Danish Ship Finance A/S
Credit investor presentation

Disclaimer
The information in this material (hereinafter the "Information") has been compiled by Danish Ship Finance A/S (hereinafter “Danish Ship Finance") for informational purposes only. The
Information is primarily based on information accessible to the public. By attending a meeting where this Information is presented, or by reading this material or part thereof, you
agree to be bound by the following terms, conditions and limitations.
The Information is believed to be reliable. However, Danish Ship Finance does not guarantee the timeliness, sequence, accuracy, correctness, adequacy, or completeness of the
Information or opinions contained therein, nor does Danish Ship Finance make any representations or warranties of any kind, whether express or implied, in relation to the
Information. Danish Ship Finance does not intend to, and does not assume any obligation to, update the Information.
The Information does not constitute an offer to sell or the solicitation of an offer to buy any securities mentioned in the Information.
Danish Ship Finance makes no representation or warranties and gives no advice concerning the appropriate legal treatment, regulatory treatment, accounting treatment or possible tax
consequences in connection with an investment in securities mentioned in the Information. Before proceeding with any such investment investors should determine, without reliance
upon Danish Ship Finance, the economic risk and merits, as well as the legal, tax, regulatory and accounting characteristics and consequences, of such an investment and that
investors are able to assume these risks. Investors should conduct their own analysis, using such assumptions as they deem appropriate in making an investment decision. Danish
Ship Finance does not accept any liability for any loss, howsoever arising, directly or indirectly from the issue of the Information or its contents including transactions made based on
information therein.
The Information contains certain tables and other statistical analyses (the "Statistical Information") which have been prepared in reliance upon information accessible to the public.
Numerous assumptions were used in preparing the Statistical Information, which may not be reflected herein. As such, no assurance can be given as to the Statistical Information’s
accuracy, appropriateness or completeness in any particular context, nor as to whether the Statistical Information and or the assumptions upon which they are based reflect present
market conditions or future market performance. The Statistical Information should not be construed as either projections or predictions or as legal, tax, financial or accounting advice.
Calculations and presentations are based on ordinary econometric and financial tools and methods as well as publicly available sources.
Assessments and recommendations, if any, made in the Information may involve substantial risks. Such risks, including a sensitivity analysis based on relevant assumptions, have
been described in the Information.
Financial information contained in this material has not been reviewed by the Danish Ship Finance’s auditor or any other auditor or financial expert. Hence, such financial information
might not have been produced in accordance with applicable or recommended accounting principles and may furthermore contain errors and/or miscalculations.
Information on previous returns, simulated previous returns or future returns presented in the material cannot be used as a reliable indicator of future returns, and returns may be
negative. Information on price developments presented in this material cannot be used as are liable indicator of future price developments, and price developments may be negative.
If the material contains information on a specific tax treatment, it should be borne in mind that the tax treatment depends on the investor's individual situation and may change in
future. If the material contains information based on gross returns, however, fees, commissions and other costs may reduce returns.
Certain information contained in this presentation constitute forward-looking statements. Such statements are based on a number of estimates and assumptions that, while considered
reasonable at the time, are subject to significant business, economic and competitive uncertainties. Danish Ship Finance cautions that such statements involve known and unknown
risks, uncertainties and other factors that may cause the actual financial results, performance or achievements of Danish Ship Finance to be materially different from Danish Ship
Finance’s estimated future results, performance or achievements expressed or implied by those forward-looking statements.
Danish Ship Finance is a financial institution that trade in securities. Danish Ship Finance may buy, sell or hold positions in the securities mentioned in the Information.
The Information is being directed at you solely in your capacity as a relevant person for your information and may not be reproduced or redistributed or passed on to any other person
or published in whole or in part, for any purpose, without the prior written consent of Danish Ship Finance. Relevant persons are persons who have professional experience in matters
relating to investments in securities mentioned in the Information and to whom the Information may be lawfully communicated. The Information may not be acted on or relied on by
persons who are not relevant persons.
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Danish Ship Finance at a glance

Conservative ship lending since

1961
15bps in annual losses on average
since 1998

Full recourse
corporate lending

Loan book of

EUR 5.3 billion
700 vessels

Timely repayment of
bondholders
even in a scenario where
30% of the loan book
is written off overnight

Very conservative loan loss provision equal to
640bps of gross lending

Lending only against

1st priority
mortgage
in vessel(s)

Loan book is
matchfunded
~
no liquidity or
refinancing risk
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Executive summary

Our business

Risk profile

•

Corporate lending with full recourse to reputable ship owners. Dedicated to shipping finance

•

Borrowers typically top tier in respective segments with a fleet of ships

•

One product: first priority ship mortgage up to 70% LTV. No equity financing

•

A unique business model that has worked flawlessly, even at times of crisis in the shipping industry

•

UCITS and CRR compliant covered bond issuer

•

Strong Capitalisation with CET1 ratio of 19.0%, using standardised risk weights

•

Timely payments on all bonds even with losses of more than 30% of loan book

•

Capital centre A with a current weighted average LTV of 51%

•

Prudent risk management that prioritises credit quality over short-term returns

•

Minimum value clauses on more than 90% of loans

•

Very strong historical net write-offs performance on par with AAA rated Danish mortgage lenders

•

No refinancing risk – pre-funding and balancing principle

•

All vessels are insured. Insight and close monitoring of customers, incl. physical inspections of vessels

•

Strong legal framework for EUR ship covered bonds with LTV limit of 60% for first priority mortgages

•

The legal framework governing DSF closely resembles that of Danish Mortgage Institutions, including priority
in default and non-acceleration

•

Rating of EUR covered bonds expected to mirror existing bond rating of ‘A’ (negative outlook) by S&P

•

Ship covered bonds have been issued to the Danish marked for 20+ years. Current outstanding EUR 5.8bn.

