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ix

 Following the fi nancial collapse of 2008, the fi nancing of shipping activities 
and the fi nancial management of maritime enterprises have become extremely 
important for the performance and ultimately the survival of shipping com-
panies around the world. 

 Th e current handbook provides a balanced blend between the theory and 
practice of shipping fi nance. It comprises a series of chapters, written by lead-
ing expert practitioners and academics in the fi eld, discussing the best practices 
in the area. Chapter contributors represent diff erent market segments involved 
in shipping fi nance. Th ese include shipping companies, charterers, banks, con-
sultants, traders, fi nanciers, maritime lawyers and academics, among others. 
Th us, individual chapters in the book cover the diff erent aspects of shipping 
fi nance, off ering to the reader a spherical view of the relevant issues in this area. 

 Th is comprehensive handbook is of great value to both shipping practi-
tioners and the academic community, as it contributes to the training and 
education of market participants, academics and students and, as such, is a 
must-read for everyone already involved or likely to be involved in the mari-
time industry. It off ers to its readers a rigorous understanding of the diff erent 
aspects of modern shipping fi nance, fi nancial management and investment, 
the various characteristics of the available products, the capital needs and 
requirements, and a clear view on the diff erent fi nancial management strate-
gies through a series of practical examples and applications. It can be used as 
the main reference point for companies and organizations involved in ship-
ping fi nance, and as a teaching and reference textbook in both undergraduate 
and postgraduate maritime programs in universities worldwide. 

 Th e handbook comprises 16 chapters.  Chapter     1     , “Shipping Markets and 
their Economic Drivers”, is written by Jan-Henrik Hübner of DNV GL, and 
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serves as an introduction to the shipping industry and its various markets. 
He considers current developments and trends in shipping sub-markets, and 
analyses the economic factors that infl uence them. More specifi cally, the 
chapter starts by presenting the various “players” in the ship transportation 
value chain; that is, shipowners, shipyards, charterers, cargo owners, freight 
forwarders, ship managers and shipbrokers. It presents the various markets 
involved in the shipping industry; that is, newbuilding, sale and purchase 
(S&P), demolition, and time charter and spot freight markets. Th e cost struc-
tures of diff erent types of vessels are also discussed and there is analysis of 
the various demand and supply factors that drive developments in shipping 
markets and their performance. It then presents in detail the shipping mar-
kets for various vessel types, which involves their supply–demand factors and 
current developments, including the dry-bulk market, tankers, the market for 
containers and the off shore shipping markets. 

  Chapter     2     , “Asset Risk Assessment, Analysis and Forecasting in Asset 
Backed Finance”, is by Henriette Brent-Petersen of DVB Bank SE. She dis-
cusses the overall cyclicality of the shipping and off shore industries with pri-
mary focus on the supply side—shipyard capacity and future asset prices. 
She also outlines the methodology of forecasting the markets for dry bulk 
and container vessels, as well as the importance of evaluating the quality of 
the individual asset and the mitigation of the risks involved. Global demand 
and the role of China is examined in the eff ort to understand cyclicality and 
super cycles, sectoral cycles and counter-cycles, while the variables that aff ect 
cyclicality are discussed in detail. She applies the above notions in providing 
a market outlook of container and dry bulk markets, and fi nishes with the 
evaluation of the individual competitive advantages of the assets in relation to 
peers and the prior-mentioned analysis, as well as the quality of the asset (ves-
sel) and the risks associated with the assets in asset-backed fi nance. 

  Chapter     3     , “Overview of Ship Finance”, is by Fotis Giannakoulis of Morgan 
Stanley. He presents the available sources of fi nance for the maritime indus-
try, arguing that “the ability of a shipping company to navigate the ebbs and 
fl ows of the market is primarily dependent on the timing of its investments 
and its chartering policy, with the selection among funding alternatives being 
of equal importance”. He discusses in detail: fi nancing from banks, including 
mortgage-backed loans, newbuilding fi nancing, mezzanine, unsecured/corpo-
rate loans and leasing fi nance; high yield bonds; convertible notes; initial pub-
lic off erings (IPOs); follow-on off erings; master limited  partnerships (MLPs); 
special purpose acquisition companies (SPAC); and private equity off erings. 

