT in 2018. If this target is met, China will have achieved 81% of the 800 MMT
target by end of 2018 with the deadline being end 2020.

% China has withdrawn 1,000 licenses in the iron ore mining sector during 2017.

s China has ordered, between 15Nov’17 to 15 Mar’18, a 50% cut in Steel production and 30% cut
in Aluminum production in 14 provinces every year till 2021.

% Latest available Data points on China for 2017 & up to Q1°2018 (annualized):

Iron Ore imports for 2017 up 4.9% to 1,075.3 MMT. Up to Q1’18 was 270.4 MMT (1,081.6 MMT).
Coal imports for 2017 up 6.1% to 271.2 MMT. Up to Q1’18 was 75.4 MMT (301.6 MMT).

Steel production for 2017 up 4.8% to 845.1 MMT. Up to Q1°18 was 210.8 MMT (843.2 MMT).
Steel inventories for 2017 down 24.0% to 7.9 MMT. Up to Q1’18 was 17.9 MMT.

Steel exports for 2017 down 30.6% to 75.6 MMT. Up to Q1’18 was 15.3 MMT (61.2 MMT).
China consumed more Steel in 2017 up by 9.6% to 782.7 MMT than last year likely due to
development of One Belt, One Road project. Up to Q1’18 was 199.0 MMT (796.0 MMT).
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i Chinese Iron Ore and Coal imports

Q1°2017: 271.1 MMT, Q1°2018: 270.4 MMT Q1°2017: 64.7 MMT, Q1°2018: 75.4 MMT
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Chinese Soyabean imports

Q1°2017: 19.5 MMT, Q1°2018: 19.6 MMT
%CHANGE: + 0.5 Y-O-Y
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Chinese Steel Production, Inventory and Exports
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i Industry Overview - Supply Side Analysis
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Dry Bulk Fleet as of 1st Apr 2018

Ship Type DWT Range (MT) Ships Av Age (yrs) Total DWT Av DWT % of DWT
(m MT) (MT)
Handysize 10,000 — 29,999 1,857 14.36 38.58 20,775 4.71%
Handymax 30,000 - 39,999 1,745 7.44 61.32 35,140 7.48%
Super Handymax 40,000 - 59,999 2,682 9.99 142.85 53,263 17.42%
Ultramax 60,000 — 69,999 836 4.45 52.60 62,914 6.42%
Panamax 70,000 — 89,999 2,155 8.79 170.11 78,937 20.75%
Capesize 90,000+ 2,003 7.76 354.48 176,975 43.23%
Total / Average 11,278 9.28 819.94 72,703 100%
Changes in 2018
Ship Type DWT Range (MT) Ships (No / %age) DWT (m MT / %age)
Handysize 10,000 — 29,999 -2 (-0.11%) -0.03 (-0.08%)
Handymax 30,000 — 39,999 +19 (+1.10%) +0.71 (+1.17%)
Super Handymax 40,000 - 59,999 -3 (-0.11%) -0.10 (-0.07%)

Ultramax 60,000 — 69,999 +29 (+3.59%) +1.83 (+3.60%)
Panamax 70,000 — 89,999 +14 (+0.65%) +1.19 (+0.70%)
Capesize 90,000+ +11 (+0.55%) +2.81 (+0.80%)

Total / Average

+68 (+0.61%)

+6.41 (+0.79%)
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Dry Bulk Fleet - New Buildings Projected vs Delivered
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i Confirmed Orders on 1st Apr 2018 till end 2021

20.00
Total Confirmed Orders:
18.00 2018: 27.57 mDWT or +3.36%
2019: 27.49 mDWT or +3.35% 15 88
16.00 2020: 20.79 mDWT or +2.54% :
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Bulk Carrier Contracting (mDWT)
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i Ships Delivered & Scrapped (Jan’17 - Mar’18)

Delivered in Q1°17 = 17.28 mDWT
Delivered in Q1°18 = 8.12 mDWT
Change =-9.16 mDWT (- 53.0%)
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Scrapped in Q1°17 = 4.99 mDWT
Scrapped in Q1°18 = 1.7 mDWT
Change = - 3.28 mDWT (- 65.7%)
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i Annual increase in Dry Bulk Ship Supply in DWT

Year End No of ships Av Dwt Total Dwt % Change CAGR (8 years period)

