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Ship finance veteran Paul Slater says the crisis 
was built over all-too-familiar foundations, 
reports our Finance Correspondent
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Past is prologue
FIRST International Corp chairman 
Paul Slater has warned that “continu-
ing to trade in this environment 
could become hazardous for execu-
tives at some listed shipping 
companies in the weeks ahead,” 
adding that “there are bound to 
be some very robust discussions 
when the auditors arrive for their 
annual reviews.”

Valuing public (or indeed private) 
companies on the basis of net asset 
values has never made much sense, 
he told Fairplay, particularly at a time 
when freight markets and second 
hand values are collapsing “after a 
period of extraordinary highs.”

Plunging ship values and disap-
pearing revenue streams will be 
looked at closely by auditors, and 
many shipping company accounts 
may need to be corrected or quali-
fied with repercussions on security 
and loan standing.

Slater has never been one to 
mince his words. As an accountant 
who served his time at P&O Bulk 
Shipping when markets were down, 
and then set up Oceanic Finance to 
take tonnage off the books of belea-
guered banks three decades ago, 
(and again at First International in 
the 1980s), he has seen most of the 
basic elements of this crisis more 

We told you so...
One year ago Paul Slater warned in the 
pages of Fairplay that “a return to realism is 
essential before this gets so ugly that eve-
rybody runs and shipping is once again the 
dirty dark horse of the industrial world.”

No one listened. 

Paul Slater is a veteran of shipping’s boom-and-bust cycles who asserts that unless you believe in ‘China for-ever’, what goes up must come down. 
“The question is not if, but how soon,” the martime financing leader told Fairplay.
Slater is the chairman of First International Corp, 

which offers maritime financial advisory services. He is also founder the Maritime Industry Foundation, a web-based ‘knowledge portal’.
Slater’s shipping experience dates to the late 1960s, when he audited P&O’s bulk joint venture with Naess. In the 1970s, he oversaw ship leasing and finance for 

Grindlay Brandts. In 1976, Slater was named CEO of Oceanic Finance. 
He launched First International Shipping in 1987, which raised more than $3Bn in equity and debt. Slater served as Intertanko’s public relation panel chairman in 1997-2003. 

SHIPPING is en route to “a very bad period” that could be deeper than past slumps because of its order-
book “extravagance”, First 
International chairman Paul Slater has told Fairplay.

The shipping veteran urged a 
return to realism “before this gets so ugly that everybody runs and ship-ping is once again the dirty dark 
horse of the industrial world”.

A global credit tightening – which was driven by mistakenly priced 
housing debt securitisation – is hav-ing a knock-on effect in shipping 
finance, Slater warned.

 “Those newbuilding deals that have not yet secured finance will 
face severe problems beyond pric-

ing and new loan covenants. Many will simply not get financed,” he pre-dicted last week in a bearish 
presentation to Mare Forum.

The current environment stands in stark contrast with the last five 
years’ “abundant supply of equity and debt [that] enabled hundreds of new shipping companies to 
emerge”, he declared. 

Slater is not alone in seeing a 
financing impact on newbuildings. 
Marine Money saw the issue this way: “Unsubstantiated reports indi-cate that dozens of newbuilding 
deals are suddenly hard pressed to find the financing necessary to make their economics work. 

“Some of these newbuildings will 

inevitably end up in the resale mar-ket, increasing available supply and theoretically beginning to compress prices,” he predicted.
When it comes to global credit, pressures are generally expected to worsen. New revelations by major banks last week underscored the 

severity of sub-prime losses.
At the same time, the recent flurry of huge write-downs might be just the beginning. 
With less money available, com-mercial banks will only lend in 

“targeted situations that they feel are particularly safe, particularly 
profitable, or that support one of 
their big industrial clients”, empha-sised Slater.

A grizzled veteran of many shipping cycles
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 [ A return to realism is essential ] 
before this gets so ugly that everybody 

runs and shipping is once again 
the dirty dark horse of the 

industrial world 

bulker to a 
container ship.”

Already, tanker rates do 
not support newbuilding pric-
es, he noted: “We’ve got a spot 
market now that can only service a $60M ship, and there’s no way you can refinance.” 

The same trap confronts the 
owner of newly ordered Capesize for 2010 delivery “if you accept the 
premise that dry markets must 
come down from their dizzying 
heights to a more normal level”, 
Slater warned.

“There’s far too much optimism out there,” he maintained. “The clos-er I look at the situation, the more disturbed I am about the immedi-ate future.”  

Shipping won’t meet those crite-ria, the First International boss  
predicted, “if the banks do their anal-ysis properly – looking ahead and not just at today’s market.

“You’ve got a situation where 
owners ordered and placed options and their banks will tell them: ‘Sorry, we love you dearly but we’ve shut our shop for six months’.”

Opinions diverge on the scope of newbuilding financing challenges and how they will affect overcapac-ity. One argument is that the dry-up of cheap and accessible financing will prove a plus for future freight rates, by forcing the orderbook to be rationalised.
But Slater countered: “History 

shows that ships never go away. 
They always get built.

“When somebody cancels an 
order, the yard scrambles like crazy to give the next guy a better deal or swaps an order from a tanker to a 

Ship financing gets the
horse laugh
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than once already.  “The collapse has 
certainly been faster this time,” he 
admitted, “but the industry funda-
mentals haven’t changed that much. 
Most public shipping companies 
have been overvalued by investors in 
recent years and, given today’s mar-
kets, management will be faced with 
some very difficult decisions when 
signing off year-end accounts.” 

A few days ago, US Shipping was 
forced to take an impairment charge 
on its balance sheet relating to the 
book values of its articulated tug-
barge fleet. 

On the surface, this may appear 
one step removed from the deep sea 
dry bulk crisis, but with plunging 
ship values across the board, it could 
be the first in a flood of similar 
requirements as auditors examine 
listed companies’ balance sheets in 
the weeks ahead.

“Billions have been wiped off the 
values of listed companies recently,” 
Slater said. “This will force auditors to 
examine the effects of new ships 
delivering in the months ahead and 
their likely revenue generating capa-
bility. More impairment charges 
are inevitable.”

This will have serious repercus-
sions for ship finance 
institutions, whose loan-to-
value ratios will be affected. 

Commitments to finance newbuild-
ings will inevitably be reassessed, he 
predicted. “Many financing facilities 
are already technically in breach or 
default, and the banks’ own internal 
risk review procedures will only 
aggravate the situation.”

Accurate information on cancelled 
or deferred orders is not readily avail-
able, he pointed out, and therefore 
assessing the future of all markets 
will be highly subjective. Given the 
present chaotic state of 
the credit markets, 
banks will avoid any 
doubtful risks and are 

highly unlikely to believe in any 
short-term market recovery. 

Those banks remaining commit-
ted to shipping will require more 
security or will be forced to call 
default and then reserve against the 
deals, or try to sell them. “Either way, 
this will further impact the value of 
listed companies, whose sharehold-

 The industry fundamentals 
haven’t changed that much 

ers have invested on the basis of 
shipping’s recent super-profits 
continuing into the future. 

“Instead, in a large number of  
cases, their equity will get wiped 
out and management actions 
will come under close scrutiny 
from both regulators and 
disgruntled investors.”  


