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ABSTRACT

Valuation of companies has always been a sector, where many people in
economics devoted their concerns, about finding the best way to value a company.
For that reason, many different ways have been proposed to find the “fair” value of a
company. However, the process of valuation is a demanding task and sometimes,
dependent on different theoretical frameworks and subject to the analysts’ subjective
interpretations. This dissertation is focused on valuing two listed shipping companies
of a different sector. The first company is Diana Containerships Inc. a Greek shipping
company and the second company is Capital Product Partners L.P, both listed on
Nasdaq, Thus, providing an illustration of the challenges faced when valuing
enterprises. In particular, three different theoretical frameworks, suggested by the
most renowned authors in this field of study, were utilized to capture the fair values of
the companies. To successfully fulfill the purpose of this thesis, state of the art

literature was reviewed, in order to present the valuation models.




IHHEPIAHYH

YKkomdC TG TPEYOLOOAG SMAMUOTIKAG epyooiag sivar n amotiunon 6vo (2)
EMMVIKOV vauTiAlak®v etopeldv swonypévov otov NASDAQ. H amotipmon avt
TPOYUATOTOMNONKE GLVOLALOVTAG TIS YVAOOELS TAV® OTr] XPNUOTOOIKOVOULKT TTOV
OTEKTNGO OO TO TPEYOV UETOTTUYIOKO TPOYPOUIO KABMG ETIONG Kol TIG YVDOGELS, TOV
€Y OMOKTNAGEL OO TI TPOTTLUYLOKES OV OTMOVOEC OTO TUNUA TNG AOYIOTIKNG Kot
Xpnuotootkovoptkng oto Owovopkd Tlavemotpuo kot and v gumepio oLV GTO
eAEYKTIKO emdyyeipa ta televtaio téocepa (4) €. Ot etaipeieg mov amoTiunOnKov
otV &v Moym dimhopatiky epyacio givor i Diana Containerships Inc. kot 1 Capital
Product Partners L.P. t0 mpdto Kepdlowo Tng epyaciog mpoypoatomoleitol pia
oLVTOUN TOPOLGiaoN TG onuociog mov &yet pio dikoun amotipunon. Evdewktikd

avagépovtol To eENG:

1) Ewvioyvet kou mpowbei T1c cuyymvedoelg kot eEayopéc.

2) T TG e1oMYUEVEG GTO YPNUATIOTAPLO ETAUPEIEG, EMTPENEL GTOVG EMEVOVTES VO
Aoppdvovv amoedoelc Yoo to €dv Bo movAncouvv, Ba ayopdcovv 1 Oa
SLOKPOTICOVV TIC LETOYEC.

3) Y7moloylopog TG TG TNG UETOYNG Yo M0 ETOUPEIR Yoo TV apylkn TG

EL0OYYT GTO YPNUATIGTHP1O.

Ymv ocvvéyeln mapovostdlovtarl ot Pacikéc katnyopieg otig omoieg ywpilovran
ot uébodot amotipnong, pe Paon ™ owebBvn PipAoypoeio kabmg emiong kot ta
TpoPANLaTa, To Omoio EVOEXETAL VAL VITAPEOLY GTNV amoTiUnon TV eToupeldv. Ot
Srpopetikég péBodol amoTiumong Oivouy Kol OlPOPETIKE  amoteAéouata, £TGL
Kafiotovv dvoKOAN TV emhoyn g ueBodov amotipunong mov Bo ypnoipomondei.
Amo Vv épevva mov dlevepyndnke oto mAoicla TG €V AOY® gpyociog, Katd Tnv
dmoyn pov, Ot HEAETEG TOL OEOPOVV TNV OMOTIUNOCT VOLTIMOK®OV ETOPELDV
EMKEVTIPMVOVTAL TEPIGGOTEPO GTNV KATAGKELY] LOVTEAWDV Y10, TOV VITOAOYICUDV TOV
VOOA®V KOl TOV TILOV TOV cuufoiainv Kot oyl TOG0 6TV KAUGIKY OTOTIUNGN TOV

ETAUPELDV.

10 dg0TEPO KEPAANIO TOPOVOIALOVTOL Ol ETOUPEIEG TOV AMOTIUAOVTOL KOONDGS
emiong Kot 01 KAASOL TOL dPOoTNPLOTO0VVTAL GTHV VOLTIAla. Xvykekpuéva, 1 Diana

Containerships Inc. dpactnplomoleitol 6ToV KAASO TV EUTOPEVUATOKIPOTIOV, EVD 1)
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etarpeion Capital Product Partners dpaotnpilomoteitar kupiog otov KAAS0 HETOPOPAS
METPEAOIOL KO TOV TOPAY®Y®OV oToyeiov kabdg kot ynuikav. EmmpocHeta, pe
AVOPOPES OO £PEVVEG TOGO TOV €PELVNTIKOV TURpTOG TG etatpeiag Clarksons 6co
Kot amd avapopés GAA®Y GUUPOVAEVTIKOV ETAUPELOV TOV JdPOACTNPLOTOOVVTOL GTOV
TOpéDL NG VOLTIMOG, TPOYUOTOMOEITOL U0 TOPOVGINGT TV  TAGEWV OV
mopatnpovvIoL 6TV voutidia. O kAEoog TV eumopevuaToKIPOTIOV, HETd TNV Kpiom
tov 2010 avtipetoniler SvokoAMeg Kot TOLTOYPOVA AOY® NG UEYAANG TPOCPOPAS
mAolov 6€ Opovg tonnage, ot VOOAOL KOl TO VOWAOGOUG®VO VoL EX00V LetmBel apKeTdL.
Emiong xou kAdoog g petapopds metpelaiov €xel emmpeacOel apvntikd amd v
OWKOVOUIKY] Kpion, mapdlo avtd Kiveitor o€ mOAD KaAvTepa emimedo omd OTL Ol
vroromol kKAddot g vavtidag. Eniong, mapovsialovior kdmola Pacikd ctotyeio ta
omoia emnpealovv kot to omoio TpocHETovy 1 apapovv a&io TNV VauTIAia, OT®G 1
TPOGPOoPA KoL 1 {TNom, 1 TayKOGUIo ovATTLEY, o1 atieg TV TAOI®VY Kot Ot TIHES TOV
neTpelaiov, o1 omoieg emnpedlovv TOGO TOLE VADAOVE OGO Kot T AglTovpyikd E€oda
TV mAoimv. Télog devepyeital kot pio oTpATNYIK) OvVAALGN e To OETIKA Kot Ta
apvnNTIKG ototyela, ywoo TG Ov0 (2) vouTIMokéG eToupeieg, o€ oyéon HE TOV