2001 5,475 52,281 286,240,329 4.16%| |

2002 5,557 53,024 294,652,566 2.94%

2003 5,632 53,834 303,190,410 2.90%

2004 5,847 55,139 322,395,450 6.33%

2005 6,161 56,687 349,250,814 8.33% [ 0.09%
2006 6,412 57,953 371,596,437 6.40%

2007 6,670 58,716 391,638,490 5.39%

2008 6,978 59,880 417,841,795 6.69%

2009 7,312 62,820 459,343,243 9.93%| 1

2010 8,154 65,626 535,110,328 16.49%

2011 9,072 67,160 609,272,229 13.86%

2012 9,628 70,341 677,238,680 11.16%

2013 10,112 71,123 719,197,997 6.20%  7.41%
2014 10,514 71,721 754,070,036 4.85%

2015 10,755 71,771 771,899,513 2.36%

2016 10,967 72,072 790,409,109 2.40%

2017 11,210 72,572 813,530,004 2.93% "

2018* 828,947,992 1.90%

2019* 841,980,692 1.57%

* pbased on 30% slippage (actual was 33.7% for 2017) & 12 MDWT scrapping (actual was 15.16 MDWT for 2017) for 2018 and 2019
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Annual growth increase in GDP vs Dry Bulk Demand

Year World GDP growth (from | World Seaborne Dry Bulk Tonne-miles
IMF) Trade (tonne-miles) % Change Period (2000— | World GDP growth Dry Bulk Trade
2017 . IME (Tonne-miles)
2000 4.8 13146.73 9.0 ) (from IMF) % Change
2001 24 13365.50 1.7 Period 18 years 18 years
2002 3.0 13475.45 0.8 Average 3.85 5.00
2003 4.3 14412.72 7.0 Difference 1.15
2004 5.4 15937.76 10.6 Basis point 115
2005 4.9 16796.29 5.4 y
B Annual World GDP growth B Annual Growth in Dry Bulk Demand
2006 5.5 18096.56 7.7
12
2007 5.6 19100.08 5.5
2008 3.0 19292.70 1.0 v
2009 -0.1 18591.72 -3.6 8
2010 5.4 21041.42 13.2 .
2011 4.3 22331.17 6.1
2012 3.5 23722.83 6.2 ’
2013 3.5 24936.06 5.1 2 I | | ‘ ‘ ‘ | |I ‘
2014 3.6 26445.46 6.1 , I | I _ |
2000 2001 2002 2003 2004 2005 2006 2007 2008 2 2010 2011 2012 2013 2014 2015 2016 2017
2015 34 26675.89 0.9
-2
2016 3.2 27292.43 23
2017 3.7 28680.28 5.1 >,
2018(e) 3.9 29672.80 35 Clarksons now estimate this
= = ~—— to be between 3.7 to 3.8%
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Trump’s tariffs and it’s impact on Dry-Bulk Shipping

% US President Donald Trump made official plans to impose tariffs on some $60bn worth of goods
the US imports from China. The tariffs aim to target about 12% of the value of goods that come
into the US from China.

PSL’s reading of these Tariffs:
% For the moment these tariffs do NOT create any impact on Dry Bulk.

s The impact will be felt by Container Ships/Liner trades, Roll-on/Roll-off ships i.e. car carriers,
and Tankers — certainly NO impact on Dry Bulk trade!

% In case of soybeans, the second largest US export to China in dollar value terms at $12.3bn
retaliatory tariffs from China on US Soybeans should be good for ton-mile demand growth as
the next alternate country from where China could buy approximately 100 MMT of Soybeans
annual import, would be Brazil/Argentina. Beneficial impact from tariffs!

s Total Steel exports from China to the USA in 2017 was a mere 700,000 tons. Assuming this Steel
will not be exported from China to USA it will make no difference to the amount of Steel being
produced by Chinain 2018 nor on its Steel exports to the rest of the world. Steel exports from
China have been falling sharply since 2017 (-30.6%).

% During the year 2017 total cargoes carried on PSL fleet ships was 11.76 MMT out of which NO
direct cargo was carried between USA and China or vice-versa.
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Regulatory changes - BWM Systems & Scrubbers

Ballast Water Scrubber Plant

Cost: about USD 1 Million Cost: about USD 3 - 6 Million
Downtime: about 10 days in drydock Downtime: about 4 months in drydock
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i Engine fitted for LNG Fuel on Existing & On Order Ships

242 existing ships are LNG fueled.
This is just 0.26% of the existing fleet
of 94,318 ships as of Feb’18

LNG-fuelled (Existing Ships)

90 30
80
70
60 57
50
40
. 28 32
14
10 2 I
2 mnmn B
¢ A <& A 9 A ¢
¢ $ ¢ SO & 3
é‘\ \Cé \Qo «'b"* (}0 ‘@}Q ‘b‘* ‘(é Q\‘}\o
Q® 0@(\ Q-d

REECIOUSISIIPRING RGLL

111 On order ships are to be LNG fueled
equal to just 0.35% of the total fleet of
97,729 ships as of end of 2020 (basis
Feb’18 data).

