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I WOULD LIKE to preface my remarks
this afternoon by saying that I feit
somewhat apprehensive when was
asked to address this distinguished gath-
ering. I was apprehensive for three rea-
sons. The first was because I work on
the international side of Scotiabank and
consequently know very little about Ca-
nadian shipping. The second because the
title of the meeting indieated very long
term planning and 20 years in a rapidly
changing industry—and there is nome
more rapidly changing in character and
direction than shipping—is a very long
time indeed. The third reason was that
as applied to the Canadian maritime in-
dustry, sad to say, as the latter is so
small in terms relative both to the Ca-
nadian economy as a whole and to world
shipping, there was a danger, it seemed
to me, of my assuming a role of a medi-
cal practitioner attempting to prescribe
highly sophisticated and expensive treat-
ment ore the patient’s illness has
been diagnosed.

Accordingly, 1 felt that the bulk of
what I had to say should be devoted to
matters with which I was reasonably fa-
miliar, and where I could draw upon the
considerable expertise of my Bank with-
out necessarily going back into its ar-
chives to the days of sail in Halifax and
other East Coast ports.

I have decided, however, to try to
limit reference in my remarks to appli-
cations which may be of most interest
and practicability in any emergent Ca-
nadian shipping policy. The Hedlin Men-
gzies Report and our Chairman’s excel-
lent and lucid study on The Elements of
an International Shipping Policy for
Canada make reference to petroleum
products, grain, eoal, wood products and
other dry bulk cargo as being those com-
modities most suitable for transport by
a Canadian owned merchant navy. Be-
side the shipment of these heavy bulk
commodities, of further interest are con-
tainers, and if the wheel was a revolu-
tionary invention, containerization must
also, in the context of shipping, repre-
sent a new step forward in the move-
ment of foods with major implications
not only for shipping and for ports but
for rail and road transportation. It is,
therefore, mainly in regard to the financ-
ing of, and to the existing market for,
on the international scene, tankers, prod-
uct carriers, OBOs, bulkers and con-
tai?er ships that I intend to confine my-
se

In September 1973 the world fleet of
tankers (including product carriers) in
existence or on order totalled 878,732,400
deadweight tons, or 70.7% of the exist-
ing or ordered bulk carrier fleet. Com-
bined carriers accounted for 49,614,600
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tons or 93% and other bulk carriers
(excluding lakers) for 107,094,000

the remaining 20%:. I do not have the
figures for container ships. Included in
the foregoing figures were 178,000,000
tons of tankers on order.

In February 1975, there were 138,000,
000 tons of ULCCs and VLCCs on order
and in the same month of 1976, the out-
standing orders had been reduced to 724
million tons. An important element in
the reduction of the tonnage outstand-
ing were cancellations amounting to
32,000,000 in 1975 which figure has since
risen to something in excess of 40,000,
000. It is significant that the substitu-
tion orders which represented an impor-
tant bargaining element in the cancella-
tions consisted very largely of handy
size bulk carriers (the Japanese yards
generally seem to have been working on
a ratio of one 38,000 ton bulker for each
100/125,000 tons of tanker). Prices of
new tanker buildings have also fallen
substantially—that of a 210,000 tonner
in 1973 being quoted at $47,000,000 and
at the end of 1975 $38,000,000—that is,
if anyone wanted to order one. Bulker
prices have also fallen—a new 30,000
tonner in 1974 quoted at $16,500,000
sgzv being offered for around $13,500,-

In second-hand tonnages, a 300,000
ton tanker built in 1971 or early 1972 at
a cost of about $42,000,000 might fetch
today approximately $18,000,000.

Some other figures which may be of
interest to you relate to container ships
and OBOs. As at February 1976 there
were 69 OBOs on order around the world
totalling 8,382,000 tons and 237 econ-
tainer ships totaling 4,376,000 tons.

Of all the above, one small tanker and
seven bulk carriers were, according to
the records available to me, on order
for Canada.

I do not have precise statistics—or
for that matter—any worthwhile statis-
tics at all-——as to how these immense
shipbuilding orders have been financed.
It is safe to say, however, that a very
substantial percentage has been financed
—at least partially, out of the Euro-
dollar market. The Canadian banking
system—Ilike that of our cousins to the
South—has IPlayed its part along with
the UK., French, German and other
banks—not always, unhappily as you
will all be aware, without pain.