•

A global industry serving the increasing demand for global trade

•

Many of the major shipping segments have been burdened by surplus capacity for much of the past decade

•

The orderbook has declined markedly over the past couple of years and has become more aligned with
demand

•

The secondhand market for ships has remained liquid through the cycles

Bonds

The shipping
market
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Issuing EUR ship covered bonds is a strategic priority for DSF,
in order to establish a European investor base
Ship covered bonds issuance in the DKK market (2016-2018)
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Sell Primary

AAA spread primary tap issuance

DSF is a committed issuer of ship
covered bonds

Domestic bond facts:
•

Active issuer of covered bonds for 20+ years

•

The intention is to issue in the
Euro market on an annual basis

•

Primary issuance of EUR 4.6bn in the period 2016 to 2018.
Implied rating [AA- to AA]

•

It is a strategic priority for DSF to
establish a European investor base

•

Annual activity from DSF (primary and secondary) turnover of
approximately 50% outstanding bonds

•

New issuance average maturity of 6 years

•

Buy backs of bonds with shorter maturities (1-2 yrs), EUR 3.6bn

•
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Inaugural EUR benchmark ship covered bond
Description
Issuer

Danish Ship Finance A/S

Type

Covered bond, Hard bullet

Assets

Corporate loans to ship owners

Collateral

First priority mortgage in ships

LTV

51%* (max 60% CRR)

Format

Reg S, Bearer

Ratings

Expected A (negative outlook), S&P

Size

EUR 500m (no grow)

Settlement

t+5

Tenor

3½ years

Coupon

Fixed, annual, Act/act ICMA

Existing cover pool rated by

Standard & Poor’s
Bond rating: A (negative outlook)
Issuer credit rating: BBB+ (negative outlook)

* Target pool

✓ LCR compliant - Level 2A
✓ UCITS/CRR compliant
✓ ECBC Covered Bond Label compliant
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Inaugural EUR benchmark ship covered bond
Capital Centre A (28/02-2019)

Institute in general (31/12-2018)

Cover pool (target pool)

Cover pool

LTV (max 60%)
OC

51%
21%

LTV (max 70% initially)
OC

52%
21%

WAL – funding
WAL – loans

3.5 yrs
3.2 yrs

WAL – funding
WAL – loans

4.2 yrs
3.2 yrs

Seasoning avg. (customer relationship)
Seasoning median

24 yrs
14 yrs

Seasoning avg. (customer relationship)
Seasoning median

21 yrs
10 yrs

Number of loans
Number of customers

42
31

Number of loans
Number of customers

455
79

Customers concentration (10 largest)

59%

Customers concentration (10 largest)

47%

Bonds EUR

500m

Bonds EUR

5.8bn

✓ Cover pool information of both capital centre will be available at ECBC Label
Templates (NTT) & (HTT) on a quarterly basis
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Inaugural EUR benchmark ship covered bond
Cover pools
Ship segments
30%

Institute in general (31/12-2018)

29%

Capital Centre A (28/02-2019)

22%
18%

16%

17%
14%

14%

13%

13%
6%

Tankers

Bulk Carriers

Container

Offshore

Ferries/Ro-Ro

5%

2%

Gas

0%

Other

Customer headquarters
40%
Institute in general (31/12-2018)
31%

Capital Centre A (28/02-2019)

27%
18%
13%

Denmark

Norway

9%

Greece

11%

8%

Germany

10%
5%

Great Britain

9%
2%
RoW

3%

7%
0%

USA

2%

0%

The
Netherlands

2% 2%
Luxembourg

2%
Italy
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Inaugural EUR benchmark ship covered bond
Cover pools
LTV distribution
78%

78%

Institute in general (31/12-2018)

20%

20%
2%

>0 - ≤40 %

Capital Centre A (28/02-2019)

>40 - ≤60 %

2%

0%

>60 - ≤70 %

0%

0%

>70 - ≤80 %

0%

>80 - ≤90 %

0%

0%

0%

>90 - ≤100 %

0%

>100%

Lending currency
87%

Institute in general (31/12-2018)

Capital Centre A (28/02-2019)

74%

21%
5%

4%
USD

NOK

5%
EUR

0%

0%
SEK

2%

0%
GBP

2%

0%
DKK
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Standard and Poor’s ratings – DSF vs. Danish Mortgage Institutions
Covered bond ratings from S&P – DSF vs. Danish Mortgage Institutions

AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBBDSF

Peer 1

Peer 2

Peer 3

Peer 4
Issuer rating

Peer 5
BRRD

Peer 6
Jur. uplift

Collateral

•

Current issued bonds from Danish Ship Finance hold an ‘A’ (neg) rating from S&P

•

Danish Ship Finance gets 1 notch uplift for exemption from BRRD and 1 notch uplift for jurisdictional
support

•

Danish Mortgage Institutions (SIFI) get 2+2 notches uplift for BRRD and jurisdictional support

•

The DSF bond rating does not take the value of the ship mortgages into account*
*However, note that DSF could withstand a 30% loan loss and still make full and timely payments
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Legal framework
EUR Ship Covered Bonds
(SDO)

Ship Covered Bonds
Skibskreditobligationer (SO)

Assets remain on balance
sheet, but are identified as
belonging to cover pool

Assets remain on balance sheet, but
are identified as belonging to cover
pool

60% at all time

70%

60-80%

60-80% at all time

UCITS Compliant

Yes

Yes

Yes

Yes

Compliant with CRR art.
129

Yes

No

No

Yes

Structure

Loan to Value

Risk weight (specific risk,
trading book)

Quality
step

1-3

Risk
weight
requirement

0.125 –
0.8%

4-5

4%

6

6%

Eligibility of collateral under
Yes, only if quality step 3 or better
all approaches and methods
(In DK quality step 2 or better)
in CRR

Risk weight (if held in
banking book)

Compliant with LiquidityCoverage-Ratio (ECAI)
Compliant with LiquidityCoverage-Ratio (ISSUE
SIZE)
Specific capital
requirements

Quality
step

1

2-3

4-5

6

Risk
weight

10
%

20%

50%

100%

Yes, only if quality step 1-2

Quality step

1-3

1

2-3

Risk
weight 20% 50%

Assets remain on balance
Assets remain on balance
sheet, but are identified as belonging to sheet, but are identified as belonging to cover
cover pool
pool

Quality
step

1-3

4-5

6

Quality step

1-3

4-5

6

12%

Risk
weight
requirement

0.251.6%

8%

12%

Risk weight
requirement

0.1250.8%

4%

6%

Yes, only if quality step 3 or better
(In DK quality step 2 or better)
Quality
step

Covered Bonds (real estate)
(SDO)

6

4-5

Risk weight
0.25-1.6% 8 %
requirement

Covered Bonds (real estate)
Realkreditobligationer (RO)

4-5

6

100%

150%

Yes, only if quality step 1-2

Yes, only if quality step 3 or better
(In DK quality step 2 or better)
Quality
step

1

Risk
weight 20%

Yes, only if quality step 3 or better
(In DK quality step 2 or better)

2-3

4-5

6

Quality
step

1

2-3

4-5

6

50%

100%

150%

Risk
weight

10%

20%

50%

100%

Yes

Yes

Yes, only if the issue size is at least Yes , only if the issue size is at least Yes, only if the issue size is at least EUR Yes, if the issue size is at least EUR 250 million
EUR 250 million (or the equivalent
EUR 250 million (or the equivalent 250 million (or the equivalent amount in
(or the equivalent amount in domestic
amount in domestic currency)
amount in domestic currency)
domestic currency)
currency)
Yes, min 8% of RWA

Yes, min. 8% of RWA

Yes, min. 8% of RWA

Yes, min. 8% of RWA

Specific Balance Principle
No liquidity risk
No FX risk
Very low interest rate risk

Specific Balance Principle

Optional

Optional

Limits on markets and
liquidity risk that issuers
can assume.

Yes

Yes

Yes

Yes

Excluded from bail-in

Yes

Yes

Yes

Yes

Investors have a
preferential claim in the
event of default

Yes

Yes

Yes

Yes

Balance principle (general
or specific)
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The shipping market has been slowly stabilising since the crisis
Freight rates and secondhand prices

Freight rate index

Secondhand price index

50,000

350

40,000

280

30,000

210

20,000

140

10,000

70

0

0

Freight rate index (USD/day)

Secondhand price index (index)

Source: Danish Ship Finance

•

The shipping market has always been volatile due to supply – demand imbalances

•

An unprecedented market downturn occurred in 2008 in the aftermath of the financial crisis

•

High ordering activity, sparked by strong Chinese demand, in the period leading up to the financial
crisis had markedly increased the global orderbook to an extraordinary 52% of the fleet at that point

•

Seaborne demand growth could not absorb the large number of new vessels being delivered, which
created overcapacity in major shipping segments and severe price pressure
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DSF’s business model turns a volatile industry into a
stable investment

A volatile
industry

Careful customer
selection

Secured first lien
lending

Strong loan
documentation

Loan impairments
and high liquidity

Stable bond
cash flow

Shipping is a cyclical
industry characterized
by volatile freight
rates and asset prices

Customers are toptier ship owners with
strong corporate
structures and a solid
track record in
shipping

DSF provides
financing against first
priority mortgages in
the vessels and an
initial LTV of up to
70% (max 60% in
Capital centre A)

