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Master Thesis

A Study on the Activation of Ship Financing to Reinforce the
Competitiveness of the Shipping Companies in Korea

Kim, Jong-Hyun

Department of Port Logistics
The Graduate School of Maritime Industrial Studies

Korea Maritime University

Advised by Professor Shin, Yong-John

Korean domestic shipping companies are slowly recovering from the worst
crisis in history. In addition to the adverse effects from the global financial
crisis and sharp drop in cargo volume/freight level, shipping companies have
struggled in 2009. But business is expected to turnaround this year. As the
global economy gradually stabilized, it provides a window of opportunity
which gives our companies the chance to regain global competitiveness.
However, it is concerned that the domestic companies, unlike foreign
companies, will miss out on a great opportunity. While foreign shipping
companies have been actively expanding fleet with the help of
government-backed rescue packages, domestic companies are lack of
government support measures and are being held back by regulatory

constraints such as 200% debt-ratio restriction, in particular.

Despite signs of recovery in the shipping industry, domestic shipping



companies are unable to take aggressive steps since governments put more
weight on the restructuring and regulations. It is pointed out that the
government supports as much as companies’ own efforts are desperately
needed in the industry. According to Lloyd’s List, a leading daily newspaper
for the maritime industry, foreign shipping companies that had been badly
hurt by the recession last year, are preparing to embark on aggressive
moves with the help of an emergency aid of the government/financial

institutions.

The world’s third biggest container shipper company, CMA-CGM, which
was driven to the brink of bankruptcy last year, has recently taken delivery
of several new buldings that could not be claimed from the shipyard
previously. CMA CGM has received a lifeline worth $500 million from its
creditors and emergency financial bailout from the government and has been

expanding operating fleet.

Germany’s Hapag-Lloyds has joined the recovery as the government agreed
on exceptional 2 billion loan guarantee. China’s COSCO, with capacity of
approximately 560,000teu in 2009, also plans to increase its fleet by 60%
by 2013.

Some shipping companies have started ordering new buildings. Taiwan’s
Evergreen Line surprised everyone when it launched its mega plan to build
100 ships which include 32 wvessels of 8,000 TEU capacity. Greek
ship-owners, so called ‘Greek Tycoon’, have also been active and recently

ordered more than 40 container ships.
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In contrast, the domestic shipping industry is keeping low-profile because of
ongoing restructuring program set by the government and other regulatory

constraints such as 200% debt-ratio restriction.

Having signed a memorandum of understanding (MOU) with its creditors to
improve its financial position in 2009, Hanjin Shipping is expected to record
greatly improved 1st Quarter performance but the company has yet to make
aggressive move. Despite of an operating profit of 11.6 billion won in the
first quarter of the year, Hyundai Merchant Marine is being pressured to
accept a debt restructuring program by its creditors because its debt-to-equity

ratio went far beyond the cut off point of 200.

Should the government and financial institutions support shipping companies
who had excessively expanded its fleet in the past market boom is an
arguable issue. However, ahead of industry recovery, domestic shipping
companies must avoid making some of the most terrible mistakes such as
failing to seize a golden opportunity, or losing competitiveness. Domestic
shipping companies cannot afford to lose its competitiveness under the

restructuring trap.

Blind support from the government is hardly expected, but minimum and
timely support within the framework of law/regulations is required, and

companies also need to put intensive rescue efforts.
An shipping analyst said shipping companies operate on a business model
unique to any other business that is debt-financed so applying the typical

below-200 percent debt to equity ratio is inappropriate. As an increase in

= Vil -



debt to equity ratio is unavoidable when securing vessels, and as such
increase does not affect operations or cash flows, special consideration

should be given to the industry, he said.

A senior official of the shipping industry said, “In order to ensure that
Korea becomes one of the world’ top five marine powers, the government
should provide environment to compete with foreign shipping companies,
benefiting from the government support measures.” “In these circumstances,
it seems that the global competitiveness of domestic shipping companies has

no choice but to retreat”
Considering above circumstances, it is time for domestic shipping companies

to secure vessels competitively through active international/domestic ship

finance practices.
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2. Avt =3 A@AHe|Y| A F5) H"(Global Container Capacity)
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=

=

3 U B MY

ol

1) &8

(1) ZiEjojd 2252 AR (Drewry Container Forecaster 2Q10)

< 2-1>°lA = 4 A& vkl o], Drewryw HHOIY AT E LA oA

2010~1297kA] AA| Q% oAt thu] 62.2~69.1% TT7HA =24 Q1%/Q)