The sad state of tankers in today’s
world markets and the very sensitive po-
sition of bulk carriers which may well
follow tankers—and indeed have shown
every sign of doing so—is something
with which you must all be familiar.
Whether the banking community as a
whole or the tanker operators or the
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Ship Financing 1976 — from the Point of
View of a Commercial Bank

shipbuilding countries are to blame may
now be academic. However, it is clear
that easy availability in the Eurocur-
rency market combined with intense
competition in the banking community,
easy financing terms offered by yards
and an abundance of shipowners eaier
and anxious to capitalize on a market
temporarily short of shipping were the
ingredients in a pot which was to be
brought to the boil and spilled over by
ilsglaoPEC embargo and price hike of

In the early 1970s, too many lenders
rushed in where there had been a com-
paratively few specialized shipping len-
ders in the 1960s. Government handed
out cheap building credits to create em-
ployment. Major tanker operators or-
dered without contracts or charters and
bankers in many cases forgot their cus-
tomary caution. .

With the present chaotic state in the
tanker market which will probably last
into the 1980s and a looming oversupply
of bulk carriers, what is the likely atti-
tude of lenders today and how are and
will new orders be financed?

The ingredients for eligibilitY for
banking assistance are traditionally the
three Cs, capital, capacity and charac-
ter. While the ship operating industry
has some major differences with regard
to industry in general when you come to
examine its balance sheets, and
flows, nevertheless recent events have
demonstrated that the three Cs have
equal application to this important in-
dustry, notwithstanding some differences
in interpretation and application.

The overbuilding which has resulted
in the major oversupply situation today
has seen several operators (some very
highly esteemed names among them) go
to the wall or at best make compro-
mises of a kind they would not have
conceived as possible three years ago.
Those operators with limited cafital on
which to draw and with a heavily over-
levered position without assured cash
flow have failed or are struggling
against failure. Those with relatively se-
cure cash flows from charters agreed
before newbuildings were ordered or de-
livered are generally surviving—and
*Assistant General Mgr.-International
Operations, The Bank of Nova Soetia.
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must be breathing deep sighs of relief
with their bankers— use many of
these were in highly over-levered posi-
tions in terms of debt vs. equity.

I have used the term “relatively se-
cure” because the value of a ship, as you
are all aware, most often lies in the
value of its charter and if a charterer
fails today, the penalty for a tanker
owner is likely to be severe.

The second and third ingredients of
capacity and character are still to be
found in the shipping world in generous
numbers. The events of the last three
years will have reminded them, and
many needed no reminding having been
schooled well in a trade with its ups and
downs—that the unexpected must be
guarded against. Shipowners recognize
that this is a time in which to exercise
discretion and also one wherein may lie
valuable opportunities.

As in the UK. roperty market, the
shakeout will result in good buys for
those in a position to put the property
to work and to return, in a reasonable
period, a reasonable profit. Certain types
of ships remain reasonably attractive
both to the owner and lender.

The shipbuilding world, national gov-
ernments, owners and bankers have re-
acted to the current liquidity problems
in ship})ing in a variety of ways. For
those fortunate owners with sufficient
capital resources and/or assured cash
flows from firm and profitable charters,
there has been little need for extraor-
dinary action. For those, however, less
fortunate some intuitive thinking has
been evident in stalling off or avoiding
bankruptcy in certain cases, while at
the same time orders which would other-
wise have been cancelled have continued
through the construction stage to deliv-
ery by innovative support given by
bankers, yards and governments. Some of
these are likely to be of interest to you.

® The substitution of a different class
of vessel or vessels for the original or-
der. As indicated previously, many sub-
stitution orders for tankers have been
bulk carriers which orders in themselves
promise a dangerous oversupply of this
class of vessel in 1978 and later. In such
cases the predelivery and post delivery
financing have often seen some change
from the original conceptions. Banks
providinf post financing by way of guar-
antee of notes or direct loans have
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strengthened their security or the yards
have assisted with the provision of
somewhat more favorable terms in some
cases taking second and third mortgage
positions over longer payout periods.