Minimum value clauses
(+85% of loans) allow
DSF to request additional
collateral and/or
extraordinary
repayments in low
markets

A strong capital base,
a prudent impairment
policy and a large
liquidity buffer guard
against an adverse
business environment

The cautious approach
to shipping mitigates
the inherent volatility
of the industry
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Careful customer selection

Careful customer
A careful
selection

customer
selection process

1 The customer
» Reputable top-tier ship owners
» Integrity and track record of
senior management
» Strong balance sheet
» Good corporate governance and
transparency
» Balanced growth strategy
» Preference for family ownership
and/or anchor shareholders with
succession plans
The vessel
2

» Extensive pre-deal checks on
vessel and technical manager’s
performance

» Ownership history

Customer facts

Highly experienced
shipping professionals

- 79 customers

- High seniority in front line and Credit

- More than 60% of customers have
been with DSF for more than 10 years

- In-depth industry and credit expertise
- Long-term approach

- DSF finances nine vessels per
customer on average

- Strong credit culture

- DSF displays a high level of debtor
concentration which has been key to a
successful performance

- Two tier system with separate
Customer Relations and Credit
departments

- More than 90 percent of the loan book
is related to ship owning companies
with of a leading shareholder, most
often a family or a foundation, which
often results in more support than
seen with “non-sponsored” ship
owners

- In-house capabilities within research,
technical surveillance, insurance and
legal

» Building yard
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Secured first lien lending
Asset-based loan exposure 1.5%

Conservative
lending policy

LTV of 52% on
loan book

Long-term
focus only

No equity
finance

98% of loan
volume within
60% of market
value

~15%

of loan book
amortising per year

Corporate
secured lending
not project finance

Corporate lending 98.5%
(full recourse)

Lending limits
defined by
Danish law

Lending against

1st priority
mortgage
in vessel(s)
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Strong internal loan documentation standards

Loan documentation standard
•

Minimum Value Clauses (MVC) on more than 85% of loans

•

Financial Covenants

•

Individual loan documentation has to be under acceptable law – generally English, Danish, German
or Norwegian law – and security documentation follows the country of the ship register

•

Loan and security documents are drafted by external law firms - typically LMA standard loan
documentation

•

Legal opinions confirming documents and securities are legal, valid and binding

•

The Insurance department monitors insurances and renewal hereof, hereunder MII (Mortgagees’
Interest Insurance) and MAPP (Mortgagees’ Additional Perils (Pollution) Insurance)

•

Semi-annual LTV calculations and test of MVC clauses based on external broker valuations
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Instalments and minimum value clauses keep the average
asset cover stable despite volatile ship prices
Development in LTV intervals of the loan book net of loan impairment charges

100%

100

75%

75

50%

50

25%
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0%
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0
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0 - 20%

2011
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20 - 40%

2013
40 - 60%

2014
60 - 80%

2015
80 - 100%

2016
> 100%

2017

2018

Secondhand price index

•

Net loan to value (LTV) intervals illustrate stable asset cover across the loan book despite volatile ship
prices, displayed by the red curve on the graph (right axis)

•

The main reasons are 1) minimum value clauses (MVC) in most loan documentations, providing the
option to demand additional collateral or prepayment, if the MVC is breached, 2) instalments and 3)
loan impairment charges
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Strong capital base. The allowance account is capable of
absorbing significant default rates and high loan losses
Loan losses at given default rates (DKKm, 2018)

12,000

12,000
Capital base

Even in a scenario where all current
customers default and vessels are sold with a
haircut to current market values of 40%, the
total allowance account would largely suffice

9,000

9,000

6,000

6,000

3,000

3,000
Total allowance account

0

0
0%

5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100%
Probability of default
All above 60% of asset value is lost

All above 80% of asset value is lost

All above 90% of asset value is lost
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A highly prudent credit and impairment policy has
cushioned against market disruptions
Total allowance account and net write-offs (DKKm)
Impairment charges
3,200
2,400

Net write-offs

Realised net losses during the last 20 years (1998-2018)
have averaged 0.15% of the average loan portfolio

1,600
800
0
-800

Peer 6

Allowance account (% of lending)
Avg. loss in % of avg. lending (2008-2018)

Peer 1

Peer 2

Peer 3

Peer 4

Peer 5

0.2%

0.1%

0.1%

0.1%

0.4%

0.1%

0.4%

0.2%

0.4%

0.0%

6.4%

DSF

0.4%

0.2%

Peer 5

0.1%

Peer 4

0.6%

5.2%
1.1%

Peer 3

1.1%

0.5%

4.2%
Peer 2

1.2%

0.2%

0.7%

0.4%

1.0%

Peer 1

Peer impairment charges – Danish mortgage institutions (2018)

6.4%

Peer impairment charges – Danish financial institutions (2018)

DSF

Allowance account (% of lending)
Avg. loss in % of avg. lending (2008-2018)
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A strong liquidity buffer makes DSF capable of weathering
extreme market turmoil (1/3)
Total liquidity (DKKbn)