  Chapter     4     , “Shipbuilding Finance”, by Charles R. Cushing of C. R. 
Cushing & Co. Inc., discusses vessel acquisitions. Th e fi rst part of the chapter 

http://dx.doi.org/10.1057/978-1-137-46546-7_2
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outlines: the reasons for undertaking and alternatives to a new construction; 
project fi nancing; issues that can go wrong in ship acquisition projects; proj-
ect management issues; strategic planning and sub-plans, such as business, 
fi nancing, operations, marketing, technology, competitor, human resources 
and organization plans; mission statements; and vessel design. Th e second 
part of the chapter discusses the choice of sources of funds for ship construc-
tion, such as: debt fi nancing; loan syndication; mezzanine fi nancing; high 
yield bonds; leasing; export credit agencies (ECAs); hybrid fi nancing schemes, 
such as Kommanditgesellschaft—K/G, Kommandittselskap—K/S, DIFKO, 
blocked currency and barter trades; Islamic bank fi nancing; government 
grants; public equity fi nancing; private placements; and MLPs. Th e chap-
ter concludes with fi nancial aspects of shipbuilding contracts and progress 
payments. 

  Chapter     5     , “Debt Financing in Shipping”, is contributed by George 
Paleokrassas of Watson Farley & Williams. He discusses the various types of 
debt fi nancing, including the standard loan facility; that is, the lender, the 
borrower, syndications, the fi nancing vessel, the facility amount, the condi-
tions precedent, the currency, the tenor and repayment of the loan facility, 
the interest, the representations and warranties, the covenants, the governing 
law and jurisdiction, the events of default, and the bank fees; forms of leasing; 
bond fi nancing; mezzanine fi nancing; and ECAs. Th en, the security package 
that the lender can receive from the borrower and its group is discussed, as this 
is critical in terms of assessing the risk in any particular transaction. Th e ship 
mortgage is then presented, followed by the assignment of earnings, charter 
hire, insurances, requisition compensation, charge or pledge over accounts, 
shares charge or pledge, and pre-delivery security assignment. 

  Chapter     6     , “Public Debt Markets for Shipping”, by Basil M. Karatzas of 
Karatzas Marine Advisors & Co., discusses shipping bond fi nancing and its 
details. Th is includes an example of a shipping bond issue, its pricing in the 
secondary market, the process of fi ling the relevant prospectus, of obtaining 
a credit rating, selecting an underwriter, the timing of the issue and the inter-
est rate cost. Th e diff erences between shipping bonds and shipping loans are 
also outlined. Th e classifi cation of shipping bonds based on collateral, and the 
covenants and special conditions, are discussed in detail. Finally, the chapter 
provides the main taxonomy of bonds, with special emphasis on those that are 
more suitable for shipping companies. 

  Chapter     7     , “Public and Private Equity Markets”, is by Jeff rey Pribor and 
Cecilie Skajem Lind of Jeff eries LLC. It focuses on the most relevant equity 
products available to private shipping companies. Th e discussion includes: the 
pros and cons of being a public versus a private company; IPO structures and 
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processes; and the role of private equity in the maritime industry. Th e chap-
ter starts with an overview of public equity capital, such as C-corporations, 
limited partnerships, MLPs and SPACs, and continues by outlining the 
advantages and disadvantages of being a public company. It proceeds with 
the evolution of the shipping equity landscape since 2000, and continues 
with stock exchanges where there is shipping capital market activity. Th e four- 
phase process of an IPO is then analysed; that is, company preparation; draft-
ing, diligence and initial Securities and Exchange Commission (SEC) fi ling; 
SEC review and response; and marketing, pricing and aftermarket. Also dealt 
with are what makes a good IPO and the pitfalls to avoid in the process. 
Equity valuation metrics are proposed, such as those of net asset value (NAV), 
forward earnings—earnings before interest, taxes, depreciation and amortiza-
tion (EBITDA)—and dividend yield metrics. Th e chapter concludes with an 
overview of private equity (PE) in shipping and the relationship between PE 
fi rms and company management. 