F d Ao oF3sta glor, vhd 20135 E 93.1% 20149 100% T+ 0=
I

Zalgich 281 AA AuTFe dFEAA

~

F 4, #HAA(Serapping) ol AHE FTAE, 2010 7.9%, 2011d 7.1% 7S
Aow dZaoirh
<3 2-1> A"y ¥w53 AHTE
(Unit: 1000 TEU) 2009 2010 2011 2012 2013 2014 Total
Scheduled deliver * 961 1,860 1,854 1,374 723 703 6,514
Less slippage to following years 600 550 350 50 0 1,550
less cancellations 100 150 75 0 0 325
Delivery total (end year) 961 1,160 1,154 949 673 703 4,639
Scrapping 351 157 182 135 123 86 683
Total global fleet (end year) 12,709 13,712 14,684 15,498 16,048 16,665
% of orderbook delivered in year | 100.0% 62.4% 62.2% 69.1% 93.1% | 100.0% 71.2%
Fleet growth 5.0% 7.9% 7.1% 5.5% 3.5% 3.8%

Note: 2009 is actual deliver; * includes slippage from previous year.
Z}5: Drewry Container Forecaster 2010 2Q



(2) M¥H Mz S7t (ALPHALINER)

<3 2-2>9 Alphahner.ﬂ Hie] W=, 2009 A Aelely ¥ A
tiH] 5.6% S7Fske] 47213, 13,060,177 TEUR AFHEE ™, 2010 9.5%, 2011
10.0%, 2012} 6.7% 7t Zo® o=t a28a 3d FLt ZEHO Y F
T S/ 8.7% FElE dFHyoH, J%]H(Scrapplng)L 20103 180,000TEU
FEo 7 oAEH, 2011~133S 150,000 TEU 55202 A4EH A7) S/
of ojm Z3gtw o] it}

rL

<3t 22> A3 A% F7} (ALPHALINER)

2010 Deliveries | 2011 Deliveries | 2012 Deliveries | 2013 Deliveries | 20102013 | & Ao

Size Deliveries st
4] Teu [4%] Teu [#%] Teu |A%] Teu [#%] TEU | W=
<500 - - - - - - - - - -l 0.0%
500-999 26 20,871 9 7,583 - - - -| 35 28,454 4.6%
1,000-1,499 | 29 33,379 24 27,572 11 11,348 - -| 64 72,299 8.7%

1,500-1,999 31 53,794 8 14,368 7 12,840 4 6,928 50 87,930, 9.1%
2,000-2,999 22 56,716| 12 31,475 13 34,407 7 18,986| 54| 141,584 7.8%

3,000-3,999 22 75,704 9 31,568 3 20,619 - - 34| 127,891 11.8%
4,000-5,099 75| 337,879 35| 157,954 37| 164,460 17 73,250 164| 733,543| 26.6%
5,100-7,499 32| 207,991 38| 246,539, 24| 158,508 1 7,450| 95| 620,488 25.3%

7,500-9,999 33| 283,923 32| 279,243) 17| 145,960/ 16| 137,000 98| 846,126/ 42.6%
10,000+ 29| 379,628 61| 765,674 52| 662,520| 23| 294,846| 165| 2,102,568 439.4%

Slippage | -14| 30,000 11| 20,000 3| 10,000

Tost::p:ﬂer 285| 1,419,785/ 239| 1,581,976 167| 1,220,662 68 538,460 759 4,760,883 36.5%
Rise o . R :

12 Months 9.50% 10.00% 6.70% 2.30%

Z}5 @ Alphaliner Cellular Fleet Forecast, Aug 2010

53], ofAok-RHGRH, ATMTE SHCeE $FHT e 10,000 TEU
3 o]AF Aure] 2010~2013 el 1653 2,102,568 TEUZ} QU4/9l%d dgo]H,
ol d MR 4394% F7tshs TAE FF ofNol-FHEESY, T FE
A Cascading™ &= HIEF T2 a5 7H7F S8 HE dsolth



B Foet Capacity (& TE) Reet Growth (Alpahliner)

20,000 17.6% - 20%

0,
15,000 16%

12%
10,000
8%

5,000 4%

0%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

<713 2-1> Fleet Capacity and Fleet Growth
Z}%&: Alphaliner Cellular Fleet Forecast, Aug 2010

