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Definition of Credit Ratings
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What is a Rating?

A rating does NOT

. ...constitute a recommendation to buy, sell or hold a particular security

. ...comment on the suitability of an investment for a particular investor

. ...measure liquidity, volatility, or market value of a financial instrument

. S&P does not perform an audit in connection with any rating

. A rating is not an opinion if a company is "good” or "bad” — it is a measure of the

risk an investor is taking on by investing in that company’s bonds.

Note: a rating is requested, agreed and paid for by  the borrower/ client
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Standard & Poor’s Rating Scales

Investment
grade

Non-investment
grade (high yield)
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Long-term Short-term
Rating Scale Rating Scale
AAA

— A1+
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Ratings are actively monitored

Outlook

How the rating can change
in the medium term 2-3
years’

Positive’, 'Negative’, 'Stable
or 'Developing’

Credit Watch

Possible near-term change
(90 days)

Most likely event driven

'Positive’, 'Negative’, or
'Developing’
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Rating Performance, Credit Trends and Outlook
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Do we get it right? Historical Default Data By Rati  ng
Cumulative Default Rates 1981-2006

Time horizon
Y7 Y8 Y9 YI0 Y11 Y12 Y13
0.00 000 009 019 029 043 050 062 066 070 070 070 070 076 0483
001 005 010 020 032 043 05 068 078 089 099 1.09 119 128 1.33
006 047 031 047 068 091 119 141 164 190 211 228 245 260 2.84
024 071 123 192 261 328 382 438 4.8% 542 597 639 689 7.38 7.93

1.0 3.14 561 797 1010 1212 13.73 1515 1647 1749 1846 19.22 19.90 20.36 20.84
4.99 10,92 1590 19.76 22.55 2472 26.54 28.00 29.20 30.42 3146 3238 33.35 34.24 35.03
26,29 34.73 3996 43.19 46.22 4749 48.61 49.23 5095 51.83 52.57 53.34 5395 4459 5459
011 031 05 087 119 152 182 2.0 236 264 289 309 331 352 307
439 8.66 1247 1559 18.07 2013 21.81 23.20 2448 2560 26.59 2743 28.25 28.94 29.55
153 305 443 562 660 744 815 875 930 981 1027 1065 11.03 11.38 11.73

Cumulative Average Default Rates By Rating: 1981-2007
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Sources: Standard & Poor's Global Fixed Income Research; Standard & Poor's
CreditProg.
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7.

Migration of Ratings

Average One-Year Migration  (1981-2006)

RATING AT THE END OF THE YEAR (%)
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Rating Distribution; Gradual Shift Towards Speculat ive Grade
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Ratings Distribution In 2007 Nonfinancial Rating Distribution Has Shifted

—us —Burope —— 1987 — 1997 —2002 —2007"
(%) (%)
50 &0
Investment grade Speculative grade Investment grade Speculative grade
50 o
40 40

" /"‘\

) ) N\ ’
e | T\ === X

AAA Al A BEBB BB B CcCcoic

N\

AAA A A BEB BB CCcic

m

Includes financial and nonfinancial entities rated by Standard & Poor's. *Data through

Sept. 30, 2007. Sources: Standard & Poor's Global Fixed Income Research; Standard &
Poor's CreditPro®.

® Standard & Poor's 2007,

*Data as of July 31, 2007. Includes parent and subsidiary-level issusrs. Sources;
Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro®.

® Standard & Poor's 2007.
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Global Default Rates Abnormally Low For An Extended Period

Speculative-Grade Default Rates For The Trailing-12 Months

Quarterly Corporate Defaults By Number Of Issuers
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Data as of Jan. 31, 2008. Sources: Standard & Poor's Global Fixed Income Research;
Standard & Poor's CreditProg.

@ Standard & Poor's 2008.
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Annual Global Corporate Defaulting Debt Amount
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Default Rates Likely On The Rise However

Europe Speculative-Grade Issuance Versus Default Rate Leveraged-Loan Default Rate Versus Distress Ratio

10.

I Ratio of 'B- and below to total speculative-grade issuance by par amount

R atio of 'B-" and below to total speculative-grade issuance by issue count
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Speculative-grade default rates are reported for a roling window of the trailing-12
months. lzguance ig for the trailing-six monthe and includes all public and Rule 1444
izzuance of ztraight, convertible, floating-rate, and medium-term notez izzued into
the U.S. marketplace by financial and nonfinancial entities. Data as of Now. 20,
2007. Sources: Standard & Poor's Global Fixed Income Research; Standard &
Poor's CreditPro®; Thomson Financial, The Thomson Corp.