  Chapter     8     , “Structured Finance in Shipping” is by Ioannis Alexopoulos of 
Eurofi n Group and Nikos Stratis of Augustea Group. Th ey present structured 
fi nance instruments, as sets of complex fi nancial transactions, and in particular 
ECA-backed shipping fi nance, leasing and mezzanine shipping fi nance. Th ey 
start by explaining what ECAs are, their role in shipping fi nance, the vari-
ous ECA shipping fi nancing structures, the ECA requirements and OECD 
guidelines, and the pros and cons of ECA fi nance for shipping. Ship leasing, 
the types of leases, their benefi ts and drawbacks and the providers are then 
discussed prior to a detailed overview of mezzanine fi nance for shipping, the 
forms that it takes, the important issues to consider, the applications of it, and 
its pros and cons. 

  Chapter     9     , “Key Clauses of a Shipping Loan Agreement” is by Kyriakos 
Spoullos of Norton Rose Fulbright. It provides a general overview of certain 
key clauses (commercial terms), commonly found in shipping loan agree-
ments. Besides the fi nancial terms of the relevant loan (e.g. the loan amount, 
the margin, the repayment profi le, the interest periods, the last availability 
date), the chapter presents the operative clauses which constitute the “heart” 
of most fi nancing documents. Th ese clauses include the: representations and 
warranties; conditions precedent; covenants (e.g. minimum value clause, 
fi nancial ratios); events of default; mandatory prepayment events; and assign-
ment and transfer provisions. 

  Chapter     10     , “Legal Aspects of Ship Mortgages”, is written by Simon 
D. Norton of Cardiff  Business School, Cardiff  University and Claudio Chistè 
of Investec Bank plc. Th ey put forward the legal defi nition of mortgages, 
the limitations of ship mortgages as a form of security, the registration and 
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priority of mortgages, the powers of mortgagees (power of sale, power to take 
possession and the appointment of a receiver) and the rights of the mortgagor 
(right/obligation to insure the vessel, right to sell the vessel, application for 
sale by court order, the right to redeem the mortgage and foreclosure). Th e 
chapter closes with the authors’ views of the likely future directions in ship 
mortgages as a form of fi nancing, through the process of securitization. 

  Chapter     11     , “Reasons and Mechanics of Handling Defaulted Shipping 
Loans and Methods of Recovery”, is written by Dimitris Anagnostopoulos 
and Philippos E. Tsamanis of the Aegean Baltic Bank. Th ey present the stan-
dard actions and procedures applied when handling problematic bank loans, 
the early detection of signs and, once the problem is detected, how to handle 
it. Th ey proceed by explaining the preparation for remedial action when a 
loan approaches default and the determinants of the bank’s course of action. 
Th is includes several considerations, including fi nancial, ship management 
and market outlook, collateral and bank related. Th ey conclude with a discus-
sion of the loan recovery process that takes place through the auction of the 
collateral vessel and the possible situations the bank may face during the arrest 
of vessels. 

  Chapter     12     , “Marine Insurance”, is written by Marc A. Huybrechts of 
the University of Antwerp and Th eodora Nikaki of Swansea University. Th ey 
focus on insurance coverage needs taken out by the shipyard, the vessel’s fi nan-
ciers and the shipowners as operators of the vessel. Th ey discuss the specifi cs 
of marine insurance, which an insured should always keep in mind. Th ese 
are: the “risks” that a shipowner wants to be covered for, including property, 
liability, legal issues, lost time, compulsory risks and the associated insurances; 
the need to purchase insurance cover for the successful and safe operation of 
the vessel; by whom these risks could be insured against; and who the provid-
ers of the insurance cover are. Finally, the cost of each type of insurance and 
other specifi c aspects of marine insurance are presented. 