(3) A
Alphalinerol] w23, H A AAEE 236,000 TEUR & AE7]F 1.7% ¢
O 7 o] 2009 129 o]F 1284k TEUS] Alo] 7} &7 Hjx =)

Idle containerships by size range
BO0 i ——— . B U R

- "
(141
L o
"l[.1 Size (teu)

111N R . L over
15,000-7,499
= 3,000-4,999
= 2,000-2,999
= 1,000-1,999

0 500-999
© Alphaliner

500 ... m]

il
l -
=
200 77
100 H
o LI
8 8
s &
] ]
= 2

Vessel Count
<1
o

Oct-09 [ ————— ]

Jun-09 T e—
Apr-10 _:“’:‘

lan-10

g 8 8 8 > = s g g
R L & 2 5 5z 5
= = 2 & a = 2 - Z

Idle Fleet Breakdown by Non-Operating Owner/Carrier

NOO TEU ™ Carrier TEU

Millions

TEU

Z}5: Alphaliner Weekly Newsletter 2010 Issue 33
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FZ 2000 TEU & ©|3te] Aulo] A= 9low, 2000 TEU & ©]AF Aut
& SAFE7} Peak Seasons Brolsto] Extra A¥Fo® o] &I Qv I8l
A7 AubE Qo] F§, FYULdA wE AV]E F 203, °F 210,000 TEUZ}

2010 185 §A87F e, AgER Adolsht 687t AHH R

Z 30,000
=
% 25,000
i
+ 20,000
£
5 15,000
10,000
5,000
D T 1] T
= HEBE =5 o
||_ 1) L 1 i 1
@8 3g =2 2
o 750 TEU ~ sew3500 TEU
2500 TEU 1700 TEU

] 100 TEU

<I1¥ 23> §AdE |
2} Alphaliner Weekly Newsletter 2010 Issue 33

HT EA5E BIAE FA 5t 9191, & Peak Season®| A|&5EH+= 9€~10

( T
FO TAFgR Hy Y A Sized] Z7HEo] 2010d 2Q7]%F Adthn]
OfA oL HERE 7.1%, HIBITZE 72%, A FE 8.5%= F7Fstslon, A

_10_



<3# 23> 7o sATE =4 9 B AF

0,
No. of Service A.verage Vessel No. of Vessels .A Change
(Apr 1) Size per Weekly 8.000+ TEU in Ave.Size
Trade String (TEU) g Vessel

2Q09 2Q10 2Q09 2Q10 2Q09 2Q10 |2Q09/2Q10
Far East/Europe Trade
Far East/N Europe Trade 27 25 8,132 8,691 139 176 6.9%
Far East/Mediterranean(direct) 21 17 6,058 6,449 42 41 6.5%
Far East/Mediterranean(wayport) 9(1) 7(1) 5,631 6,192 - - 10.0%
Total 49 43 7,231 7,745 181 217 71%
Transpacific Trade
Far EasttUSWC 47 36 5186 6196 35 48 19.5%
Far East'USEC-Panama 13 11 4577 4217 - - -7.9%
Far East'USEC-Suez 2 3 5368 6137 - - 14.3%
Far East/USEC via Suez & Panama 0 1 0 4650 0 0
Far EasttUSWC and USEC 4 5 4424 4801 - - 8.5%
Total 66 56 4997 5451 35 43 7.2%
Transatlantic Trade
Eur/N Atlantic 12 8 3769 3945 - - 4.7%
Eur/S Atl, US Gulf, Mex 4 3 3557 4407 - - 23.9%
Eur/Montreal (Canada) 4 3 2816 3117 - - 10.7%
Total 20 14 3627 3935 - - 8.5%
Grand Total 135 113 5714 6336 216 265 10.9%

Z}5: Drewry Container Forecaster 2010 2Q

zdlE Aue FE2 opokwHGRHATZE FAHL, A

Cascading™] & A8} BB Y At T4H0® T Aoxr o5k
%) N0 o 4avurt HFF B2, obAlohf
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3 FR

Global breakdown of

cellular capacity deployment as at
1 Aug 2010
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Z}5 : Alphaliner Weekly Newsletter 2010 Issue 32