@ Standard & Poor's 2007.

(%)

&P LSTA Index default rate

e S&P LSTA Index distress ratio

Default rate is reported for a rolling window of the trailing-12 months and is
calculated as the number of defaultz during the window, divided by the number of
izguers in the index at the beginning of the window. Loan distress ratio iz defined
as the percent of performing leanz trading below 80 centz on the dollar. Data az of
Jan. 31, 2008. Source: Standard & Poor's LCD.

® Standard & Poor's 2008.
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Default Rates Likely To Rise (Contd.)
Risk Premia Have Increased, Especially Across Financials And Banks

N Recession

—Industrials —Banks ——Financial institutions
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—Rase forecast (bps)

300

(%) 14
12

Forecast for Jan. 2o
10 Ef—_"'t
\ \,:uus T =
8
ong-term average 4.4% M
. “— n ‘L' - 150 —
h‘. 4 ‘\|: B=4-.5".-'E ] 100 W'“’““Wi

50

2 hy
‘\-ﬂ\\'
0 T T T T T T T T T T . . . 0 T T T T T T T T T T T
0 In o vl N b o B gl b ) ) A A A
& T T T T L LT E S SSS & & & & L FH S S S S S
o E: o & o o o & o & o o E: o {gl— qj’? nﬁﬁ @L 6(& é@r & q?ﬁ Oj,ﬁ A o i
" “ \é‘. Y ’3{“
B—-Baze. H—High. L—Low. Shaded areas are periods of reces=ion as defined by the . . . .
National Bureau of Economic Research. Sources: Standard & Poor's Global Fixed Income prssbash s WaialasSOiDec o Shouice Siatiiad Sl oas Cobal bed
Research; Standard & Poor's CreditPro®. Income Research.
© Standard & Poor's 2008. & Standard & Poor's 2007.
Europe Speculative-Grade Default Rate Versus Inverted Industrial Production
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Speculative-grade default rates are reported for a roling window of the trailing-12
months. Default data through Jan. 31, 2008. Sources: Standard & Poor's Global
Fixed Income Research; Standard & Poor's CreditPro®; @European Communities,
[2008], Source Eurostat.
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Low Interest Rate Environment Provide Breathing Spa  ce

U.5. Speculative-Grade Default Rate Versus Interest Burden

= Speculative-grade default rate
(left scale)

= |nterest payments as % of EBITDA profits
(right scale)
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Data az of Jan. 31, 2008. Sources: Bureau of Economic Analysiz; Standard
& Poor's Global Fixed Income Research; Standard & Poor's CreditPro®.
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With interest rates still relatively low, default risk is likely to come from failure to
make scheduled debt repayments. Debt refinancings big issue in 2008
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Credit Drivers in 2008

e Credit markets are a prevailing concern

e An economic slowdown is compounding business
challenges

* The focus is on liquidity and credit quality matter s (timely
access to funding)

e Credit spectrum now more skewed towards speculative
grade (thus more rated issuers are likely to default)

« Commodity prices and cost pressures will affect iss uers
« Corporate M&A activity expected to rise

o Shareholder initiatives moderating?
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Shipping Ratings
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A Piece of History, A Few Examples...

PanOceanic Bulk Carriers

Millenium Seacarriers

Golden Ocean

Alpha Shipping

TradeWinds; July 13, 2007

Pegasus Shipping Ltd
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Enterprise Shipholding

Global Ocean

Amer Reefer
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Shipping Company Ratings and Outlooks

Global Shipping Ratings Distribution Global Shipping Outlook/CreditWatch Distribution
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Shipping: Rating Examples

Rating Business Risk Financial Risk
Profile Profile

Mitsui O.S.K Lines BBB+/Stable/-- Satisfactory Intermediate

BW Group BBB-/Watch Neg/-- Satisfactory Aggressive

Overseas Shipholding Group Inc. BB/Stable/-- Weak Aggressive

Teekay Shipping Corp. BB+/Negative/-- Weak Aggressive

Ship Finance International Ltd BB/Stable/-- Weak Aggressive

Berlian Laju Tankers Thk B+/Watch Neg/-- Weak Highly leveraged

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.
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Industrial Ratings Approach

Two basic risk areas are assessed — business risk an d financial risk

A weighted average assessment (by perceived
importance) is applied when a group has several
large business areas

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.
18.



