Chairman’s Report 2013

(Presented to the Members at the 57th Annual General Meeting)

The Markets
The markets saw great volatility this year, especially in the dry bulk and
tanker sectors. The dry bulk market saw challenging conditions in the
first half when capesizes traded below operating costs while panamaxes
and supra/handymaxes traded a few thousand dollars more. The market
rallied late in the summer, and the rates ended the year at a reasonable
level. The crude market was equally dramatic with VLCC dropping
below ten thousand dollars per day in the first half, recovering in the
summer and increasing dramatically in the fourth quarter. Aframaxes
and suezmaxes stayed correspondingly volatile through the third
quarter with disappointing performance at the time of this report.
Conversely, product tanker earnings stayed high through the first half
but dropped through the summer and in the third quarter. The market
seemed to have found some support going into the fourth quarter. The
liner sector experienced a difficult first half with low demand and over
supply. There was some increase in both rates and volume in the third
quarter but performance stilled lagged behind that of third quarter 2012.
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The asset market saw corresponding volatility during this year.
Newbuilding activities, which slowed dramatically in 2012, gained
momentum in the first quarter. In particular, owners took note of the
low prices and committed to product tankers and Handy to Ultramax
bulk carriers, followed shortly by capesize and containership orders.
Newbuilding prices recovered quickly and firmed up during the
summer. Likewise, second hand prices found support due both to
the anticipated freight recovery and the widely available liquidity in
the market.
Liquidity stayed high during the year. Equity funding from non
traditional sources continue to find interest in shipping assets.
On the debt side, funding became more available than that of 2012,
albeit with widening funding costs between respective investors and
owners. The role of this liquidity in the 2013 rally of newbuilding and
second hand prices cannot be under estimated.
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The industry continues to face the threat of over capacity against
uncertain demand. The crude sector will need to adjust to flat or
declining seaborne import to Europe and North America due both
to limited demand growth and competitive US domestic oil and gas
production. Product tankers saw relative stability in the past few
years after the global financial crisis but seem to be driven by the
now familiar story of “refinery shutdown” and “long haul” activities
with no new drivers on the horizon. The liner industry anticipates a
fundamental re rating of container demand multiplier. Together with
anticipated low global GDP growth over the next few years,
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over supply seems imminent through 2015. The dry cargo sector,
while experiencing continued positive demand growth, still has a
relatively sizable order book. Any downward adjustment of dry cargo
demand would immediately put the sector back for years to come. The
large shipbuilding capacity will undoubtedly remain a challenge for
owners. Many in the industry had high hopes for shipyard capacity
rationalization during the immediate aftermath of the Global Financial
Crisis. While shipyards have seen their share of difficulties during
2011 and 2012, commercial consolidation, without actual removal of
dock availability, is unlikely to help the industry tackle over supply.
In addition to dealing with uncertain demand and over supply, the
industry faces two new factors developed over the past half decade.
One, the cost of money remains at an artificially low level. Two, the
availability of both debt and equity funding from non traditional
sources has become prevalent and is likely here to stay. As with
all things, there are always two sides to the coin. The low interest
environment has created a relief that is perhaps the buffer between
a contagious shipping collapse as witnessed in the 1980s and the
relatively isolated incidence of corporate failures in the past five years.
The trade-off is, needless to say, that the QE efforts have also created
a wave investment into the industry that is perhaps prolonging the
industry downturn, and thus is detrimental to the interest of traditional
owners. It can be also argued, however, that this new wave of liquidity
has also provided a form of support for asset prices which has also
benefited owners indirectly as well. Looking forward, it is inevitable
that the artificially low interest rates around the world will end. The
question is how the end of QE will impact our business going forward.
Will it mean increased interest rates and decreased liquidity thereby
removing the final buffer from an already over supplied fleet against flat
demand, or would it mean an inflationary environment with recovering
economic demand giving a premium to physical assets?
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Neither owners/investors nor creditors can predict how the industry
will evolve with the realities of “new normal” demand, “open ended”
shipbuilding capacity and greatly enhanced liquidity. Assuming that
these conditions together results in lower rates, thinner margins, more
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volatility and longer troughs with shorter peaks, the industry will
need to adjust accordingly. Owners will need to deleverage, further
tighten its belt, and practice greater investment discipline. There is no
doubt that the industry will successfully adjust to new realities. It has
done so time and again. It is equally important, however, that other
stakeholders also adapt and adjust. Creditors should take a longer view
and find the middle ground between problem solving and relentless
loan book growth. Charterers should recognize that the singular focus
on rates would ultimately conflict with their demand for quality, and
the industrial need for safety standards. At the end of the day, over
commoditization of the shipping industry may not be in the interest of
creditors, charterers and end users.

