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SHIP FINANCE IN THE BASEL IV ERA
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Disclaimer RISK

This presentation has been prepared by BNP PARIBAS for informational pm@ only. Although the
information contained in this presentation has been obtained from sources BNP PARIBAS believes to
be reliable, it has not been independently verified and no representatio nty, express or implied, is

made and no responsibility is or will be accepted by BNP PARIBAS s t00r in relation to the accuracy,
reliability or completeness of any such information.

Opinions expressed herein reflect the judgement of BNP PA as of the date of this presentation and
may be subject to change without notice if BNP PARI es aware of any information, whether
specific or general, which may have a material impact on an opinions.

BNP PARIBAS will not be responsible for any con s resulting from the use of this presentation as
well as the reliance upon any opinion or statement herein or for any omission.

This presentation is confidential and may’ &e reproduced (in whole or in part) nor summarised or
distributed without the prior written permissg NP PARIBAS.

© BNP PARIBAS. Al rights reserved. Q
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WHAT SHIPPING WILL ALWAYS BE ABOUT... RISK
N
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DRY — DEMAND (in Tera (10%2) Tonnes x Nautical Miles) RISK
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mAillion DWT

DRY-BULK VESSELS — SUPPLY (in million dwt) RISK

p—

—A

80%

1400 12 1

10 - @tLQ

1200

1000 %(‘-O
80 0
gl
= 0% ¢ E
4 il
400
200 L
0 0

RRERERAUE WS s Wbl 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16

MFlet- left  © Orderbook- left -to-fleet ratio - right

 Deliveries W Scrapping (monthly)

Source: Clarkson Research, Paribas EIS

:_t a BNP PARIBAS The bank for a changing world Market Developments | 28/02/2017 | 13



WET — DEMAND (in Tera T.NM)

®m Crude oll
® Product
wLNG

Chemic

$ BNP PARIBAS The bank for a changing world



Milliom DWT

CRUDE TANKERS - SUPPLY (in mio dwt) RISK
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FINISHED PRODUCTS — DEMAND (in Tera TNM) RISK
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Strong decrease In fleet productivity... RISK

2000 2316 % change

Demand Supply Procdictivity 2016/2000

Tonnes.miles dwt
(trillion) (million) (t.N. ll’dwt) (t.NM/dwt)

Dry-bulk 270 48 500 34200 -30%

Crude tanker 8. 220 36 900 26 100 -29%

Containership .1 65 47 700 34 800 -27%

./
Source: Clarkson Research, BNP Paribas EIS
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. very favorable terms for cargo interests! RISK

Vessel type Indicative spot Freight Chs! as of Today

-\ Freight compared
USD Terms (=) 4 cost delivered

Capesize / 10,000 miles 5-10 %

VLCC bbl / 10,000 miles 2-4 %

Containers TEU / 10,000 miles 2-5 %

Source: Clarkson Research@

Paribas EIS
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... but unproductive capital for shipowners: RiSK
an illustration with a 2008-VLCC ordered in 2006 —
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A supply dearth in sight? RISK

180
160 -
140

Still young fleets i3

80
60
40
20 -

dScrapping: next year wl{@nore. USD-LIBOR-3m

" 10%

N :
N4
O 40

dLow $ intereskés(e — but increasing 0% 5
DShipyard@(d life: 2016 lowest contracting in 35 years.
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Evolving demand drivers? RISK

| X
ADry-Bulk =» Chinese steel? Q
d Chinese capacity restrictions. ‘l/

aVery low number of electric arc f es yet.

dCrude-tanker = now O restrictions?
APrice elasticity to quot@.
>

dContainer = méj acturing onshoring?
dVertical inte%; n.

A Robotisat'Q, D-printing...