OVTAYOVIGUO.

Y10 1pito Ke@AAao mapovcsialetal oe Bewpntikd enimedo 1 Pocikn pnéBodog
AmoTIUNGCNG TOL  YPNOWoTOolEitol ot SwAopatiky gpyacia, Kobdg emiong
dlevepyeital kol pio ovoAvon T®V GLOTATIKOV oTowyEiov tG. [ivetoan avdivon g
neBOO0L TPOEEOPANONG TOV KADUPDOV TAUEIKOV PODOV, TOV TPOTOL VITOAOYICUOD TWV
KOOUP®OV TAPELNKDV PODV, TOV VTOAOYIGHOD TO HECOV GTUOUIKOD KOGTOVG KEPAAAIOV
KOl TOV GLGTATIKOV TOL pepdv. Téhog mapovstaletor kot n pé€B0d0g TPoeEOHPANGNG

TOV UEPICUATMOV.

210 T€T0PTO KEQAAOLO dlevepyeiTal Hio TAPOVGINGT TOV YPNILOTOOTKOVOLK®DV
KOTOGTOCEDV TOV ETOIPEUOV KOl 1) HETATPOTN TOVG, Yo TN OELKOALVON TNG
amotipnong Kabmg emiong kot 1 oviAivon oV Pacik®v aplOpodelkTdv Tov Oa
ypnoporomBovv oty amotiunon pe Paon ™ pébodo twv ovykpicwwv. o v
KOADTEPN Katavonon g 0éong wag etatpeiag yio Tov mov Ppicketon 6Tov KAASO OV
OPOCTNPLOTOLEITOL GUYKPITIKAL HE TOV OVTOY®VICUO ypnoipomomonkoy Kdémolot
Baocucol apBpodeikteg, To OMOTEAEGLATA TOV OTOI®V TAPOVCIALOVTAL GTO €V AOY®
kepaloro. H Diana containerships, pue Baon tovg apBpodeikteg antodc votepel oTig

TEPIOCOTEPEG MEPUTTMOELS, GE GYECN LE TOV OVIAY®VIGUO, eV avtiBeta 1 etaupeio
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Capital Product Partners, xweitolr opketd 1KOVOTOMTIKG GCUYKPITIKA UE TOVG

EMAEYLLEVOVG OVTOYOVIGTEG TNG,.

210 méumto KedAoo pe Pdomn TG 0IKOVOUIKES KaTaoTdoelg Twv etdv 2010-
2016 xaBohg emiong kol to otoryeion omd TIC €pevveg Kol TIS TPOPAEYEIS T®V
GUUPOVAEVTIKOV ETUPELOY TOL JPOCTNPLOTOOVVINL GTOV KAAOO TNng VOLTIAMOG,
Eywav KAmoleg mapadoyEg Yoo TV HeAAoVTIKN e£EMEN TV £000mV Kot TV ££0d®V
TOV ETUPEIDV KABDOG €mMionNg Kol TOV AOITAOV OTOWEI®V TOV OIKOVOUIKOV TOVG
kataotdoewv. Emopévog oto kepdlowo avtd moapovcsialovior ot UEAAOVTIKEG
OIKOVOUIKEG KOTAOTACEL TV 000 (2) etaipsudv, pe Pdon Tig TopadoyES TOoL

TPOYUATOTOMONKAV, £TCL DGTE VO, VTOAOYIGHOVV 01 EAEVDEPEC TAUEINKES POEC.

210 £€KT0 KEPAANL0 VTOAOYILovTOL 01 EAEVBEPES TAUEIKES POES Yo TN Pacikn
nébodo amotipnong kot vroroyiletor to péco oTafUIKO KOGTOC KEPAAioL Yoo KAOE
etapeion To omoio ypnolponoleitor yoo v TPoeEdPANoT TV KaBUPOV TOUEIKOV
pomv. Emiong vroroyilovtotl Kot o1 VTOAOITOL TPOTOL ATOTIUNONG Y10 TIG ETOUPELES Kol

TOPOVCIALOVTOL TO OTOTEAECLOTAL.