(1) Drewry/Clarkson ZiEH|0|{ =SS 0=
AAA A"y Fods rudyd a, 24718 vt 254 & A
£ Hola glow, Ad tiH] FrkEE ofghe] o] wAstal it
<3t 2-4> Drewry/Clarkson ZAH|o|Y EFF o5
Year 2008 2009 2010 2011
Container Volumes (million TEU) 148.6 133.9 145.4 156.2
Drewry
Growth Rate 4.6% -9.8% 8.5% 7.4%
Container Volumes (million TEU) 137.0 124.0 138.0 152.0
Clarkson
Growth Rate 4.3% -9.1% 10.9% 10.7%
Z}5: Drewry Container Forecaster 2010 2Q, Clarkson Container Intelligence Monthly
July 2010
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10%E Holil glom, o= AXAA L] A2 g A= S5 8]
A5t olEW B dE, § sAYE T Ao E FrkE A v
2009 AlA AA L] HAAZ] o] Fofl= 7] ARl F4e B S50
A Holu, ofAlolF =, Ak, FEoprol, sdolAohe] EsF T TE,
), ob=ZEgt 5 1—?— M=oz 5% T7F EFc] oldxa 3lo,
20102011d =5 S7he AT BATEAA SEEFE, dudre &

=
[¢] (¢} s
5% F7be ggow sobern.

to
e
=
=
il
[\]
et
rL
(b
offt
ot
flo
(02e]
[9)]
3
=
1,

X

o =R ] B 20094 20109E | 20109E | 2010€E | 2011E | 2011E

Drewry Drewry HLI Y=t | HLI 8] | HLI Y34 | HLL B] &

E/B 11,535 12,512 15,086 14,634 16,837 15,879

TPS W/B 6,526 7,179 6,605 6,407 7,371 6,952

Total 18,061 19,691 21,691 21,042 24,208 22,832

A E/B 5,476 6,013 5,503 5,338 6,141 5,792
e ol AES wiB 11,547 12,167 13,642 13,234 15,224 14,359
=TT Total 17,023 18,180 19,145 18,570 21,365 20,151
E/B 2,436 2,523 3,067 2,975 3,423 3,228

TAS W/B 2,735 2,828 3,791 3,677 4,231 3,991

Total 5,171 5,351 6,859 6,653 7,654 7,219

A 3 EFATY, CDA-MR 13 2013 24

2010 FRE F =T Al oA, dAQ d5or AAA BAEA
F 4.6%E NFGSIILIMF, 2010. 07), H#ARD dF0 7 33%E WSttt
(World Bank, 2010. 06). P}F7FA| 2 2011 v & %3 Ao Qloja Yot

Aol oA o7 AMA FAANLE 4.5%= WHF 35 I (OECD, 2010. 05), H &4
Q) =0 % 33%= WY alglthWorld Bank, 2010. 06).
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3) Global Insight 0| =
MA Aoy AFES 20099 -7.2%, 20101 8.1%, 2011 6.8%= E} 7|
e Hydo s dridstelt.

A2 i) Adadel 284

=
R = (asset based financing)o] WA, A8}o] &4
gas Agste S AAR she ZRHE
ylo] 7 (project financing)3)2] U Folt}.
AR kA A S AE LA e A AFtozE At
T8lol A9 27Fsd Holth AvtEdles AEeA Q] 2wl Q75w oA
o] 71l UAA Adurmgo] Hed AxA o]lfolvt. Trfst Abd g%

Ae AuEEe G4 AYsEnan & & Aok

l

2) Aure Bushs e AxuE
g, 47184 5ol Quk Auk Sueli Ao Azo] 4257 wEe] AxuF
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boat charten)& §HE 9] th7bz §4F7 Aute] Af B e A/ e
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account 5 5 & 7HA| §RE Ayt HE =g
AFO 2 SPCE T3l A4S Az Aleks Aldsty, & d8a A3s
AsA EAFAurs| b el SRS Adst ST s AHEstE O
7I2 A RE AESh=d AHFE 92 escrow accounts F3 thFEAAl H A A
T TER

(A Ag)E ol8E TR o, FAVTFERIS
80%7kA] Algsk, Adukele & HAF »d 7|k 12deld.
A s o

S R DRTES

f
o
o
o
lo oo 1o g%

1) Ship Financing &% Flow (Open Bidding 7|&)

(1) REP (Request For Proposal) &+ % 8 Term Sheet A T/HE
(2) Mandated Bank #| %

(3) =% Credit 2JAF ¥ Documentation

(4) Signing

(5) ABAF(CP) FHe D Closing

2) Ship Financing Loan 74

(1) Senior Loan : ¥ (A]%7F 7]5)9] 60~80%2] =< =

4) At gelrl 7Hg Fosh Fie Ad AAelth o5 gls) v [l el b
Az Ak 8 AFE AFEIERG)S FEE Frsti Aup QI Fofl= v