Source: Clarkson Research, Paribas EIS
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Regulatory « remedies » as accelerators? RISK
po—

N

AMARPOL ANNEX 6: as from 20207 bunker prices,
d Gasoll? Desulfurized fuel oil? Rotterdam

d Scrubbers? §“
O LNG engine... Q/ 00
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d High investmentér ure at survey time as from 2018?

dFinancing Qgth... today’s topic.
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Regulatory perspective of ship finance
Professor Christos Gortsaz

1. International and EU framework on carpitzi requirements

o Banks established in EU Member Siates are required to meet the

capital requirements lain down in Regulation (EU) No 575/2013
(CRR) to cover unexpected losses

e The provisions of the CKR iargely reflect the standards adopted by
the Basel Committee oni Banking Supervision (Basel Committee)
and applied — more or less — in the largest jurisdictions, including
EU, USA, China, Japan, Hong Kong and Singapore.




Regulatory perspective of ship tinance

1. International and EU framework on cabital requirements

e For the purpose of calculating capita! requirements for credit risk
banks may use:

— the standardised approach, or

— the Internal Ratinigs-Based approach (IRB approach).




Regulatory perspective of ship tinance

2. Standardised approach

» The standardised approach is less sopiisticated

o Banks’ exposures to shipping companies are included in the
corporate portfolio and recerve a risk weight of 100%0, unless they
are rated by an External Credit Assessment Institution (Article 122
CRR)




Regulatory perspective of ship tinance

3. IRB approach

o Pursuant to the IRB approach, capital reguirements are calculated
based on the following core credit risk parameters:
— Probability of Default (PD),
— Loss Given Default (LGD),
— Exposure at Default (EAD), and
— Maturity (M)

The IRB approach 1s more tailor-made, allowing banks to assign
risk weights to exposures based on their own risk assessments
(bounded)

Shipping i0ans under the IRB approach receive (on average) risk
weight of 0%




Regulatory perspective of ship tinance

4. Supervisory slotting approach

Where an IRB-bank cannot estimate the PD/LGD or its estimates do
not meet the requirements of PD estimation, it may use (inter alia)
for ship finance exposures the sup<ivisory slotting approach

Under this approach, the risk weights are determined on the basis of
certain criteria undeilying the exposure’s credit risk, as well as on
the exposure’s rernaining maturity

This approach assigns risk weights ranging (on average) from 70%
to 90%




Regulatory perspective of ship tinance

4. Supervisory slotting approach (cont.)

In the EU, the slotting approach has heen applied to only around
25% of all specialised lending exposures under the IRB approach

Compared to the standardised appicach, the slotting approach allows
capital requirements to be determined in a more risk-sensitive way

and at a lower level

Risk weights for shioping exposures under the three approaches

IRB (50%) < slotting approach (70-90%) < standardised (100%)




Regulatory perspective of ship tinance

5. Basel IV

The Basel Committee has adopted a iegutatory reform programme,
known as Basel 1V, concerning, inter aila, the revision of:

e the Standardised approacti (Revisions to the Standardised
Approach for credit risk, December 2015), and

e the IRB approach (Reducing variation In credit risk-weighted
assets — constraints on the use of internal model approaches, March
2016)




Regulatory perspective of ship tinance

5. Basel 1V (cont.)

Basel Committee — press release (3/1/2017)

“...more time Is needed to finalise some work, including ensuring
the framework's final calibration, before the GHOS can review the
package of proposals. A meeting of the GHOS, originally planned
for early January, has tricrefore been postponed. The Committee Is
expected to comp'eie this work in the near future.”




Regulatory perspective of ship tinance

6. Basel 1V proposals for ship finance

Standardised approach

o Shipping exposures must receive a 120% risk weight, unless they are
rated by an Credit Rating Agency

IRB approach

« Removal of the IRB approach for shipping exposures that use
Institutions’ estimates of model parameters (PD, LGD, EAD, M),
since according to Basel Committee: “banks are unlikely to have
sufficient data to produce reliable estimates of PD and LGD”




Regulatory perspective of ship tinance

6. Basel IV proposals for ship finance (cont.)

o If the Basel Committee finally adopts ihe arrangements included in
the consultative papers:

— IRB-banks will have to ust either the standardised or the slotting
approach, which impiies that they will be obliged to meet
significantly higher capital requirements

— Risk weights assigned by banks using standardised approach to
specialised iending exposures will be increased from 100% to
120% (1niess the exposures are rated)




Regulatory perspective of ship tinance

/. Concluding remarks

EU shipping is to a high extent backed by bank loans
70% of ship loans are provided by wanks using the IRB approach

Basel Committee’s propacsals would penalize mainly EU shipping
financing, since the 1RB approach is widely used among EU-based
banks

Ship financing in EU will be less attractive and more costly
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A. How the world fleet gets financed today ?

Predominance of Bank lending (still) &\

Total invested capital in shipping : $1.2tn &

m Bank Debt

Bonds
$513Bn m Private Equity
Public Equity

m Government

m Unfunded Orderbook
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A. How the world fleet gets financed today ?

Predominance of Bank lending (still)

Q

$140,000

£123,001

Sources of Capital - Shippin (L
(mUSD)

$120,000
$100,000
$60,000
$60,000

$40,000

$20,000 I
$0

07
d

Source; @ on
&

20
016 Syndicate » g

— B61,842

g 6,625 $B7 427
el 3448

¥TD

R\

HPrivate Equity
=5yndicated Loans

(Dealogic)

™ Equity
=Ronds

The bank for a changing world
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A. How the world fleet gets financed today ?

N
S

Predominance of European Banks (still)

Portfolio Size (November 2015,

26

19

21

16.8 16

174 17

18

15 145 1, 139

75 73 72 72

8

8

Source : Clarkson Research

| 28/02/2017 | 44

The bank for a changing world

BNP PARIBAS



A. How the world fleet gets financed today ?

Predominance of European Banks (still) &\
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A. How the world fleet gets financed today ?

But : fewer players and smaller lending volur}(é&

A more constrained environment since 2009 :

= Banking Crisis . Higher risk@%e conservative approach to

lending
= Crises in Shipping & Offshore markets ) %
= Increased regulation I Less%%ble capital for shipping
This has led to a huge reduction in shipping bank ex  around USD 70 billion withdrawn from
shipping sector since 2008: N
Bank Exposure Kfzjhlpplng Sector (USD bn)
08 =2014

»
: o

15 12 12 no,
o |
HSH I\Qa
Source : Marine Money, Deutsche Bank

Deutsche RBS Lloyds/HBOS  HVB/Unicredit
A Hedlghthan expected credit losses could force any ship

CommerzBank

SchiffsBank/
len to exit the business in the next two years

i BNP PARIBAS The bank for a changing world | 28/02/2017 | 46



A. How the world fleet gets financed today ?

But : less capital available for ship finance, al\’éast In Europe

EBasel 3 is manageable (}Q
M Basel 4 could still prove a major threat to the prevalenc rope in financing

world shipping

m If the initial Basel guidelines were confirmed and then endo@ :Ee ECB, the likely consequences

for banks would be:
uction of new shipping loans in the future
@o gt than today

m Less capital allocated for shipping finance, hence sma
= New shipping loans will need to be priced substantia

.+ L
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A. How the world fleet gets financed today ?

But : less capital available for ship finance, al\’éast In Europe

European shipowners are already diversifying away from European biﬂ@ing

B Foreign Capital Markets

Bonds Issuance by Platform

2

@%hare Issuance by Platform

180
160
Other ( 20
c - 5 )
= 120 6_& ERTS Sganghal Shanghai
> = S
g_ 100 u?j’ §_E
() E—
o 80 2 1 |
f >
— 60 c I
m B
m
40 5
20 - agen ;en
2014 2015 2017 2014 2015 2016 2017
P Source : Clarkson Research
Source : Clarkson Research
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A. How the world fleet gets financed today ?