Y10 éBdopo Kot TEAELTOIO KEQPAAOLO TOPOLGLALOVTOL TO. OMOTEAEGHOTO TNG
TIUNG NG METOYNG OM®G avtd vroAloyicOnkav, pe faon v Kabe pnéBodo amotipnong

Kot etvon ta €€Ng:

DIANA CONTAINERSHIPS INC. VALUATION SUMMARY
Market Value

Equity Value  Per share ($)
Valuation Method Pershare ()  28/7/17 Difference Recommendation
Discounted Free Cash Flow 0,02 071 0,69 SELL
Relative Valuation P/E -1324 0,71 1395 SELL
Relative Valuation P/BV 3,68 0,71 -297 BUY
Relative Valuation EV/EBITDA -84,37 0,71 85,08 SELL
Asset Valuation 054 071 017 SELL
Dividend Growth Model - 0,71 - -

CAPITAL PRODUCT PARTNERS VALUATION STMMARY
Equity ValuePer ~ Market Value Per

Valuation Method share (5) share(8)28/7/17  Difference Recommendation
Discounted Free Cash Flow 376 178 002 SELL/HOLD
Relative Valuation PE 226 178 152 SELL
Relative Valuation P'BV 433 178 0,77 BUY
Relative Valuation EV/EBITDA 11,9 LN 8,18 BUY
Asset Valuation 471 178 0.9 BUY
Dividend Growth Model 370 3B 0,08 SELL

12




"Etotl ) otmhopatikn epyocio emkevipmOnke oto va vmoloyiobei n dikoun a&io
TOV ETOPEOV e Baon TiC avatépm uebodovg. Me Bdon v &v AOY® SIMA®UATIKY
gpyacia, To CUUTEPACUATO TOV UTOPOLUE Vo eEdyovpe gival 6Tt Giyovpa TPAcHeT
épevva Bo mpémel va yivel e OKOTO TNV OMOTIUNGT TOV VOUTIMOKOV ETOUPELOV KOt
ALV KAAOWV e TTIO O1POPOTOMUEVO 6TOAO Kol dpactnprotnta. Emmpdcbeta, pe
Baon ta amoteAéopaTo TNG OMAMUATIKNG £PYACIOG, EVOEYOUEVMS Y10, ETOUPELES, Ol
omoieg avTneT®mi{ovy dVOKOAMEG TOGO MG TPOG TNV dPASTNPLOTNTA TOLS OGO Kot
oTNV 1KAVOTNTO EVPECNG OLKOVOLUK®OV TOp®V, 1 uébodog amotipnong pe Pdaon to
oToLEl TOL EVEPYNTIKOD VO TOPAYEL Lo TO OlKoun TN GE GYECN UE TIC VITOAOUTEG
uebodovg amotipunonc. Emopuévag, tpdcsbetn Epevva Ba mpémel va devepynbet yio tov

avOTEP® TPOTO ATOTIUNOTG.
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Chapter 1 Introduction of the thesis

1.1 Introduction

Thesis Objectives

The dissertation thesis hereby presented is an equity valuation applied project of
two Greek shipping companies listed on Nasdag. So as to achieve that task | propose

to:

1. Perform the valuation according to best practice methods proposed in the
international literature, with the final purpose of setting a target price.

2. Compare my own findings with the company’s market price in Nasdag.

So the purpose of this thesis is to present some popular ways of company
valuation and especially equity valuation of a shipping company and to highlight the

advantages and disadvantages of those methods.

The process and all the valuation work made, is based on publicly available
information and takes the perspective of an investor, who makes well-diversified

investments.

My analysis will be made for both companies, for the period from 2010 to
2016. The aforementioned valuation period has been chosen, due to the fact that
Diana Containerships Inc. was founded in January 2010, since when the financial
history is available for my analysis. Also considering that last years are of special
interest, regarding the impact and how the companies dealt the difficulties of the
financial crisis of 2008. Continuing with, I will conduct a financial statement analysis,
based on estimates of the future financial data of both companies, in order to estimate
the fair value of the firm. The main method that | will use for my valuation for both
companies, is the Discounted Cash Flow (DCF) analysis and for Capital Product
Partners I will use the Dividend Growth Model. Diana Containerships Inc., for the last
years is struggling to return in positive ground concerning its profitability and for that
reason dividends are not given to the investors. Supplementary | will use a
comparative valuation based on relevant firms for both companies. Last but not least,
I will provide a sensitivity analysis to discuss the results from both DCF and relative

valuation.
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1.2 Importance of Valuation

Value is undoubtedly an important measure of performance, however the

reasons to value a company are *

1. Mergers and acquisitions. To set a range of values for buyers and sellers.

2. Valuing Listed companies. Analysts, or shareholders need to know whether to
buy, sell, or hold a stock.

3. Initial public offers. To set a price for the IPO.

4. Compensation schemes based on value creation. Quantify the value creation

by executives in a company or other employees.

5. ldentification of value drivers. To find which aspect of a company and how
much value generally adds.

6. Making strategy and planning. How to allocate resources, or whether to find

new ones
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1.3 Literature Overview on Valuation

The outline of company valuation® is:

l.
Il.
1.
V.

Asset based methods

Using comparables

Free cash flow methods

Option based valuation

Moreover, it is suggested that valuation methods can be classified as follows?:

Balance Income Mixed Cash flow | Value Options
sheet statement | (Goodwill) | discounting | creation
Book value | Multiples Classic Equity cash | EVA Black and
flow Scholes
Adjusted PER Union of Dividends | Economic | Investment
book value European profit option
Accounting
experts
Liquidation | Sales Abbreviated | Free cash Cash value | Expand the
value income flow added project
Substantial | P/EBITDA | Others Capital cash | CFROI Delay the
value flow investment
Other APV Alternative
multiples uses

Another suggestion about the valuation methods® is the following:

Discounted Cash flow Valuation

Relative Valuation

Contingent Claim

Valuation

Dividend Discount Model Multiples

Extended Equity Valuation Models

Firm DCF Models (Free cash flows)

! Prof. lan H. Giddy, New York University
2 Prof. Pablo Garcia 2013

® Aswath Damodaran (2006) “Valuation approaches and Metrics: A survey of the Theory and
Evidence”
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Last but not least, the different models are categorized into four groups*:

Present value ] ] o ] Contingent Claim
Relative Valuation | Liquidation valuation )
approaches Valuation

As far as the shipping sector is concerned, the same methods are used in order
to value shipping companies. By reviewing the finance literature for my thesis, | came
across the Asset Based Method for valuation, in which valuations are made based on
current market value of assets, sum of the parts, net asset values. So in some cases Net
asset value which assumes that the value of an operating business is significantly
determined by the sum of the value of the company’s assets, less its liabilities is a
better way to value a shipping company. For instance, according to «The Brattle
Group», Yvette Austin Smith and Evan Cohen article, a recent opinion in the
Genco Shipping valuation trial is a reminder that the discounted cash flow (DCF)
method — the usually reliable workhorse of valuation — can sometimes lead one astray.
In his July 2, 2014 opinion, U.S. Bankruptcy Court Judge Sean Lane rejected DCF as
a way to value the dry bulk shipping company, concluding that net asset value (NAV)
provided a far better indication of value in this instance.

Problems in VValuations

No matter how many studies are made, concerning valuation of companies in
every sector, the valuation process throughout the years has difficulties. First of all,
valuations give different results. This is due to the fact that we have to use different
methods in order to evaluate each company. A different method of analysis, means an
alternative approach to see the company and calculate its value. These methods use
alternate data as an input and for that reason give results of a different nature.

Another problem of valuations is what method to choose. Because of the
uncertainty of the future precisions and all the factors that might influence it, it is
really difficult these values to be exactly the same. What can be done is, to make
assumptions stable and backed for the future, in order to make a final investment

decision based on what we know so far.

Here are some important aspects of valuation:

* Petersen and Plenborg (2012) “Financial Statement Analysis”
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The first is that, any asset is worth the sum of all the future cash flows with
which its owners will be provided, discounted with an appropriate discount factor
(opportunity cost) in order to account for the risks that might arise in the future. This
fundamental principle is what gives ground to the valuation method call the
discounted cash flow method (DCF).

The second is that, the process itself is fundamentally forward looking and
requires an estimation of the future situation. This means that, projections needed to
be made for the future, accounting for uncertainty based on present data. However, by
future is uncertain and thus the final outcome of the valuation process will be highly

subjective and somewhat inaccurate.

Many variables constantly interacting with each other formulate the business
environment, thus making it almost impossible to truly predict future conditions.
Many of these variables are known to us, but it is hard to predict their movements in a
scientific way. They can be observed and even measured but they cannot be
controlled. Analysts use these tools almost daily, to make more precise assessments.
The DCF method is the most commonly used valuation technique in almost every
other industry but the shipping industry. A context for the use of the discounted cash
flow technique must be provided in order to guide anyone that wants to try the
valuation of shipping companies or any company other company for that matter, using
the DCF. The DCF is an important tool and many management teams use it in their
decision making process. This method is primarily influenced by two major factors
that also are the most important inputs of the model; the future free cash flows and the
discount rate (weighted average cost of capital). The final outcome of the valuation is

heavily dependent on those two parameters.

18




Previous Research

Many studies as mentioned and above, are made on the field of discounted
cash flow valuation method, trying to improve its results in order to be more precise
and to make the methods a lot easier to implement. The discounted cash flow
methods are the most widely used methods for business valuation. However, research
in shipping valuation using these methods is not so rich. Most researches have as a
primary focus, the construction of models, in order to make assumptions or make

projections of the freight market.
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Chapter 2 Shipping Industry

2.1 Presentation of Industry

2.1.1 Diana Containership Inc.

The company operates within the containership sector. The containership
sector is cyclical and volatile, with charter hire rates and profitability at reduced
levels, and the continued global economic downturn has resulted in decreased demand
for container shipping. According to the company’s annual report of 2016, the
company’s growth generally depends on continued growth in world and regional
demand for containership services, and the global economic slowdown that
commenced in 2008 and from which the global economy has not fully recovered
resulted in decreased demand for containerships and a related decrease in charter rates
that have not fully recovered. The ocean-going containership sector is both cyclical
and volatile in terms of charter hire rates and profitability. Containership charter rates
peaked in 2005 and generally stayed strong until the middle of 2008, when the effects
of the 2008 economic crisis began to affect global container trade. Containership
charter rates subsequently improved and stabilized somewhat, although current rates
remain below their long-term averages and may decline further. Fluctuations in
charter rates result from changes in the supply and demand for ship capacity and
changes in the supply and demand for the major products internationally transported
by containerships. The factors affecting the supply and demand for containerships and
supply and demand for products shipped in containers are outside of our control, and
the nature, timing and degree of changes in industry conditions are unpredictable. We
cannot assure you that we will be able to successfully charter our vessels in the future
or renew existing charters upon their expiration or termination, most of which are
scheduled to expire in the first half of 2017, assuming the earliest redelivery dates, at

rates sufficient to allow us to meet our obligations or at all.

Throughout the past year, the container shipping industry continued to be
burdened by uncertainty as to global economic conditions and trade policies.
Moreover, the sector has for several years suffered the ill effects of a significant

global over-supply of capacity, as tonnage has grown at a much faster rate than
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demand. As a result of these industry forces, containership time charter rates ended

2016 at or near historically low levels®.

However, according to consulting firm®, the global container carriers sector in
the future will face difficulties, but after the Hanjin Shipping Co bankruptcy helped
the sector to create more demand in the seller’s market, which lasted through the close
of 2016. This opportunity, needs to be taken into advantage by the shipping
companies of the sector, so as to gain higher rates levels and take additional actions to
face and improve their financial positions. Moreover, carriers should eliminate their
operating costs from their core shipping business and moreover for the shipping
companies, who consider to move to mergers or acquisitions it is of high importance
to save costs through effective post-merger integration. This timing, needs to be taken

into advantage by the companies, to rationalize the global fleet.