5) Aubah 2o AAREEE) Felis v A GR oAb v
b AR ouk REAR) debd ARAe Agstdets vl 1, Eu 5o

23t o= Aute Aol BEol vge A% dujy e 94 eydn



(2) Junior Loan : Senior Loan ©|2}¢] el st t)& (A 71 20~40%+7 &
H]g)0] ™, Senior Loank.U} o] &} §o] Eom F=0 thuy i}
3) Ship Financing &3 =& H|2 (0|X} H|E H|2|)
(1) Upfront Fee (FHTT %)
(2) Commitment Fee (T 5)
(3) Agent Fee (th2] 1)
4) MZEM Financing BBCHP #2F 71&
SPC . ——  Zgu
Loan
Novation
Shipbuilding BBCHP
Ze 4 —> A A}
MOA

<Z1¥ 2-5> A% Financing BBCHP #A|¢F %

(1) =2 AUAM

(D Loan Agreement (=8 %-SPC) : 2t 7|3k, o]A&, Ay @H 9 SPC(AA}
E3hHe FAR 5 I

@ BBCHP Agreement (SPC-“1A}) : BBCHP”|Z}, Hire (Fixed Hire + Variable
Hire) ¥ 249 3/7%/88 5 H7]

@ Novation Agreement (SPC-AAF-ZX4~) @ 7] A4 ¥ Shipbuilding 7] SH(Z=A 4

AXHE SPC Ak A 5 W7
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5 A4 4§, Loan Agreement (&

@ Basic Agreement (SPC-AARL-ZAA 7
§&-SPC Z}), BBCHP Agreement (SPC-AA} 1), Shipbuilding Contract

(SPC-AA} Zb), Supervision Agreement (SPC-AAR-ZAA 31y AAF7F SPC
= gialste] de Ax e AdE F

(2) l=™ e AQEA (Securities During Pre—Delivery)

(D Shipbuilding Contract %% (Assignment of Shipbuilding Contract)
(@ Refund Guarantee %%

w5 (Assignment of Refund Guarantee)
3) BBCHP %% (Assignment of BBCHP)
@ SPC 2] %% (Shares Pledge)

® SPC Azt A A7 (Account Charge)

® sTEe EATHEFYH LOUuZE Alvd A5, LOUYE (Assignment of
LOU)E F7H o= Al

3) o= HE
o

H2FM (Securities During Post—Delivery)
O 1=9] Ad

X (IstShipMortgage)

@ K3 % (Assignment of Insurance)

@ Loue°ll 27 ste], COA/TCZt AA=E -9, COA/TCASF % (Assignment

of COA/TC) ¥ COA 75 Ad A% (Pledge of COA/TC Account)s F7}
Aow A

(4) ZIEF AlSF MF

(D Fee Letter : Upfront Fee ¥ Agent Fee ¥& A}3+<¢]
Z}

D AEA AAE

@ Agreed Form Certificate

2} Securities 7| 9FA] T AFRE

5) =1M Financing BBCHP A 2F 3=
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SPC — a4
Bill of Loan
Sales
BBCHP
Seller — Buyer

MOA

<719 2-6> <314 Financing BBCHP Al°F %

(1) &8 AUA

D Loan Agreement (=8 %-SPC %h) @ *}}17|3h olx&, Ay @XH % SPC
@Ak EE T 5 W)

2 BBCHP Agreement (SPC-AA} ZV) : BBCHP7|ZF, Hire (Fixed Hire +

Variable Hire) % #4192 &&/FX/3#8 & H7]

(2) 22 A2UM (Securities)

D 1509 ABF @1 (Ist Ship Mortgage)

@ K3 % (Assignment of Insurance)

3) BBCHP %% (Assignment of BBCHP)

@ SPC 2] %% (Shares Pledge)

® SPC Azt A A7 (Account Charge)

® COA/TC7} 71A1d 2 IR =Z AlgE H-F, COA/TC AlF 4% (Assignment
of COA/TC) COA A& AA A% (Pledge of COA/TC Account)s F7F4 0
7 Al

A S84 2y AR

AutFge] Baa Hohel Qo] F® nAdcl @ ket 494 Ag
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AAAAF o R Aulgg LEZE Q9 X7} 2009 Al US$ 381.2 billion®]]
A U$ 333.3 billion® = 12.6% #4353t 53] =& Crisis® A3t 2191 Deal
of thet FHAY F4 4 o
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