LNG-fuelled (On Order Ships)
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D,

279 existing ships are Scrubber fitted.
This is just 0.30% of the existing fleet
of 94,398 ships as of end Mar’18

Scrubber fitted (Existing Ships)
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Scrubber fitted on Existing & On Order Ships

162 On order ships are to be Scrubber
fitted. Including the forward book there
will be just 0.45% Scrubber fitted ships
out of the total fleet of 97,907 ships as of

the end of 2020.

Scrubber fitted (On Order Ships)
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i Scrubbers and their merits /| demerits

Issues:

« Differential between clean oil and dirty oil is expected to increase to over USD 400 PMT.

s Ship burns 25 MT of oil/day additional cost per day would be about USD 10,000 (about USD 2m
per year assuming 200 days at sea).

s Scrubber costs about USD 6m, require 4 months to retrofit in dry dock, and would have a
payback of about 3 years.

Problems:
s If actual results don’t meet the emission standards then you will be fined.
s Even if the system works perfectly, what if the Scrubber manufacturer goes bust? Where will
you get your spare parts or consumables from?
Storage of wash-water and it’s disposal will have to be managed.
Ships staff need to be trained. Installation of additional power for the huge scrubber pumps.
And, most importantly, ship owners simply do NOT have that much cash lying around to
spend on expensive, untried and untested, equipment.
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Actionable Plans:
» At PSL we plan to burn LSFO or MGO to begin with for the first year.
» This will allow us time to see if the scrubbers actually work, whether the manufacturers are
financially solvent, and, hopefully, prices would come down in the meantime.
s After ayear we will relook at this exercise to see what are the Fuel oil price differentials, cost
of scrubbers, availability of high sulphur fuel oil etcetera before making any decision.
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Regulatory Impact of LSFO from Jan’20

By the start of 2020, there will be 142.03 MDWT or 17.3% of
existing dry bulk fleet that would be over 15 years of age and
become likely scrapping candidates due to expensive
regulatory environment, the direction of BDI and scrap prices.
By the end of 2020, this figure will reach 165.26 MDWT or
20.2% of the existing fleet.

41.5%

Handysize Handymax Super Ultramax Panamax Capesize
Handymax

m%ge >15 yrs by start of 2020
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3rd & subsequent Special Surveys - Q4’19 to 2020

DWT of ships that will need to carry out their scheduled 3" or subsequent
Special Survey (SS) and will need to fit the BWTS onboard.
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i What steps will Owners take post 1st Jan 20207?

*» Try and reduce the additional daily cost by burning less clean oil
per day.

** This can be done by slowing the speed of the ship.

¢ Daily consumption would drop by between 3 to 4 MT per day per
Knot of lower speed.

** Most owners would reduce speed by about 2 knots.

“* Assuming normal speed of say 12 knots the ship would steam 12K
X 24 hours X 200 days = 57,600 nautical miles.

** Reducing normal speed to say 10 Knots the ship would steam 10K
X 24 hours X 200 days = 48,000 nautical miles.

*» This results in a 16.7% reduction in available ship capacity.

* Post 1st January 2020, owners will scrap many more older ships.

* Owners will slow down their ships in a significant manner.

¢ Supply side will reduce further due to slow steaming and/or
additional scrapping.
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i To Summarize:

s 2017 taught us —demand/supply balance is really very close — leading to an
almost profitable year for all.

* 2018 demand growth should be about 2% higher than supply growth and
lead to increasing profitability.

> Similar pattern for 2019 with demand exceeding supply growth by about 2%
Increasing profitability even further.

s 2020 would be a very interesting year with slow speed, due to high LSFO
costs, absorbing anywhere between 8 to 16% of existing supply.

¢ Effective cost of capital is rising with rising interest rates. This should act as
a dampener for rapid increase in future supply of ships.

** Future environmental rules/targets like ‘minimum 50% reduction in CO2
levels by 2050 compared to 2008’ could increase the cost of ships in the
future and keep the supply side disciplined.

*» Geo Political risks could act as speed bumps along the way increasing
volatility.

s Use of tariffs by Trump and retaliation by other leaders/countries could
result in demand growth not meeting it’s true potential.
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Thank You!

A

PRECIOUS SHIPPING
PRESENTATION
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