FIGURE 1: Carrier industry financial results, 2010-15

§ billion Year-over-Year change (%)
Last 12 Last 12
All companies 010 1l 2z 23 214 months 2011 Fak 2013 2018 months
Revenue 192 204 199 185 186 173 6 (3) 7) 1 (7}
Total debt 85 98 m 114 100 90 15 13 3 (12} (10
EBITDA 3 21 18 18 21 20 (32) (14} (1] 20 m
EBIT 19 9 G 6 10 9 (51) [35) l] M (14)
Capex 18 25 25 21 20 17 40 1 (16} (B} (14)
Cash from Ops. ¥ 12 10 15 20 12 (44) (13} 39 41 {12}
Operating expenses 163 195 192 179 175 164 20 (1) (7) (2) (7}
Last 12
Ratios 2010 2 2012 2013 2014 months
Cash from Ops./Capex 1.2 05 0.4 0.7 1.0 IN]
Debt/EBITDA 28 47 6.2 6.4 4.1 45
OPEX as percentage of revenue (%) 5% 95% 9% 7% 9% 95%
EBITDA as percentage of revenue (%) 16% 10% 9% 10% 1% 1%
Cash from Ops. as percentage of revenue (%) 1% 6% 5% 8% 1% 10%
Source: AlixPartnars analysis of publ e financial repons
T before interest and taxes; EBITDA = earnings before interest, taxes, depreciation, and amortization; LTM = last 12 manths;

OPEX = operating expenses; Ops = operations

All the above estimations, are presented in the following graphs, which show
the decreased profitability of the companies in the carrier sector, from years 2010-
2015 and 2011 was the year with the worst results in both EBITDA and profit

margins.

> Diana Containership Inc. Annual Report 2016
® Alix Partners “Containership Sector in March 2017”
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FIGURE 2: Peak quarterly revenue declines, 2010-15
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FIGURE 3: Margins, 2010-15
200 &0
16.0% =
— =
=2 150 1] =
= 11,0 11.0% =
e [ 1o% \ 90 10.0% ' ’ =
= 100 40 @
= =
= =
b= 3
= s I I 20 2
2000 2011 2012 2013 018 Lasti2
months

W EBITDA % — Carriers reparting nagative EBITDA

Sovrce: AlixPartnars analysis of publicly available financial reports
EBITDA = garnings bafore interest, taxes, deprociation, and amortization

FIGURE 4: Operations cash-to-CAPEX ratios, 2010-15
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2.1.2 Factors that influence demand and supply for containers capacity

According to the annual report of Diana Containerships Inc. those factors

include:

a)
b)
c)
d)
e)
f)
g)

h)

)

9)
h)

supply and demand for products suitable for shipping in containers;

changes in global production of products transported by containerships;

the distance container cargo products are to be moved by sea;

the globalization of manufacturing;

global and regional economic and political conditions;

developments in international trade;

changes in seaborne and other transportation patterns, including changes in the
distances

environmental and other regulatory developments;

currency exchange rates; and

weather.

The factors that influence the supply of containership capacity include:

the number of newbuilding deliveries;

the scrapping rate of older containerships;

containership owner access to capital to finance the construction of
newbuildings;

the price of steel and other raw materials;

changes in environmental and other regulations that may limit the useful life
of containerships;

the number of containerships that are sailing at reduced speed, or slow-
steaming, to

conserve fuel;

the number of containerships that are out of service; and

port congestion and canal closures.
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2.1.3 Capital Product Partners

Capital Product Partners L.P. (Nasdaqg: CPLP) is an international, diversified
shipping company and leader in the seaborne transportation of a wide range of
cargoes, including crude oil, refined oil products, such as gasoline, diesel, fuel oil, jet
fuel and edible oils, as well as dry cargo and containerized goods. As a publicly
traded master limited partnership, CPLP has elected to be treated as a C-Corp. for tax
purposes which is most beneficial for U.S. investors (as they receive the standard
1099 form). The Partnership is well-positioned to benefit from the long-term growth
dynamics of the global shipping industry and to capitalize on potential acquisition
opportunities in the fragmented shipping market. CPLP benefits from the commercial
and technical management agreement with its Sponsor, Capital Maritime & Trading
Corp. ("Capital Maritime™), an established and reputable diversified shipping

company.

According to the company’s annual report, management’s primary objective is
to pay a sustainable quarterly distribution for our common units and Class B Units
and to increase our distributions on our common units over time while maintaining a
strong financial position and an appropriate level of liquidity for the proper conduct of

our business. This involves the following business strategies:

e Maintain medium- to long-term fixed charters.

e Expand relationships with both current and new charterers and capitalize on
relationship with Capital Maritime

e Expand the fleet through opportunistic and accretive acquisitions.

e Maintain a strong balance sheet.

e Maintain and build on company’s ability to meet rigorous industry and

regulatory safety standards

In addition, the company’s management shows very optimistic about achieving its

goals, due to the fact of the following competitive strengths:

e Well-established relationships with our counterparties and with Capital

Maritime
e Diversified revenue stream

e Revenue and cash flow visibility and stability
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e High specification fleet

e Strong balance sheet, cost efficient operations and acquisition funding’

Factors that affect the transport market

FACTORS DRIVING DEMAND FACTORS DRIVING SUPPLY

Energy market
» il * Coal * Natural gas * Nuclear power = Hydroelectric power

Oil market Shipowners and log]
= Refinery utilisation * Refinery locations = Regional imbalances e
» Stack levels * Spot and forward prices » industry structure

2.2 ldentification of VValue Drivers in shipping

As it can be seen the industry, is affected by a lot of factors, as all the high
volatile business sectors. In order to make precise estimations about the value of a
shipping company and build a valuation model, it is of great importance to identify
the different value drivers and the risks of the shipping business. What we mean by
value is of course the shareholder value, meaning the value of the claims (stocks) held
by stakeholders in the company. It is the shareholders in a company that assume the
most investing risk, that have the lowest seniority, meaning that in the event of
liquidation the are compensated after all other claims on the company (bondholders
etc.). it is easy to understand that it is this kind of value, share value, that is of the
highest interest in this thesis.