Share of gross lending

30

76%

25

63%

20

50%

15

38%

10

25%

5

13%

0
2019

0%
2020

2021

2022

2023

2024

2025

2026

2027

2028

2029

•

Within the balancing principle, DSF has a large liquidity surplus and no need to refinance the existing
loan book

•

The total liquidity buffer is 41% of gross lending end 2018

•

The liquidity surplus consists of a bond portfolio, the total allowance account and current prefunding

•

The shipping loans have instalments on a straight line amortising basis and a weighted average life of
3.2 years. The funding has a weighted average life of 4.2 years
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A strong liquidity buffer makes DSF capable of weathering
extreme market turmoil (2/3)
Liquidity stress test (DKKbn)
30
25
20
15
10
~DKK 12bn

5
0
2019

2020

2021

2022

2023

2024

2025

2026

2027

Base case liquidity

2028

2029

Stressed liquidity

•

DSF can withstand a stressed loss of ~DKK 12bn equal to 30% of the loan book and still make timely
payments to bondholders

•

No refinancing required even in severe stress
•

The dark blue line below shows the total liquidity buffer at any given time with the
current loan and bond portfolio. The light blue line shows a highly stressed scenario

•

Current longest bonds run out in 2028
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A strong liquidity buffer makes DSF capable of weathering
extreme market turmoil (3/3)

Ability to absorb losses (DKKbn)

(8x)
12

(1.6x)
2.5
1.5

Accumulated net
write-offs since 1961

Total allowance
account

•

Accumulated historical loan losses
since 1961 of approximately DKK
1.5bn

•

The total allowance account more
than suffices to cover total
historical losses to date

•

Total loss absorbing capacity
equals 8x total historical losses
ever 58 years

Total loss absorbing
capacity over lifetime of
bonds
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Ownership changed in 2016, our approach remains the same

Key milestones

Established as a foundation to
be a permanent source of
financing for Danish-built ships

1961

1997

Start of international
diversification

Converted into a limited
liability company (A/S)

2005

2016

New ownership with a focus
on development of core
business, preserving
conservative DNA
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A consortium consisting of two pension funds and a private equity
fund are now our majority owners

Axcel

PKA A/S

(Private equity fund)
32.6%

PFA A/S

(Pension fund)
32.6%

The Danish
Maritime Fund
10%

(Pension fund)
32.6%

Danish Ship Finance
Holding A/S
86.6%

Members of the board of
directors, management and staff
2.2%

Minority
shareholders
3.4%

Danish Ship Finance A/S

DKK 8.3bn

• Danish Ship Finance A/S has a mandatory tied-up capital of DKK 8.3bn encapsulated after
the conversion to a limited liability company in 2005
• B-shares (10% of the share capital) held by the Danish Maritime Fund, receive a preferred
dividend of 15% up to a maximum of 1% of tied-up capital p.a.
• If a negative result is absorbed by the tied-up reserve, the tied-up capital must be
restored prior to resuming dividend payments

Tied-up capital

• The tied-up capital cannot be liquidated and does not belong to the A-shareholders. In the
unlikely event that DSF ceases to operate, the tied-up reserve would be transferred to the
Danish Maritime Fund after expiry of all outstanding liabilities
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Management team

Erik I. Lassen, CEO
Appointed CEO in 2008. Has been employed with the company for 25+ years

Lars Jebjerg, CFO
Joined Danish Ship Finance in 2018 as CFO and member of executive management. Lars
came from the Strategy and Treasury departments at Deutsche Bank

Michael Frisch, CCO
Joined Danish Ship Finance in 2018 as CCO and member of executive management.
Michael came from a position as Head of Business Banking at Nordea
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DSF is a strong niche player in the ship financing industry
Ship finance institutions
(Loan book 2017, USDbn)

18

12

Eurobank Ergasias

Alpha Bank

CIC

Comm. Bank
Australia

Commerzbank

RBS

ICBC

UniCredit

Swedbank

Deutsche Bank

SocGen CIB

hsh portfolio
management

KDB

Standard Chartered

MSFL

BofA Merrill Lynch

DSF

SEB

Danske Bank

SMBC

KEXIM

Nordea

Citi

HSH Nordbank

Credit Agricole CIB

DVB (DZ)

SuMi TRUST

ABN AMRO

NORD/LB

Bank of China

DNB

KfW IPEX-Bank

BNP Paribas

0

CEXIM

6

Source: Marine Money International, Danish Ship Finance

A 2018 external client survey, measuring the
quality of service in ship finance, rated DSF:
1

In the Nordics

4

Globally

Clients value:
✓ Team competence
✓ Strong sector knowledge
✓ Long-term commitment to ship finance
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The loan portfolio is diversified across countries and ship segments
Europe

Chemical Other
Tanker
2%
Gas 6%
6%

Ship segment

Bulk Carrier
18%

Crude Tanker
10%
Container
17%

Ferrie/Ro-Ro
13%

Product Tanker
14%

Offshore
14%

of loan book

54%

Crude Tanker

46%

56%

Product Tanker

45%

56%

81%

Chemical Tanker

40%

8%

41%

55%

LPG

14%

24%

64%

62%

36%

Offshore

-8%

0%

17%

5%

0%

44%

Ro-Ro

-7%

2%

5%

20%

23%

-22%

LPG

Container

Offshore

Chemical Tanker

Product Tanker

The correlation in
secondhand prices
between most of
the major shipping
segments is below
50%