® By way of government assistance,
as an example, the Norwegians have es-
tablished their Guarantee Institute pri-
marily to prevent the sell off of their
ships to foreign owners. At present this
Institute appears to have some limita-
tions as to its capabilities and it is not
yet clear how it will effectively help cer-
tain Norwegian owners.

Norwegian shipping needs are very
substantial and the scope and size of
the Institute’s operations may have to
be enlarged.

® Other governments have provided
major assistance to shipowners and
garda by direct or indirect assistance or
y guaranteeing consortia bank loans to
the builders, the proceeds of which have
been flowed through to the ship owners
in term finance form.

® In the private sector the banking
community involved in ship financing has
been engaged in intensive efforts to pre-
vent some owners from going into bank-
ruptey. Such efforts concern themselves
with short term and long term rescue
programmes. The short term efforts are
persuasively aimed at having owners
sell off assets to meet immediate cash
demands, to cancel or renegotiate orders
and to phase down operations; the long
term assistance representing in return
extended payouts, and or moratoria on
payments. In all of this the banks are
to some extent working on a best guess
basis of an estimated turn around date
for tanker and bulk carrier markets.

Unfortunately, crystal ball gazing is
not always infallible and it remains to
be seen whether the shipping market
has reached its bottom in all the sectors
which are affected or are going to be af-
fected. By bottom, I do not mean a floor
in the sense of freights and charter
prices but from the owner’s point of
view, the crucial point when neither he
is able to nor his bank in good consci-
ence can continue to generate sufficient
funds to keep the owner going.

In many cases, loans still current may
go into default and while in numerous
such cases it is possible now to predict
the crisis point when cash resources,
generated from operations or sell off

rogrammes, fail to meet outgo in serv-
icing debt, it is not possible to predict
with any great assurance the point of
balance in the market where demand
will once again begin to push rates up to
more economic levels.

Apart from the difficulties created by
the oversupply in shipping, there are,
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from the lending banks’ point of view,
the further imponderables insofar as the
independent shipping operator is con-
cerned, of the impact of the centrally
controlled shipping lines of the Soviet
Union, other Eastern bloc countries and
the emerging National Lines of South
America, OPEC countries and so on.

It is clear that the Soviet Union is
determined to emerge as a major force in
the shipping world for reasons other
than purely economic. What the com-
bined efforts of such countries will be
has yet to be determined but can well be
imagined.

It is perhaps not illogical to conclude
that the day of the independent operator
as we have known him is over, notwith-
standing Mr. Reksten’s assurances to the
contrary. Is it perhaps the case that the
present disastrous situation in tankers
and bulk carriers has merely accelerated
the day when the ownership of large
bulkers will be changed out of all rec-
ognition? And perhaps also it will not
end there as again, the Soviet interest
is clearly to penetrate deeply into the
liner and passenger trades.

If I appear unduly gloomy I hope that
you will forgive me, but it is apparent
that more is involved in the current
state of world shipping than merely an
oversupfly in certain types—and some of
the implications are indeed disquieting.

For all of this, ships are going to be
around for a long time and in increas-
ing numbers. The pattern and form of
lending by banks will change but the
need and opportunity for participation
will remain. The worst kind of lending
risk must be avoided. Undiversified busi-
ness activities, vessels operating in the
spot market without the owner having
adequate financial strength in the back-
ground, uncancellable building contracts,
newbuildings without charters, charters
to companies without adequate financial
strength or assurance of continuing in
being, over leveraging and owners sensi-
tit\‘r:e to political or punitive tax changes,
e

The objective of any lending bank in
today’s market must be to lend on a
sound basis. The criteria to be applied
where the security rests in the vessel,
should include—

® full knowledge of the affairs of the
borrower. This has not always been
forthcoming in the past. Borrowers, es-
pecially owners of fleets, each component
vessel of which is in a one ship com-
pany, must be prepared to ‘open up the
safe’ and satisfy the lenders.

® consolidated cash flows, capitaliza-
tion, debt structure, employment of ves-
sels, charter rates are a pre-requisite.

® assured charter income sufficient to
fully service the debt to be undertaken,
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