High Industry Risk Drives Shipping Ratings

e Capital intensive

» High operating leverage

» Economic sensitivity

» Highly competitive and fragmented

» Lack of meaningful supply-side discipline

» Relatively low barriers to entry

» Largely commodity services

» High volatility in revenues and asset values (low p redictability)

» Generally sub-investment grade

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.
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20.

Pronunced Volatility in Freight Rates (earnings)

Average Tanker Earnings ($/day)
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Sector Risk; Higher Volatilty In Larger Vessel Segments

Very high 1

'B’ category

High
ngh ’B’/LOW ! n # ! n
'BB’ category g 1" % 1"

& B+
Relatively ( )

high
mid 'BB’
category

Satisfactory *+ (/!
Low to mid 'BBB’ 0O !
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Industrial Ratings Matrix

When business risk has been assessed, financial risk i s analyzed:

Financial Risk Indicative Ratios

Key Ratios
Total Total
FFO/Total debt/Total cap debt/EBITDA

Financial Risk Profile debt (%) (%) x)

Minimal More than 60 Lessthan25 Lessthan 1.5

Modest 45-60 25-35 1.5-2.0
Shipping companies’ Intermediate 30-45 35-45 2.0-3.0
;ﬁ;;’é;‘;r\‘/‘i}ﬁlgﬁ;” the |—  Aggressive 15-30 45-55 | [ 3.0-45
leveraged category Highly leveraged Less than 15 | More than 55_ More than 4.5
over a cycle. FFO--Funds from operations.

And the two are combined into a final rating outcome:

Business Risk/Financial Risk Matrix

Financial risk

Business risk profile Minimal Modest Intermediate  Aggressive  Highly leveraged
Excellent AAA AA A BBB BB
Strona AA A A- BBB- BB-
Satisfactory A BBB+ BBB BB+ B+
Weak BBB BBB- BB+ BB- B
Vulnerable BB B+ B+ B 4 B-

Most likely rating
outcome, reflecting high
business risks and
financial risks

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.
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Keys To (Rating) Success

» Attractive (young and modern) and large fleet of ve  ssels

e Predominant focus on time charter (or other medium term contracts of

employment), balanced by some spot (voyage) revenue s

— Earnings and cash flow predictability is key (charter coverage), although profitability should not
be disregarded (spot market)

« Company reputation and management credibility impor tant to attract the larger
shippers (oil majors, grain trading housed, etc)
» Maintenance of adequate over-the cycle financials

— Credit ratios expected to be very strong for rating category in peak cycle conditions, to prevent

significant deterioration in a downturn

* Maintain sufficient balance sheet flexibility and b ack up liquidity to weather down-

cycle
— Adequate access to committed back up facilities and/or cash on balance sheet.

— Well-balanced debt maturity structure

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.



Shareholder Remuneration Have Restricted Ratings Up  side

2500 mmm Net income . 250%

== Shareholder remuneration
—a— Shareholder remuneration as % of NI
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Aggregated data for GenMar, Frontline, Ship Finance, Teekay, and OSG
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Near-Term Credit Drivers For Rated Shipping Compani  es

» Markets remain fairly robust
* Very easy to be a pessimist, but how many times can we cry wolf...

 How long can China bear the weight of a whole indus  try?

— High expectations but little margin for error. An extended period of strong demand growth
needed to meet glut of supply in the near to medium term

» Newbuilds, newbuilds, newbuilds
— Oversupply looms closer, where is the discipline?
— Got to know your segment though, age profile and demand drivers differ significantly

— But, can all pay for what they have ordered and can the yards deliver?

 Shareholder friendliness increases, but who can bla me them?

— Shipping has generally generated poor returns until 2003

 Prepare yourself for the worst, but hope for the be st

— Maintain strong liquidity and balance sheet to weather a potential downturn

Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.
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Contact us!

Andreas Kindahl, Stockholm, Associate Director
+46 (0)8 440 5907
andreas_kindahl@standardandpoors.com

London Ratings Desk: +44 (0)207 847 7400
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