Ro-Ro

5%

Crude Tanker

Bulk carrier

Asia & North America

Container

95%

of loan book

Bulk carrier

Correlation matrix – ship secondhand prices*

-45%

*10-year-old vessels, 2000-2017
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The loan portfolio is actively managed through the cycles
DSF has strong in-house expertise within shipping know-how, market research, marine insurance, technical inspections
and ship finance law, which is leveraged to actively manage the loan portfolio
Mortgages are continuously monitored and evaluated:

Insurance
Vessel
positions

Classification
societies

Database monitoring
IMO, port state
controls, EMSA etc.

Maintainance
standards

Flags
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DSF’s strategy is founded on three key themes

Diversification

With a solid foundation and a strong core,
DSF can look into adding additional services
and income streams

Strengthening the core
Protect and strengthen the core business,
both in relation to clients and investors

Operational excellence

Continued focus on a stable and agile
foundation regarding capital, compliance,
credit, IT, processes, staff etc.
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Sustainability plays an increasing role in the daily business
Customers shall follow national and international regulations with regard to safety, environment
etc., incl. IMO’s 2020 Sulphur emission cap
All vessels are classified by approved classification societies, ensuring minimum requirements
regarding safety and pollution
DSF has a whitelist of approved ship registries
Ongoing tests of financed vessels and clients to check maintenance and compliance with
regulations (e.g. through physical inspections and desk top evaluations of Port State Controls)
Co-signed the CEOs call for action in support of decarbonization at Global Maritime Forum in 2018,
together with A.P. Moller, Trafigura, Cargill etc.
Actively involved in designing the Poseidon Principles, which aim to monitor portfolio compliance
with IMO 2050 CO2 emission goals
Engaging in structured dialogues with our customers on sustainability issues

Diligent KYC-procedures
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Stable total net results - only one negative result (1994)
since 1961

DKKm
Net interest income from lending
Net interest income from finance activities
Total net interest income
Net interest and fee income
Market value adjustments
Staff costs and administrative expenses
Loan impairment charges etc.
Profit before Tax
Net profit for the period
Loans
Issued bonds
Equity
Total assets
Total 1 capital ratio
Minimum requirement
Return on Equity after tax

2018

2017

2016

2015

2014

477
163
640
672
-135
-158
-35
343

541
135
676
696
37
-141
-163
427

589
228
817
849
124
-120
-610
241

623
242
865
906
-177
-113
-46
569

565
255
820
934
123
-98
1,103
2,061

262

334

188

413

1,568

36,735
43,549
9,229
62,349
19.0%
11.2%

34,492
42,467
9,307
58,161
19.7%
10.8%

39,811
42,352
9,164
62,621
17.2%
10.7%

43,171
45,067
10,378
64,873
17.3%
8.9%

43,347
45,077
11,146
67,426
16.4%
8.6%

2.8%

3.6%

1.9%

3.8%

14.8%

Investor presentation

34

Table of contents

1

Inaugural EUR benchmark ship covered bond

2

Credit highlights

3

Business profile

4

Risk profile

5

The shipping market

Investor presentation

35

DSF’s financial leverage is markedly lower than that of an average
Danish Mortgage Institution
Gearing (%, end 2018)

Loan portfolio

100%

Danish Ship Finance

226%

Danish Mortgage Institutions

176%

Loans

Assets

Total allowance account

Earnings

Equity

Danish Ship Finance vs. Danish peers

Total allowance account

Assets
Avg. Danish
mortgage inst.

Core income

Equity
Avg. Danish
mortgage inst.

Avg. Danish
mortgage inst.

Avg. Danish
mortgage inst.

52% LTV

59% LTV

6.4%

0.3%

1.6%

0.5%

25.1%

6.3%

on loan book

on loan book

of loan book

of loan book

of loan book

of loan book

of loan book

of loan book

(2018)

(2018)

(2018)

(2018)

2018
4yr average

2018
4yr average

(2018)

(2018)
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DSF is a strong household name in the domestic Danish covered
bond market
•

Household name in Danish covered bond market for 20+ years

•

Strong domestic investor base

•

Bonds trade at tight spreads to Danish AAA real estate mortgage bonds

•

DSF is an active issuer supporting liquidity with annual turnover (issue and buy backs)
of approximately 50% during 2016-18

Bond prices – Danish Ship Finance vs. Danish Mortgage Institutions – AAA bonds
Bps

40

20

0
Apr-2016

Oct-2016

Apr-2017

Oct-2017

Apr-2018

Oct-2018

Diff 5-yrs DSF and 5-yrs Danish AAA mortgage
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The liquidity buffer substantially exceeds regulatory
requirements
Liquidity coverage ratio, LCR
Min. requirement 100%