But : less capital available for ship finance, al\’éast In Europe

European shipowners are already diversifying away from European ding

B Chinese lessors

m A dramatic rise of Chinese lessors for big deals in both new ships and sale al baCk of second hand ships.
12 major players have arisen, most of which are affiliated to banks or gfip ICBC, Ming Sheng, BOC
etc.)

® Have shown greater risk appetite than their bank parents so far: higher age, longer tenors

m How high will they want to grow their exposure t jhg in the future?

.
Top 5 Chi \nancial Leasing Companies

$10 350
$9 309 3

48 | $7.69 300
$7 [ — Q 250
g ' 173 s
$4 130 150
43 $2.92 -
$2 &) | $189 | $1.55 i
$1 | | 45 1 ﬂ
$0 . - 0

Minsheng Financial Bank of Communications China Merchants Bank China Development Bank
Leasing Co., Ltd. Financial Leasing Co., Ltd. Financial Leasing Co., Ltd.  Financial Leasing Co., Ltd.

M Asset Value (bnUSD) No. of Vessels
So arine Money
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A. How the world fleet gets financed today ?

But : less capital available for ship finance, al\’éast In Europe

European shipowners are already diversifying away from European ding

B Chinese lessors

(No. of Vessels)

@ ICBC Leasing Shipping Portfolio

14

ICBC Leasing Total Assets, 2009 - June 2016 19
(bnUSD)

$10

$9 $5.88
$8 $711
$7
$1.03 -
- I ;
¢o N .
2016

2009 2010 @ mDry Bulk mGas Carrier mContainership = Tanker

® Chemical Tanker ®Cruise Ship = Other
Source : Marine Money @ Source : Marine Money
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A. How the world fleet gets financed today ?

But : less capital available for ship finance, al\’éast In Europe
Increased focus on relatively new topics for the maritime world : '
Compliance, Corporate and Social Responsibility (L
Heightened compliance risks for banks:
= Ships itineraries, exposure to embargo countries %
= Processing international payment flows in USD for shipping compa%
ship

= Future compliance checks on other stakeholders in a shipping transagii
yard, buyer, insurers, brokers)?

Increasing focus by banks on CSR topics:
= Crew, cargo, bunkers, pollution risks . K

= Conditions of ship demolition
= Future discrimination by financiers on “Eco Shipsa %n Ships”, Green Ships”?

Likely impact:
= The assessment of a ship-owner bka may become more far-reaching and

multi-facetted than before
= This could mean heavier “due che and slower commercial response time

)

i BNP PARIBAS The bank for a changing world | 28/02/2017 | 51
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B. What are the likely evolutions for ship owners ?

More demands on customers ... t\\
B Transparency, financial reporting (L
B Scale of players : large fleets, modern fleets @
B Concerns about vessels age, technical obsolescence @%
B Expectations of « cross-selling » revenues against he&€t commitents

balaagce s
... leading to higher selectivity t@ainstream shipping banks

BNP PARIBAS The bank for a changing world | 28022017 | 53



B. What are the likely evolutions for ship owners ?

More demands on customers ... 6

A two-tier world : «the Haves/ the Have nots »

B Access to bank finance at all ? (L
B Still access to bank finance but at onerous terms (pricing, LTV, coven%

Will some ship o&%e forced to exit the business because of financing constraints ?

2 BNP PARIBAS The bank for a changing world | 28/02/2017 | 54
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C. Debt Capital markets

N
B A chequered history Q
B The industry volatility poses huge challenges to credit rating : a “sub-in epl grade” industry

B Some attractive features for shipowners: amount, tenor, bullet rep t, hcurrence covenants

B Outside the large mainstream market (High Yield), some sma ogkets of capital can be explored (unrated, private

placements : US, Euro, Schuldschein)

M Conclusion : a complementary proguygt with bank loan for debt financing

Sources of Capital - Shipping @\

(mUSD)

$140,000

$128,001
$120,000
$100,000
$60,000 = private Equity
$60,000 =Syndicated Loans
{Dealogic)
$40,000 = Equity
=Bonds

$20,000

50

2016 Syndcated loans are first § months only
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D. Equity for Shipping

Family money t\\
B Can family money stay alone in financing such a capital-intensive i or the long term ?

