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PREACHING TO THE CONVERTED!

At the beginning of the year, our weekly report focused on the VLCC conversion market
where we stated that the penchant towards conversion to drybulk depended on the
continued strength of the drycargo market. Over the past few weeks we have seen the
continued fall in Baltic Dry Index (BDI), which in addition to the financial crunch, has
knocked the shine off what has been a good run. Whatever happens with the BDI in the
future, the lure of the conversion market has all but disappeared, with several of the
completed units experiencing both time and cost overruns. It is also estimated that the
price of such conversion would have doubled since last year. What should also be
considered is that these single-hull VLCC’s have been withdrawn from the tanker market
which has provided owners with potential earnings of around US$80,000/day over the past
6 months; six months being the average conversion period for a VLCC.

We estimate that 11 single-hull VLCC’s have so far been converted to dry this year, with
another 19 currently under conversion. We are also aware that several other single-hull
VLCC's are, in theory, committed for conversion at some future date with timecharters and
COA’s attached. However what will happen to the remaining single-hull ships as they find
themselves increasingly marginalised by the flag states, port states and the charterers?
We have seen 5 VLCC's sold this year for demolition at record price levels, but even this
‘bolthole’ appears less attractive as demolition prices tumble. There is still a large potential

for tonnage to be converted into the FPSO market, with several candidates already
scheduled to move into this sector. However, some of the new oil projects in this area are
looking towards newbuildings rather than conversion of older tankers. At the same time
there are 640 Capesize bulk carriers (over 175,000 dwt) on order with over 170 destined to
join the dry fleet between now and the end of 2009. So the bubble has well and truly burst
on the conversion market, not only for the VLCC's, but also for the other smaller units as
well.
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CRUDE

Sentiment proved easily influenced in the Middle East Gulf VLCC sector this week - and in a negative way.
Holidays pervaded in the Far East and the perception was that little activity would therefore be registered.
On top of that came the dramatics in the financial world, and Owners quickly forgot that they had previously
been in the driving seat, softening their attitude - and rate. Levels have now retreated to under WS 140 for
Doubles to the East with singles operating at around a 15% discount to that. Rates to the west have also
eased to now stand only a little above WS100. There remains plenty of October fixing, but Owners look set
to stay defensive for the time being. Suezmaxes benefited from some quite solid early enquiry, and rates
pushed on to 130,000 by WS 175 east for Doubles and WS 145 for singles with west runs at around WS 140.
Longer term success will be handcuffed to VLCC fortunes. Aframaxes did, however, become more affected
by the Holidays and only modest fresh enquiry undermined Owners cause with rates falling off to 80,000
tonnes by WS 190 and further easing is possible.

Cumulatively, West Africa suezmaxes saw a good volume of fixing, but tonnage just kept coming. Owners
could not make any initial further progress, and then had to concede a little to end the week at an average
130,000 tonnes by WS 175 for Atlantic options as October dates began to get 'fixed out. VLCCs saw a
minor resurgence in activity, but again, availability for the forward positions proved plentiful enough to
weaken rates to 260,000 tonnes by WS 120 for U. S. Gulf and WS 105 to the East. Little early change
anticipated.

The Mediterranean turned into a relative disaster zone for Aframax Owners as plentiful availability found
only spasmodic demand, sending rates tumbling to 80,000 tonnes by WS 125 cross-Mediterranean. Enough
interest then developed to prevent further slippage, but with the renewed outage of BTC production, a sharp
upturn looks unlikely in the near term, though volatility is never far away in this sector. Suezmaxes initially
kept their heads up, but were again compromised by the BTC shortfall, and rates eased to 135,000 tonnes by
WS 165 from the Black Sea and will stay on the soft side until normal service resumes.

Down, down, down in the Caribbean for Aframaxes, as tonnage began to discharge in a more orderly fashion
and enquiry stayed on the light side, rates moved steadily off to end the week at around 70,000 tonnes by
WS 240 up-coast, with further slippage on the cards.

North Sea Aframax fortunes largely mirrored those prevailing in the Mediterranean, and continued the
downward slide that was initiated last week. Rates have now hit the 80,000 tonnes by WS 120 mark cross-
UK-Continent and 100,000 tonnes by WS 120 also from the Baltic with no sign of a quick turnaround.
Suezmaxes saw some early week interest, but basically volumes fizzled out and rates theoretically moved at
135,000 tonnes by WS 150 for U.S. Gulf discharge. Arb rates for fuel to the east became more tightly
squeezed, so that VLCCs were precluded from seeing any serious interest.
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PRODUCTS

With holidays in the Middle East and Far East the market remains steady despite the disruption, while the
western movements have had mixed fortunes.

With Eid in the Middle East, a disjointed weekend was to be expected and as a result there was a decrease in
activity. LR2's are very thin on the ground for October; rates are currently WS 340 for Arabian Gulf to Japan
and US$5.2 million for Arabian Gulf to the UK-Continent. With a glut of tonnage at the beginning of
November, many Charterers may be holding back stems to see if the market weakens. The LR1's have
shown some vulnerability, with a bit of competition for stems. Arabian Gulf to the West is US$3.9million,
but less could be achievable and WS 355 for Arabian Gulf to Japan.

The MR's have cooled, but remain tight on tonnage for the first half of October. US$2.9 million has been
confirmed for Arabian Gulf to the UK-Continent, East Africa remain untested, approved modern units are
pushing for close to WS 500, in reality, an accurate market assessment is WS 460-470, basis 35,000 tonnes.
Naphtha movements ex West Coast India have been busier, Owners are willing to do 35,000 tonnes x WS
350, and with back-hauls from North Asia in an abundance, healthy returns are guaranteed.

Singapore markets have also suffered as a result of the holidays. The front-hauls have been almost dormant,
but remain steady at WS 330 for Singapore to Japan and for Australia WS 430. Back-hauls from North Asia
to Singapore - Indonesia range are running close to US$900,000.00 and are firm. Trans-pacific voyages into
U.S. West Coast are quiet but are rated at US$2.2 million. Once again this is a firm market.

The Continent markets suffered another blow this week, as TC2 rates slipped further. The week began with
levels around WS 280, basis 37,000 tonnes and fell to WS245 at time of writing. There was limited
Transatlantic enquiry and surplus of tonnage, which were perfect ingredients for freight levels to fall. We
saw more interest for product destined for West Africa. Vessels were confirming around WS 290 basis
33,000 tonnes for well approved, gasoline suitable tonnage, however, unapproved tonnage could only
demand around WS 250. Inter-Continent movements followed the same trend, dumping to WS 200-210
basis 30,000 tonnes.

A steady week in the Mediterranean as freight rates remain firm at around WS 320-325 basis 30,000 tonnes.
Cargo enquiry and a lack of available modern tonnage continue to drive this market. Exports from the Black
Sea are higher at WS 360 for liftings of 30,000 tonnes. We saw interest for product bound for East Africa
stemming in the Med being secured around US$1.5 million and further options for the Far East at around
US$2.0 million.

A disappointing week in the Caribbean as rates continue to slide. Up-coast movements of CPP were
confirmed at WS 215 basis 38,000 tonnes. Lack of cargo enquiry and available modern tonnage sees the
Caribbean market suffering. Exports loading out the U.S. Gulf for discharge into South America were
secured around US$1.4-1.5 m. Back-haul enquiry was fixed at WS 150-165 levels loading out of the U.S.
Atlantic Coast.
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