The Association
The Association continues to be active in its role as social platform that
provides interaction within the maritime cluster, a knowledge sharing
platform for its members, and an advocacy platform in Hong Kong,
China and the International arena.
The Association works to
protect and promote the
interests of our members.
This Association is unique
compared to other shipowning
trade groups in that some
three quarters of its 200 strong
membership are Associate
members that are service
providers to shipowners and
shipmanagers. The diversity
of membership means that the
entire maritime cluster here in
Hong Kong is well represented
by the Association.

The Association works to
protect and promote the
interests of our members.

Here in Hong Kong, the
Association is active in working
with the Government and
other stakeholders on issues
vital to the interest of members. During the year, the Association was
involved in topics relating to emission, competition, ship arrests, tax,
immigration, education/manpower and union related issues. Particular
efforts have been made on projecting the industry’s view on the
formation of the newly announced Hong Kong Government Maritime
and Aviation Training Fund, and the operational details regarding
the coming legislation of in-port emission control. The Association
is encouraged by the Government for the initiative of setting up the
new education fund that focuses on education and manpower. It is
important however that the content and distribution of the Fund is
reviewed regularly to ensure best possible application. With regards to
emission control in Hong Kong waters, the Association and its members
were amongst the initial parties driving the voluntary low sulphur fuel
switch program. The Association is pleased to see the Government
moving towards legislation, and continues to call on the Government to
ensure that the regulatory framework should be technically achievable,
operationally practical, and in line with international regulation. In
addition, the Government should work towards ensuring a common
emission control program covering the entire Pearl River Delta area
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rather than focusing on Hong Kong alone. Finally, the Association
and its members have been working with Government in reviewing
Hong Kong’s competitiveness as an international maritime center. In
particular, the industry is supportive of the initiative for a stand alone
statutory body that can help Government focus on maritime and
maritime related issues, and can help the industry in reaching across
different various Government Bureau and Departments on matters that
relates to the industry. The Association, together with its members, are
active in various Hong Kong platforms including Maritime Industry
Council, Economic Development Council, Hong Kong International
Arbitration Centre, Hong Kong Marine Department Consultative
Committee, Port Welfare
Committee, Port Operations
Committee, Pilotage Advisory
Committee, Seafarers’
Advisory Board, Vocational
Training Council Maritime
Services Training Board and
Transport Logistics Training
Board, amongst others.

The Association continues to
be a meaningful contributor
in international maritime
policy dialogs.

The Association continues to
be a meaningful contributor
in international maritime
policy dialogs. Regulatory
measures, whether local,
regional or international,
made without due
consideration for the practical
realities of maritime matters,
often have far reaching
commercial and operational
effects on the Industry. The
Industry typically supports initiatives and legislation that are global
in nature and recognizes the importance of shared responsibility
amongst all stakeholders. Above all, given the technical demands,
safety requirements and the capital intensiveness of the underlying
business, the industry seeks a regulatory environment where its voice is
heard, and its concerns are duly taken into consideration. During the
year, the Association was actively engaged in global debates on topics
including Convention on Facilitation of International Maritime Traffic
(FAL Convention), Ballast Water Convention, Monitoring, Reporting
and Verifying (MRV) of Greenhouse Gases (GHG), The International
Accounting Standards Board (ISAB) lease treatment, and Canal Toll
increase mechanism, and worked proactively with stakeholders and
other international associations including International Chamber of
Shipping (ICS), Intertanko, BIMCO, Intercargo and Asian Shipowners
Forum (ASF), amongst others. The Association will continue its
proactive work in advocating member interests to stakeholders around
the world.
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China remains one of the most important factors in the shipping
industry. Aside from the fact that it is the world’s largest manufacturer,
finished goods exporter and raw materials importer, it is also home to
the world’s largest shipbuilding industry and some of the world’s largest
shipping companies. Shipfinance appetite by state owned banks have
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also increased dramatically in recent years. In addition, the Central
Government has the ability to effect policy initiatives that influence
numerous matters relating to the maritime sector. We continue to
place value on increasing our interaction with relevant Mainland
bodies. During the year, the Association has hosted and visited various
Mainland Government organizations and private sector representatives
both to better understand China’s maritime related policy initiatives
and promote the interest of the industry including pollution regulation,
cleanup contracts, and P&I representation issues. In particular, the
Association has maintained a dialog with Mainland bodies including
Ministry of Transport, Maritime Safety Administration, and Chinese
Shipowners Association. This regular communication is important to
ensure that Association views are duly projected.
Sham Chellaram

Conclusion
I give a special thanks to Deputy Chairman Kingsley Koo, the Officers,
Sham Chellaram, Zhang Liang, Alastair MacAulay, and Rose Lee, our
Ex Chairmen, and all Executive Committee members for volunteering
their time, knowledge and expertise.
Finally, on behalf of the Officers and Executive Committee Members,
I extend my thanks to Managing Director Arthur Bowring, Assistant
Director Gilbert Feng and the team at the Secretariat. Their
unyielding dedication and quietly efficiency remains a critical backbone
of the Association.

Alan Tung

Chairman 2012 / 2013

2012 / 2013
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