” Capital Product Partners Annual Report 2016
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Value Drivers

Compan
y Value

Manage-

Drivers
ment

Freight
Contracts
Chartering Fleet
Division Composition
; Bunkers T/C&T/C

Operations
Division
Freight Rate
Exposure

. Ship Price
Hedging Exposure
Operations

— Qli bunkers
3. Risk Exposure
Management
Interest Rate
Hedging Exposure
Financials

F)t Ex pcsurE

Strategy

Ca ptta!
Structure

Cost of
Capital

<

Figure 1

Figure 5: Anastasios Tavatidis, '‘Discounted Cash Flow Valuation method in Shipping’

According to Figure 5, the value drivers are divided in three major categories;
the operations, the financing and risk management. The management team has to
make important decisions on those three divisions. The major problems faced by the
management team are as follows:
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* Deploy Effectively the operations in order to maximize potential cash flows.
* Mitigate the risks involved in both the financing and operational activities

» Find what is the optimal capital structure to finance the operating assets of the

business

The company’s operations can be broken down into three sub-categories; the
chartering division; the bunkering division; and the operations division meaning the

management and effective deployment of the fleet.

a) The chartering division is a really important aspect of shipping operations. It is the
face of the business towards its customers, its charterers. It is the department that
generates profits. Finding contracts for the company’s fleet, on above market rates by
the chartering team is really important, especially if the market is weak and the
shipping sector as a whole is struggling, such is the case today. The effectiveness of a
chartering team is judged by its returns namely the gross revenue of the firm relative

to other shipping companies.

b) The bunkering division is the supporting division of the chartering. It generates
value by purchasing fuels in good prices, thus reducing operating costs. Having a
good bunker division that has a working relationship with bunker brokers in every
port in the world means that you get the best possible price for the given port. This
does not directly add value to the shipping firm, however, it helps show the charterer
that the company is well established in its field and gets the best rates possible for

their customers.

c) The management of the fleet is made by the operations division. It relays messages
from the chartering department to the company’s vessels giving instruction to where
they should go, the timeline on what this should be done and who has the
responsibility. Just like the bunkering division it adds to the name of shipping
company. A capable operations management shows charterers that the firm is efficient

and well-managed.

It is of great importance for the company to find the best ways for financing
the fleet and to choose the correct capital structure Debt to Equity. Corporate value
can be added, should the management of the company choose correctly the optimal
capital structure by minimizing the cost of capital. This cost, is the weighted average
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cost of capital otherwise known as WACC, which takes into account both the cost of
equity and of debt and theoretically the tax credits of shield that interest payment
provides, although shipping companies hardly pay any tax. In theory the cost of debt
is generally lower that the cost of equity in most cases. So if more debt than equity is
drawn by the management in order to finance its projects, its total cost of capital
remains low. However, as more debt is drawn and thus, debt to equity ratio rises, the
company’s credibility to repay that debt diminishes as the likelihood of default
becomes greater. As the company’s credit rating falls and uncertainty takes hold of
debt holders, the rate at which the company can now borrow is higher in order to
offset the risk of default (risk premium). On the other hand, for a major shareholder is
the opposite result, as if most of the projects are financed through equity offerings the
majority shareholders will be diluted and possibly lose their significant influence on
the business. So, the management of the company should choose and optimal capital

structure as to borrow at the lowest possible rate and avoid shareholder dilution.

2.3 Shipping market cycles

The four most expensive words in the English language are, “This time it’s different’.
(Sir John Templeton, quoted in
Devil Take the Hindmost,

Chancellor 1999, p. 191

2.3.1 Introducing the shipping cycle

A shipping market cycle or shipping cycle is a particular type of economic
cycle. These cycles correct markets when supply and demand are out of balance.
Shipping markets are driven by freight rates, which can move up, move down or
remain unchanged. Shipping cycles are therefore determined by the fluctuations of

these freight rates.

Shipping cycles are classified according to the time interval in which the alternating

movements of freight rates are observed:
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1. Seasonal cycles (fluctuations occurring within one year)
2. Short cycles (ranging from 3 to 12 years)
3. Long cycles or trends (approx. 50 years)

The exact lengths of short and long cycles are not constant and the durations given are
rough estimates. Shipping markets are very volatile and involve higher levels of

uncertainty when compared to the world economy as a whole.®
Seasonal cycles

Seasonal cycles appear within one year and typically correspond to seasonal
changes in demand and supply of products. These changes cause fluctuations in the

demand and supply of ship chartering, which in turn influences freight rates.
Short cycles

Short cycles occur at varying time intervals, ranging from 3 to 12 years. Typically, a

short shipping cycle consists of four different stages:

1. Trough (low freight rates, decreasing to the operating cost of the least

efficient vessels; low demand and excess supply)

2. Recovery (rising freight rates; increasing demand moves supply and demand

towards equilibrium)

3. Peak (high freight rates, increasing to 2-3 times the operating cost of vessels;
supply and demand at or near equilibrium)

4. Collapse (falling freight rates; supply exceeds demand)

Each stage presents different freight rates and changing levels of demand and
supply. The pattern of these four stages in a short cycle is irregular and unpredictable:
the duration of a single stage can vary from months to years. The ranges of the freight
rates (from lowest to highest level one cycle) fluctuate between cycles as well.

