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Chukchi Sea —America’s next oil producing region

Weber is committed to providing a balanced approach to the analysis of the shipping markets. The
following article, looking at the opening up of oil exploration in the Chukchi Sea and what it means in the
context of US energy policy, is written by an environmental journalist and seeks to give an alternative
perspective on the fine balancing act that is required to secure world energy supply and preserve the
natural world.

DESPITE passionate opposition from conservationists and indigenous groups, the Chukchi Sea off north-
west Alaska was opened up for oil production last month.

A pristine ocean, ice-bound for much of the year, it is home to a magnificent fauna including walruses,
endangered bowhead whales and as many as ten per cent of the world’s polar bears.

According to a worldwide chorus of condemnation, the US government’s desperation for new domestic
supplies to reverse the long-term trend of increasing reliance on imports is driving forward a dangerously
irresponsible exploitation of the Arctic.

It is hard to believe the decision by the US Fish and Wildlife Service to postpone classification of the polar
bear as threatened until after the Chukchi lease auction is a coincidence.

If the bears, gravely imperiled by a warming climate which is rapidly melting sea ice, had received their
classification earlier, opponents could have thwarted the sale in the courts using the Endangered Species
Act.

Reduction of the nation's reliance on oil imports has long been one of George W Bush's priorities,
reinforced by the political volatility of the Middle East, and worsening relations with major producers such
as Russia and Venezuela.

Success would be bad news for international shipping firms, which have enjoyed a long honeymoon with
the USA's ever-growing appetite for overseas oil.

They would not be able to exploit any new trade between the Arctic and west coast ports such as San
Francisco as it would be reserved for US-flagged short-haul vessels.

So the US government’s move, which rapidly saw bids totaling USD2.66 billion for extraction leases
lodged by eager oil businesses, creates an unusual alliance of interests between international shipping,
wildlife and the indigenous people who live in the harsh environment of northern Alaska.

Their representatives have already launched a legal challenge certain to delay, if not actually derail,
production.

The doomsday scenario feared by critics, of course, is a major spill like that of the Exxon Valdez in 1989,
which devastated wildlife in southern Alaska.

The fall-out forced the industry to confront, with some discomfort, its own impact on the environment,
with the single-hulled tankers most vulnerable to accidents banished from such environmentally sensitive
areas.

These vessels, however, have continued to carry oil through less regulated seas in the Far East - the
Exxon Valdez itself has only just been taken out of commission for conversion to a dry bulk carrier.

Fears of similar disasters have inhibited lease sales of seas around Alaska until now, and there have been
only a few preliminary test drills.

It remains to be seen whether tankers will actually brave the ice to take the oil direct from the new Arctic
fields, but the more likely method of transportation — undersea pipes to connect with the existing pipeline
across the giant US state to the southern terminal of Valdez - would certainly not remove environmental
objections.

As illustrated by the recent problems to beset BP, the impact of a leaking pipe on the environment can be
very serious, while the ice-bound conditions would inhibit safe dispersal of spilled oil.

Even if such catastrophes are averted, the effect of large-scale industrialization on a part of the world
hitherto almost untouched by man can only be guessed at.



But supporting these environmental objections are well-grounded doubts over whether the benefits of the
Chukchi project, both commercial and strategic, are all they have been cracked up to be.

With the area subjected so far to only the most limited test drilling, a long-term lease on any of the
6,156 blocks in the 53,000 square-mile zone, situated between 50 and 200 miles off the coast, is clearly
a speculative investment.

Estimates based on geological data swing wildly - super optimists put the Chukchi's total reserves at 15
billion barrels, but more cautious analysts warn there could be as little as one billion.

To put these figures in context, consider that the United States consumes more than 20 million barrels of
crude oil every single day, and known domestic reserves are just less than 30 billion barrels.

If the pessimists are proved right, the entire Chukchi Sea would not support the US economy for much
more than a year.

The Chucky blocks are being leased on the basis of reserves of about three billion, exploited over a 30-
year period, with at best 250,000 barrels pumped out a day — a mere 1.25 per cent of US demand.

With refineries currently happy to pay nearly $100 dollars a barrel for raw crude, producers are eager to
extract the stuff wherever they can find it, even braving the immense technical difficulties of drilling in
ice-bound seas.

But can they be sure of a long term shortage of supply to maintain such eye-watering prices?

Much of the world is still totally unexplored for oil — some analysts believe we may have used only ten
per cent or so of the entire stock since the dawn of the Industrial Revolution.

Even in the territory of the oil-desperate United States, there has been virtually no exploitation of deep-
water deposits, although the deeper parts of the Gulf of Mexico are just beginning to be penetrated by
producers and there have been some significant discoveries.

It will be at least ten years before the exploration and infrastructure problems surrounding Chukchi Sea
project are overcome, and oil is actually flowing to consumers.

Meanwhile, there is a little matter of an election, with a president long accused of being in hock to the oil
industry certain to be replaced, perhaps by a potentially more environmentally conscious Democrat.

Even if all the Chukchi project's legal and political hurdles are smoothly cleared, the exploration and
infrastructure problems will delay actual production for at least ten years.