• LCR is managed at an elevated level
supported by a large liquidity surplus
• The liquidity buffer eligible for LCR can be
adjusted through the share of ‘Level 1A’
assets (Danish government bonds) held
in the investment portfolio, which is
actively managed
• NSFR is stable at a high level (>150%)
due to the relative low leverage and
conservative funding profile inherent in
the pre-funding model

3-year average

End 2018

1146%

357%

Net stable funding ratio, NSFR
Min. requirement 100%

3-year average

153%

End 2018

152%
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Conservative investment of capital

Exposure on financial counterparties by credit rating

Distribution of securities portfolio

Mortgage bonds
79.4%
AAA 87.8%

Government and local
government bonds
(Kommunekredit)
19.3%
Bonds issued
by commercial
banks 1.3%

AA+ 8.1%
A 1.9%
A- 1.3%
A+ 0.8%
BBB+ 0.1%
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DSF business model

Collateralised by
diversified share
of the world fleet

Corporate loans mostly
to top-tier global shipowning corporates

Derivatives hedge risk
down to strict limits set by
Danish balance principle

Assets
DKK 40bn

Bonds
DKK 22bn

Prefunding in
EUR or DKK

Funding
DKK 53bn

EUR covered
bonds

Institutional
investors

DKK covered
bonds

Capital
DKK 9bn

Tied-up capital reserve
A and B shares
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The business model merges the safe funding approach of Danish
Mortgage Institutions with secured corporate credit discipline
Loans and investments

USD
/DKK

Ship owners
- Lending to ship owners
- Typically large and
reputable companies

Capital markets
- Investing the liquidity
reserve, equity and prefunding
- Primarily AAA-rated
Danish mortgage bonds
and gov’t bonds

Funding

Banks
Swapping the funding in DKK to USD
in order to provide loans in USD
DKK/
USD

Loans

Interest

Cash

Loans

Issued
bonds

Coupon

Bond investors
- Issuing DKK nominated
bonds
- Receives proceeds from
issuances
- Coupon payments to
investors
Rating (S&P)
- Bond rating ‘A’ (neg.
Outlook)
- Issuer rating ‘BBB+’

Investments

Equity
Bonds

Returns

Tied-up
reserve
Assets

Dividends

DSF shareholders
- 15% preferred dividends
to B-shareholders (DMF)
- All remaining earnings
available to capital and A
shareholders

Liabilities and
equity
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The legal framework governing DSF closely resembles that of
Danish Mortgage Institutions
Legislation governing the treatment of holders of ship covered bonds and holders of real estate covered bonds is similar, apart from
adjustments to account for the differences between the mortgaged assets

General regulation
•

The Danish Financial Business
Act

•

The Executive Order on Bond
Issuance, the Balance Principle
and Risk Management

•

The Danish Companies Act

•

The Danish Capital Markets Act

Special regulation

Articles of association

• The Act on a Ship Finance
Institute:
• Issuance of bonds
• Bankruptcy proceedings
• Restrictions on cessation of
activities

•

Our purpose:
•
Ship financing in
Denmark and, if it does
not limit the ability to
provide loans in
Denmark, internationally

• The Executive Order on a Ship
Finance Institute:
• Regulation of management
• Collateral for loans/CB
• Capital/solvency
requirements

•

Tied-up reserve capital:
•
DKK 8.3bn

•

Preference dividend to DMF

• We are exempt from the EU
Credit directive:
• Not subject to large
exposure regulation
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Our research team continuously follows trends in the industry

Read our shipping market analyses in the
bi-annual report Shipping Market Review
Themes
•

A trend of increased digital adaptation in
the shipping industry

•

Environmental regulation impacting the
expected lifetime of vessels

•

Most shipping segments are still
burdened by surplus capacity

•

Many of the major shipping segments at
the bottom of shipping cycle

Can be downloaded on our website
https://www.skibskredit.dk/shipping-research
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Shipping is a global industry, supporting the global supply chain
The 18 biggest seaborne trade routes in 2017, accountable for 80% of global seaborne trade (% of global seaborne trade)

Europe → North America 1%
North America → Asia 4%

Europe → Africa 2%

North America → Europe 2%

FSU → Asia 3%

Europe → Asia 2%

Intra-North America 2%
Middle East → Europe 3%
Middle East → Asia 11%

Intra-Asia 17%

Asia → Europe 2%
Asia → North America 2%

South America → Europe 2%

South America → North America 2%

Africa → Europe 2%
Africa → Asia 4%

South America → Asia 7%
% of seaborne trade flows going to:

Oceania → Asia 15%

Asia = 61%
North America = 9%
Europe = 12%
Africa = 5%
Dark blue arrows: Asia-bound trade flows, Light blue arrows: North America-bound trade flows, Red arrows: Europe-bound trade flows, Orange arrows: Africa-bound trade flows
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The effect of trade tensions on DSF’s business portfolio
Global seaborne trade
ASIA
CHINA
RAW
MATERIALS
NORTH AMERICA
& EUROPE
SHIPPING