  Chapter     13     , “Maritime Investment Appraisal and Budgeting”, is contrib-
uted by Wolfgang Drobetz of the University of Hamburg, Stefan Albertijn 
of HAMANT Beratungs- und Investitions GmbH and Max Johns from the 
German Shipowners’ Association. Th ey present the basic principles of vessel 
valuation, by illustrating the “mark-to-market” approach, and the long term 
asset value (LTAV) method as an example of the discounted cash fl ow (DCF) 
approach (“mark-to-model”). Th ey also discuss the necessary conditions for 
the equivalence of market prices and the fundamental values of vessels. Th e 
valuation of listed shipping companies using the above methods and other 
commonly used fi nancial ratios is compared with a matched sample of manu-
facturing fi rms, where it is found that: ratios generally tend to be less cyclical 
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in the manufacturing sector; shipping companies have a much higher leverage 
than comparable manufacturing companies; and, as shipping companies are 
portfolios of vessels, asset tangibility is notably high in the shipping sample. 

  Chapter     14     , “Financial Analysis and the Modeling of Ship Investment” 
is contributed by Lars Patterson of Pacomarine Limited. He presents several 
practical examples of fi nancial models for the evaluation of shipping invest-
ments, their assumptions, the key ratios and indicators, and the theory behind 
investment criteria and value drivers. Th e value of fl exibility (optionality) for 
the shipowner is also discussed in terms of the timing of the purchase of a 
ship, its sale, the type of charter chosen and the amount of debt fi nancing 
utilized. Key practical issues in maritime fi nancial analysis are also discussed, 
including: purchasing the ship and the timing of the exit; going for a new-
building versus a second-hand purchase; scrapping; the selection of operating 
expenses; the type of employment in terms of charter parties; and the fi nanc-
ing methods. Th e chapter concludes by considering ships as investments, with 
important features determining their valuation that include the market price 
of the vessel, its cash fl ow, its charter, market expectations, the secondary 
markets for trading vessels, the age of the vessels, as well as market risk and 
credit risk. 

  Chapter     15     , “Maritime Business Freight Risk Management” is written by 
Manolis G. Kavussanos of the Athens University of Economics and Business 
and Ilias D. Visvikis of the World Maritime University. Th ey cover the freight 
derivatives market and the latest developments and trends in this area, includ-
ing: freight rate indices and routes that are used as the underlying assets of 
freight derivatives; the available freight derivative products, that is, freight 
futures, forward freight agreements (FFAs) and freight options; the freight 
markets established around the word; and the various usages of freight deriva-
tives for risk management—hedging—purposes. Th e various trading screens 
for freight risk management, as well as the latest regulations in derivatives 
markets, are included in this chapter. 

  Chapter     16     , “Mergers and Acquisitions in Shipping” is contributed by 
George Alexandridis of Henley Business School at the University of Reading 
and Manish Singh of V.Group Ltd. Th e chapter provides a detailed overview 
of M&As in shipping and the motives behind them, including their role in 
attaining operating synergies operating synergies in the form of cost reduction 
and revenue enhancement opportunities; fi nancial synergies; market share 
enhancement and reduction of  competition; and diversifi cation of the asset 
base. Th e discussion on the M&A process also covers: strategy formulation; 
identifi cation and analysis of M&A targets; cultivation of the targets; due 
diligence; and the post-acquisition integration process. Th e chapter provides 
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a road map of M&A valuation in shipping and in particular cash fl ow, asset 
based and relative valuation methods. Th e fi nancing of shipping M&As is 
also discussed. Th e chapter concludes by presenting new empirical research 
on whether shipping M&As create value for shareholders.  

    Manolis     G.     Kavussanos    
  Athens University of Economics and Business  
  Athens ,  Greece  
 e-mail: mkavus@aueb.gr 

   Ilias     D.     Visvikis    
  World Maritime University 
  Malmö ,  Sweden   
 e-mail: iv@wmu.se 

    September 2016 
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