By that time, the world will look very different, and the depredation of an Arctic wilderness may well be
seen as not only environmental vandalism, but entirely unnecessary.



5. Tanker Companies

With many tanker companies having reported their results, a picture of listed tanker company
performance in 2007 is starting to emerge. The following table provides a primitive method of comparing
these companies. It ranks companies by size in terms of market capitalization and then highlights the
change in net profits from 2006 to 2007, and the size of 2007 profits in comparison with market
capitalization.

Tanker Company Results 2005-2007

Net Net Profit
Profit Net Profit Net Profit % Chg Net 07
Mkt Cap 05 06 07 Profit as % Mkt

Company $Mill Units 06/07 Cap
Frontline - NYSE 3296 USD Mn 606.8 516 574.3 11% 17%
Teekay 2942 USD Mn 570.9 262.2 181.3 -31% 6%
D/S Torm 2142 USD Mn 299 235 na na na
Euronav 1988 USD Mn 209.4 218 100.1 -54% 5%
0SG 1843 USD Mn 464.8 392.7 211.3 -46% 11%
Ship Finance Int'l 1800 USD Mn 209.5 180.8 167.7 -7% 9%
Tsakos Energy Navigation 1241 USD Mn 143.3 161.8 196.4 21% 16%
Berlian Laju Tanker 1047 IDR Mn 645186 1205279 na na na
NATS 796 USD Mn 46.3 67.4 44.2 -34% 6%
Gulf Navigation 743 AED Mn na na 116 na na
Genmar 703 USD Mn 212.4 156.8 44.5 -72% 6%
D*'Amico Inlt Shipping 517 USD Mn na na 75.1 na 15%
Brostrom B 430 SEK Mn 622.9 503 450.4 -10% na
Capital Product Partners 430 USD Mn na na 27.8 na 6%
Knightsbridge 415 USD Mn 43.9 45.7 84.8 86% 20%
Double Hull Tankers 330 USD Mn 9.5 35.8 27.5 -23% 8%
Arlington Tankers 310 USD Mn 21.9 21.5 11.7 -46% 4%
Omega Navigation 230 USD Mn na 14.1 15.1 7% 7%
US Shipping Partners 172 USD Mn 18.1 5.9 4.8 -19% 3%
Concordia B 164 SEK Mn 57.2 51.9 62.9 21% na
Nordic Tankers 162 USD Mn na 8.7 na na na
Taiheiyo Kaiun 120 YEN Mn 86 210 na na na
B&H Ocean 83 USD Mn 20.1 18.8 na na na
Top Ships 78 USD Mn 68.7 15.1 na na na

The table shows that across the tanker sector the overall direction of profits is downward. Of the 15
companies that have reported 2007 results, 10 companies have seen profits fall compared with 2006.
Amongst the big players, only Frontline and Tsakos Energy Navigation produced net profits grow last
year.

Knightsbridge produced the best results in terms of net profit growth last year, while Genmar had the
most disappointing year. Knightsbridge also had the best results when comparing net profits for 2007
against market capitalization.



Shipping Share Price Indices — see chartwall308.doc

This series of charts shows the relative performance of shipping sectors in 2007 in terms of indexed share
prices. It is clear that share price performance was volatile across all sectors. Even the dry bulk sector,
which previously could do no wrong, suffered from significant share price erosion during 2HO7. However,
the tanker sector was one of the worst performers, slipping to 9™ place out of the 12 sectors.

Tanker Owners and In Vogue Strategies

In recent months, as downward pressure on share prices has intensified, tanker owners have worked
hard to retain the loyalty of their shareholders in part through consistent dividend policies, share buyback
policies (design to support share prices) and also through greater emphasis on getting their individual
strategies across.

Tanker owners have also been looked to widen their appeal through “diversification” into other sectors as
a means of mitigating the impact of a potential tanker rate slump. OSG has been one of the most
proactive companies in the search for new markets with moves into the LNG sector and increased
involvement in the Jones Act Trade. It may well look to invest further in non-international tanker markets
in the future, and has made its first steps in February (along with Euronav) to enter the FPSO/FSO
market. Ship Finance International (SFL) is another company looking in new directions. Originally the
effective banker for the Frontline tanker fleet, SFL has taken on a more independent profile with non-
Frontline financing of vessels in the Offshore and Container sectors.

There has also been a noticeable trend of listed companies investing in other listed companies. Such
investments include Frontline in Navig8, and Torm in FR8. The strategy of investing in other companies is
not a phenomenon restricted to the tanker sector. Even some dry bulk owners - perhaps fearing that
their record breaking run may be coming to an end, or at least wishing to take advantage of their
abundant cash reserves - are looking to invest in other sectors. For example in February Dryships picked
up the rights to 2 drillship newbuildings. Meanwhile another dry bulk company, Genco had been seeking
to increase its global reach by buying shares in Jinhui Holding.

Like the rest of the world, tanker companies are keeping a eye of the world economic wobble and some
are adopting a wait and see attitude. This is not the case with Frontline, which — in an almost deserted

IPO market — has managed to push through the listing of Independent Tanker Corporation on the Oslo

OTC exchange.



5.4 Chart Wall Appendix B — Shipping Share Indices Last 12 Months
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