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Growing fleet size to continue affecting vessel
freight rates

The Shipping industry being highly co-related to the developments in global trade, therefore any
adversities in the global economic growth adversely affects the prospects of global shipping
fraternity thereby explaining the cyclical nature of the industry.

A study undertaken by CARE Research reveals the world GDP (at constant prices) to be
historically related to the sea-borne trading volumes (tonne miles) with co-relation coefficient of
0.9. With the global economic growth remaining subdued during CY11 on the backdrop of the
fiscal and financial instabilities experienced in the developed nations especially in the US and
Euro region, the global GDP growth during CY11 is estimated at 4%. With the global economic
gloom expected to prolong, CARE Research expects the sea borne trading volumes to remain
affected growing in the range of 4.4-4.7% on y-0-y basis during CY12-14. Further to add to the
worsening situation of declining trading volumes and over-capacity of existing vessels, CARE
Research expects the global fleet size to surge from 1,030.7 mn GT as on December 31, 2011 to
1,200.8 mn GT as on December 31, 2013 implying a CAGR of 7.9%. This in turn would affect the
utilisation rates of vessels ultimately resulting in decline of freight rates. CARE Research expects
the said growth in fleet size to be primarily driven by the orders in the dry bulk segment

accounting for 35.5% of the total dry bulk fleet size as on November 30, 2011.
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World Fleet size Projection

World Wet Bulk fleet
World Dry Bulk fleet 35.5 326.1 410.0 12.1)
World Containership fleet 28.1 170.0 204.1 9.6
Total World fleet 23.3 1,030.7 1,200.8 7.9

Source: CARE Research estimates

CARE Research expects the shipping volumes in the dry bulk segment to continue to remain driven by
the Chinese demand for coal and iron-ore. In addition, the Japanese import demand for coal and iron-
ore for the nation’s re-building efforts post the natural disasters is expected to propel the dry bulk
trading volumes. However, with the dry bulk vessel deliveries as a % of existing fleet expected to
average 25.5% and 6.8% for CY12 & CY13, the additions to the already excess capacity of dry bulk fleet
is expected to affect the freight rates. Correspondingly, CARE Research expects the BDI is to remain

range-bound ranging from 1,500- 3,000 levels during CY12 & CY13.

With the world economic growth expected to remain sluggish during CY12, CARE Research expects the
global oil demand at 88.9 mb/d recording y-o-y growth of 1%. CARE Research estimates the oil demand
from the OECD nations to remain subdued during CY12 recording y-o-y de-growth of 0.3% primarily due
to fiscal and financial instabilities experienced by these economies. In addition, the increasing focus on

use of non-conventional source of energy like ethanol and biofuels to reduce carbon emissions and at

2



Industry Update - Shipping %@E Research

the same time improve fuel efficiency is also expected to lower the oil demand. However, oil demand
from the non-OECD nations is expected to increase posting y-o-y growth of 2.4% during CY12. CARE
Research expects the deliveries as a % of existing fleet in this vessel segment to average 10.7% and
5.2% during CY12 & CY13 respectively. This in turn is expected to add to the already existent over-

capacity of vessels thereby adversely affecting the vessel freight rates.

With the developed economies of the globe faced with the threat of economic slowdown, CARE Research
expects the EXIM volumes across the major container trading routes i.e. Asia — Europe and Asia-U.S to
remain subdued in the near term. Notably, with the expected slowdown in import demand from the
developed nations in Europe and the U.S., the containerised trading volume originating from the Asian
nations especially China is expected to remain adversely affected in view of the fact that 6 of the top-10
global container terminals are located in China. The deliveries in this vessel segment too, expected to
account for 10.7% & 9.9% of the existing fleet is expected to further worsen the over-supply situation of
containership fleet globally. Correspondingly, the lower utilisation of the existing containership fleet
globally is expected to exert downward pressure on the vessel freight rates thereby compelling the
container fleet operators to suspend services on some container trading routes wherein the trading

volumes have either declined considerably or are negligible.

About CARE

Credit Analysis & REsearch Ltd. (CARE) is a full service rating company that offers a wide range of rating and grading services across
sectors. CARE has an unparallel depth of expertise. CARE Ratings methodologies are in line with the best international practices.

About CARE Research

CARE Research is an independent research division of CARE Ratings, a full service rating company. CARE Research is involved in
preparing detailed industry research reports with 3-5 year demand and 2-3 year profitability outlook on the industry besides
providing comprehensive trend analysis and the current state of the industry. CARE Research also offers research that is customised
to client requirements. CARE Research currently offers reports on more than 28 industries that include Cement, Steel, Aluminium,
Construction, Shipping, Ship-building, Commercial Vehicles, Two-Wheelers, Tyres, Auto Components, Pipes, Natural Gas, Retalil,
Sugar, etc.
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DISCLAIMER

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken utmost
care to ensure accuracy and objectivity while developing this report based on information available in public domain. However,
neither the accuracy nor completeness of information contained in this report is guaranteed. CARE Research operates independently
of ratings division and this report does not contain any confidential information obtained by ratings division, which they may have
obtained in the regular course of operations. The opinion expressed in this report cannot be compared to the rating assigned to the
company within this industry by the ratings division. The opinion expressed is also not a recommendation to buy, sell or hold an
instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of
information contained in this report and especially states that CARE (including all divisions) has no financial liability whatsoever to
the user of this report. This report is for the information of the intended recipients only and no part of this report may be published
or reproduced in any form or manner without prior written permission of CARE Research.

Disclaimer

CARE’s ratings are opinions on credit quality and are not recommendations to sanction, renew, disburse or recall the concerned bank
facilities or to buy, sell or hold any security. CARE has based its ratings on information obtained from sources believed by it to be
accurate and reliable. CARE does not, however, guarantee the accuracy, adequacy or completeness of any information and is not
responsible for any errors or omissions or for the results obtained from the use of such information. Most entities whose bank
facilities/instruments are rated by CARE have paid a credit rating fee, based on the amount and type of bank facilities/instruments.

“Credit Analysis and Research Limited proposes, subject to receipt of requisite approvals, market conditions and other
considerations, to make an initial public offer of its equity shares and has filed a draft red herring prospectus (“DRHP”) with the
Securities and Exchange Board of India (the “SEBI”). The DRHP is available on the website of SEBI at www.sebi.gov.in as well as on
the websites of the Book Running Lead Managers at www.investmentbank.kotak.com, www.dspml.com, www.edelcap.com,
www.icicisecurities.com, www.idbicapital.com, and www.sbicaps.com. Investors should note that investment in equity shares
involves a high degree of risk and for details relating to the same, see the section titled “Risk Factors” of the DRHP.”

“This press release is not for publication or distribution to persons in the United States, and is not an offer for sale within the United
States of any equity shares or any other security of Credit Analysis and Research Limited. Securities of Credit Analysis and Research
Limited, including its equity shares, may not be offered or sold in the United States absent registration under U.S. securities laws or
unless exempt from registration under such laws.
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