>60% is driven by Asian import demand

Brexit
UK ECONOMY

With 26%, China is the single biggest driver
SHIPPING

Very limited effect in general - EU-UK trade is
1% of global trade

RO-RO

Potential significant effect on Ro-Ro trade,
EU-UK trade is 10% of global Ro-Ro trade

The main driver for China’s demand

These trade flows only account for 3%
The Container segment is most likely to be
impacted by trade tensions and increased
uncertainty

Impact on DSF

INCREASED
UNCERTAINTY

DSF’s customers may be impacted to a small
extent by changing trade flows…

PORTFOLIO

DEMAND FOR
SHIP FINANCE

…but the demand for ship finance is unlikely
to be affected…

RO-RO
DEMAND

INDIRECT
EFFECTS

The outcome of Brexit remains highly uncertain

Impact on DSF

TRADE FLOWS

DSF

Expected negative effect

… and the direct impact on DSF’s
business is expected to be very limited...
…but trade tensions can potentially lead to a
global economic slowdown

DSF
INDIRECT
EFFECTS

Ro-Ro is a small part of DSF’s portfolio…
…and DSF’s RO-RO customers are generally
diversified with strong balance sheets…
… therefore the direct effect on DSF is
expected to be negligible…
…but Brexit can potentially lead to a
temporary European economic slowdown
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Global seaborne trade has experienced solid growth

2018

2017

2016

2015

2014

2013

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2000

2018

2017

2016

2015

2014

2013

2012

2011

2010

2009

0%

2008

0

2007

15%

2006

3,500

2005

30%

2004

7,000

2003

45%

2002

10,500

2001

60%

2000

14,000

2001

Global orderbook as % of fleet (dwt)

Global seaborne trade (million tonnes)

Source: Danish Ship Finance

•

Global seaborne trade volumes have grown at
an average annual growth rate of 3.7% since
1990

•

The global orderbook increased markedly on the
back of strong Chinese demand in the noughties,
peaking at 52% of the world fleet in 2009

•

After a short-lived drop in seaborne trade
volumes in the aftermath of the financial crisis,
seaborne trade volumes continued to grow

•

As a consequence, many of the major shipping
segments have been burdened by overcapacity

•

The orderbook has declined significantly since
then and is currently better balanced with
demand (10% of the world fleet)
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Secondhand prices
Secondhand prices (index)

500

400

300

200

100

0
2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

Tankers

2016

2017

Bulk Carriers

2018

2019

Container
Source: Danish Ship Finance

•

Secondhand prices experienced a sudden and unprecedented drop in late 2008, especially the Bulk
segment, which had experienced strong ordering activity in the previous years

•

Secondhand prices have returned to levels more in line with past observations
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The shipping market is slowly improving. Freight rates and
secondhand prices have returned to more normalised levels
Relationship between freight rates and secondhand prices

1990-2000

2001-2003

2004-2008

2009-2018

Jan 2019

Secondhand price index

320

240

160

80

0
0

10,000

20,000

30,000

40,000

50,000

Freight rate index (USD per day)
Source: Danish Ship Finance

•

Even though freight rates and secondhand prices are markedly lower than prior to the financial crisis
in 2008, the relationship between the two have returned to a more normalised level viewed in a
historical context
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In case of a default, the liquid nature of the shipping market makes
it easy to sell ships, often at a minimal loss
Scrap values (% of 10-year-old ship price)*

Shipping market liquidity (% of world fleet, dwt)

11%
10%
8% 8%

8%
7%

8%

29%

27%

8%
7% 7%

6%

7%

7% 7% 7% 6% 7%

6%

18%

5%

15%

14%

11%

1994-2001 2002-2003 2004-2008 2009-2018 1994-2018

jan-19

*Dry Bulk and Tanker vessels

Demolition activity

•

Sales activity

The secondhand market for ships has
remained liquid through the cycles

Source: Danish Ship Finance

•

Scrap (demolition) values for old ships provide
a floor for ship prices (residual value)

•

The scrap value has on average represented
18% of a ten-year-old vessel’s price across the
Dry Bulk and Tanker segments, over the
period 1994-2018 (currently 29%)
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Contact details and further information

Erik I. Lassen, CEO
E: EIL@shipfinance.dk
T: +45 3374 1011

Read S&P’s latest update on DSF’s
covered cond rating
https://www.shipfinance.dk/investorrelations/rating-and-bonds/

Lars Jebjerg, CFO
E: LJE@shipfinance.dk
T: +45 3374 1014

Read S&P’s latest update on DSF’s
issuer rating
https://www.shipfinance.dk/investorrelations/rating-and-bonds/

Jan Roland Thomsen, Head of Treasury
E: JRT@shipfinance.dk
T: +45 3374 1040

Casper Fries, Senior Portfolio Manager
E: CFR@shipfinance.dk
T: +45 3374 1063

Read Boston Consulting Group’s
report on the eligibility of ship loans as
qualified assets under CRR 129-covered
bonds
https://www.danishshipping.dk/presse/
nyheder/aktiv-indsats-for-skibskreditbaerer-frugt/

Investor presentation

51

DANISH SHIP FINANCE
The obvious choice in ship finance