® May be a different answer depending on which shipping segment ?

= Container liners, LNG carriers, Heavy offhsore, Cruise %

= Dry bulk, tankers, Roros, containerships, LPG

3: 91’ BNP PARIBAS The bank for a changing world | 28022017 | 58




D. Equity for Shipping

Private investors 6

B A diverse world : hedge funds, private equity funds, family offices, institutional i industrial companies ...

B Could offer relevant solutions to shipping companies, provided you kno y@fl partner with !

Sources of Capital %
(mUSD),
$140,000
128,001 (@ )
$120,000 \ 4

£100,000

S:'E,EZE $ET.42_E 581 342

®Private Equity

=Syndicated Loans
(Dealogic)

™Equity

=londs
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D. Equity for Shipping

Public Equity &\

W Still a « dwarf » in relative market capitalization

Market Cap (Bn USD) @tb

2500 - %

@ 2 094
2000 - @
1 500

Z

1 000 -
0 773

500

358

g

@ Lodging Airlines Tobacco GAFA
Source%
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D. Equity for Shipping

Public Equity
B Wall Street... or not much else ?

Top 10 Shipping Stock Exchanges

NYSE

Tokyo

Hong Kong 26

Shanghai 4 30

EmGT
# No. Of Owners

>

OMX Cop

Oslo

P@Shipping Fleet
% sharg,G

38%

37% %
36“%

33%

32%

Korea 4 28 Q
31%
Taiwan 1B Ba@ ent total
fle ned by 30%
NASDAQ ompanies listed on Share of world total fleet in terms of
each exchange. 599, GT, includes oil companies and
. ° cargo interests.
Singapore 29
28%
60 80 100 120 8 58 8 2 ¢ & 2 3 @0 ¢
m GT/No. o %%%%%%%%%%%
(72 I 7> N ¥ TR /s BN 7 B ¢ B ¢ MR ¢ BN /> BN ¢ B V) ]
rce: Clarksons Research
Source: Clarksons Research
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D. Equity for Shipping

Public Equity &\

B Can be very powerful, and fast (L
B Risk of «timing disconnection» between shipping markets a% capital markets

Conclusion :
EBound to grow ?

B Can consolidation of the shipping ind\{\ries progress without capital markets ?
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E. Conclusion

B The finance world is changing with new constraints and brutal adjustmentsfu% in particular.

B The business of ship finance is directly impacted by such changes, regult
borrowers: shipping banks tend to be more selective, more scrutinizaggofa

ore demands on shipping
slower

B Depending on how banking regulations will evolve (Basel 4), r@ find it much harder to continue being
the “first port of call” for shipping finance

B Given the inherent volatility and complexity of the s \NY business, itis doubtful that capital markets can
replace bank lending altogether
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E. Conclusion

N

One piece of advice : be gentle to your shipping bankers, they mayqecbrpe an endangered species !
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Disclaimer

This presentation has been prepared by BNP PARIBAS for informational purposes o
this presentation has been obtained from sources which BNP PARIBAS believes
verified and no representation or warranty, express or implied, is made and n
PARIBAS as to or in relation to the accuracy, reliability or completeness of

%ugh the information contained in
eliable, it has not been independently
ibility is or will be accepted by BNP

information.

Opinions expressed herein reflect the judgement of BNP PARIBAS a te of this presentation and may be subject to
change without notice if BNP PARIBAS becomes aware of any inf lon, whether specific or general, which may have a
material impact on any such opinions.

BNP PARIBAS will not be responsible for any consequences from the use of this presentation as well as the reliance
upon any opinion or statement contained herein or for any omi

*
This presentation is confidential and may not be reprod in whole or in part) nor summarised or distributed without the prior
written permission of BNP PARIBAS.

© BNP PARIBAS. All rights reserved. ()Q
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