Long cycles

® Wikipedia (shipping cycle)
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Long cycles are routinely referred as “trends” in economics. Trends are the
long term upward, downward or stagnating levels of freight rates around which short

cycles oscillate. They are hard to identify and different causes are given for their

occurrence
Freight rate $000s per day
257 Definition of trough
1. Freights near operating costs
2. Old ship prices near scrap
i, kjlille o‘;denrﬁ‘ : This trough
1 . Many demolition sales
- STAGE 3 5. Banks cut lending stalled half
FEAR g 6. Market sentiment pessimistic way down
l
151 STAGE 4
STAGE 2
RECOVERY COLLAPSE *
104 0 $ This upswing
STAGE 1 never made it
TROUGH
5 +

123456789101112131415
Years in time

Stages in a dry market cargo cycle
Source: Marlin Stopford, 1997

Figure 6: Stages in a dry market cargo cycle

2.4 Most important value drivers for shipping companies

Shipping rates

Shipping rates are perhaps the most important indicator that affects the long-
term performance of shipping stocks.
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Figure 7: Ricardo J. Sanchez & Lara Mouftier, adapted from Alphaliner (2017)

In the above figure 7, we can observe some main variables of shipping cycle:
freight rates, nominal fleet for container transport, inter-annual change of nominal
transport capacity and the year-to-year change in transport demand (global throughput
growth).

Freight rate developments
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Figure 8: Freight rate development 2014-2016

From the above graph it is obvious that the shipping industry as a whole is

really volatile. In January 2016, all the sectors faced a high rise in their freight rates,

which gave a boost in the sector.
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Figure 9: McKinsey & Company
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According to Mckinsey, from 2007-2017 there was an oversupply of the total

fleet capacity, to the total demand, but for the projected 2017 levels, this gap will be

decreased from 25% to 21%.
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Graph of the Week
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Figure 10: The ups & downs of freight rates and charter rate index

Ship broker company Harper Petersen & Co in Hamburg published the
HARPEX (Harper Petersen charter rate index), which forms the worldwide price
development on the charter market for container ships. HARPEX represents the
container market for charter rates (rental price for one vessel per day). The original
index was developed in 2004 by employees of Harper Petersen & Co. and
Nordcapital-Holding in collaboration with economists, shipping experts and scientists
from the department of shipping at Oldenburg University of Applied Sciences /
Ostfriesland / Wilhelmshaven and returned on the basis of a data pool until 1986. In
2011, the index was revised and recalculated according to the new calculation method
on a monthly basis until 2001. Since 2011, a total of 7 ship classes in the area of the
feed vessels (700 TEU) up to the Panamax class (4,250 TEU) have been taken into
account. The original HARPEX was composed of 8 ship classes (750 TEU to 5,200

TEU). A total index is created on the basis of the individual indices.

The calculations are based on the speed, minimum and maximum run-time
criteria. Consideration is given to all transactions completed within a week on the

global time charter market. A weighting according to number of ships and cost-
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covering charter rates takes place annually. Only the tonnage available on the
maritime market is included in the index calculation. As a result, the larger ship

classes are weighted more heavily and the charter market is more realistic.

The charter rates are determined exclusively from the data provided by ship
brokers, ship owners and charterers .Only the real demand and the real offer for
container ships flow into the price. In contrast to the economic data, the HARPEX
data are not subject to any subsequent amendments. Manipulation is not possible with

the method of determining the index.

HARPEX as an economic indicator determines the charter rates (ship rents)
for container ships, it precisely measures the demand for container shipments and thus
the volume of world trade. While the Baltic Dry Index (BDI) records the freight rates
of raw materials, the preliminary stage of production, the HARPEX represents later
stages of economic development when semi-finished or finished products are
produced from the raw materials. The Baltic Dry Index is an early indicator of
economic developments, while the HARPEX is an indicator of the current state of the

world trade and the global economy.
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The larger the number of containers to be shipped, the greater the demand for
container ships and the higher the charter price. An upward movement of the
HARPEX signals a rise in global trade, a downward movement the opposite. The
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HARPEX is slightly positive with the stock markets and slightly negative correlated

with the bond markets.

Shanghai Container Freight Index (SCFI), is the most commonly-used freight
rate index in the container sector. The Shanghai Containerized Freight Index (SCFI) is
a highly cited metric used to discuss the health of global trade. Created by the Chinese
government in 2005, the SCFI was intended to address a few distinct needs within the
market. First, the government wanted a simple index of prices to help attract more
buyers and sellers to local markets. By aggregating the movement of several market
securities into one easy-to-read benchmark, an index can help efficiently match
supply and demand by communicating the health of a market. The SCFI moves up
and down based on the spot rates of the Shanghai export container transport market
based on data compiled from 15 different shipping routes. The second purpose of the
SCFI was to provide a platform upon which merchants and shippers could shield their

businesses against peaks and valleys in market prices®.

Shanghai Containerized Freight Index
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Figure 11: Shanghai Shipping Exchange

We can observe the Containership Timecharter Rate Index according to

Clarkson’s Research timeseries.

° Stavros Karamperidis “Development of an Index for Maritime Container Transport Costs,
Connectivity and Risks for the UK”
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https://de.wikipedia.org/wiki/Aktienmarkt
https://de.wikipedia.org/wiki/Rentenmarkt

Containership Timecharter Rate Index
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Figure 12: Containership Timecharter rate index
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Last but not least, here it is a glance of containerships numbers for year 2016,
according to Clarkson’s. For the container shipping sector 2016, was also a difficult

year with severe pressure.

Where Are We In The Containership Cycle ?

Market 2006-15 2015 2016 YTD
Ship by Type Rate Average Markel % diff.from Market % diff. from This Year So Far...
Indicator Value Aate Average Rate Average
1 year tic (R\day) T.B46 T.250 B 6,700 -15% -T% Bit Worse
1,000 teu gearad 10 year old (5m.) 10.2 6.0 -41%, 4.8 -53% -12% Worse
2% -34% -10% Bit Worse
1 year Ve (S/day) 0,004 | 8842 A% 6,960 -30% -19%  Worse
1,700 teu geared | 10 year old (Sm.) 14.8 B.5 -43% 6.0 -59%, 1% Worse
-2T% -45% -18% Worse
1 year te (S\day) 13,042 9,563 2% 5,988 -54% 2% Worse!
2,750 teu geartess 10 ywear old ($m.) 22.1 11.0 =50 8.5 ~T1% ~20% Worse!
-38% -62% ~24% Worsa!
1 year te (S'day) 18,222 11,817 -35% 5313 T1% -36%  Worse!!
4,400 teu gearless 10 year old (5m.) 21.2 12.0 43% 6.0 T2% -28% Worse!
-39% 1% -32%  Worse!!
3 year the (S'day) 25,778 22,750 =12% 13,438 ~48% -36% Worse!!
6,800 teu gearless 5 year old (Sm.) 54.3 36.0 3% 21.0 1% -28% Worse!
“23% =55% -32%  Worse!!
Contalner Charter Market Average ~30% =53% -20% Worse!

Figure 13: Containership cycle, Clarksons Research

For all the type of containerships, the market indicators in average values,
were at a worse point than the relevant ones of year 2015. The rates of 2016 compared
to those of 2015 and the average rates from 2006-2015, were worst and so were the

values of secondhand vessels.
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2016 At A Glance
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Figure 14: Containership sector at a glance 2016, Clarksons Outlook




Demand drivers

Demand for ships is affected by trade volume and trade distance. As the global

trade highly correlates with global economic growth and overall demand of

commodities, the world’s particularly China’s economic growth plays an important

role. As we can see in this graph in July 2017, according to Clarksons, this is China’s

Seaborne trade in numbers.

Graph of the Week

China’s Seaborne
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Year To Another

The graph shows volume growth
in 2015 and 2016 in salected
componants of seabofne trade
involving China, in terms of
tonnes except for infra-Asia con-
tainer trade which is basis TEU,
Further detaills on Chinese sea-
borne frade are published avery
month  in China  Infelligence
Monthly
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Source : Clarksons Research

Figure 15: China’s seaborne trade
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This graph shows, how Clarksons Research evaluates global seaborne

transport, regarding different types of ships, as at July 2017.

Figure 16: Seaborne trade for every shipping sector

Graph of the Week
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Graph of the Month
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Figure 17: Historical global seaborne trade

In the following graphs after evaluating Clarksons Research raw data, |
present the containers’ movements (imports-exports) throughout the years, for

different locations.

Container Imports
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Figure 18: Historical container imports, raw data from Clarksons Research
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Figure 19: Historical container exports, raw data from Clarksons Research

The graphs depict a marginal increase for the World Exports and World

Imports for years 2016 and 2017.

Supply drivers

New ship deliveries and scrapping activity are the two most influential

activities that affect supply. These two factors were widely followed by analysts and

shipping managers over the past few years as orders went way high, causing elevated

supply growth and rates to collapse. But expected shipping rates do influence

managers’ decisions about whether to purchase or build new ships, so it is a great

source of information for investors. New ship additions can also increase companies’

earnings.
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Graph of the Week
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Figure 20: Market liquidity
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Figure 21: Containership fleet capacity and trade growth

Graph of the Month
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Figure 22: Historical movement of containership fleet capacity

In the following graphs, is provided information about global containership
fleet, order book, throughout the years. This information, derives from time series
data of Clarksons Research.
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Figure 23: Historical total containership fleet by number
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As it seems from the graphs attached from time series data of Clarksons
Research, although there was an increase for the global fleet, in the past years, in the
last 3 years and more specifically during 2016, there was a decrease in the global
fleet.

Figure 24 & 25: Containership fleet forecasted growth
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Container ship fleet growth
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Source: BIMCD estimates on Clarkson's raw data

Avis actuzl. F is forecast. E is estimate which will change if new orders are placed. The supply growth for 2017-2019 contains existing orders only and
is estimated under the assumptions that the schedwled deliveries fall short by 10% due to various reasons and 30% of the remaining vessels on order
are delayed/postponed.

According to BIMCO, for the following two years, there will be an increase in
new containership deliveries and a decrease in containership demolitions.
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Indicative market fundamentals for container shipping
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Figure 26: Containership supply & demand

Moreover, BIMCO also gives some insight for supply and demand for the

period from 2004 to 2016.

Vessel values

Finally, the prices (values) of ships are another key indicator that drives stock
prices, because one way to measure the value of a company is by its assets. Ship
prices are often affected by shipping rates and ship orders, so we can look at rising or
falling ship prices as leading indicators that show where future shipping rates will be
probably. While these indicators are often published separately, we generally compile
them into a series so that investors can get a fuller picture of how everything is

performing as a whole, since it is recommended that investors not rely on one

indicator alone.
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Figure 27: Containership deliveries, raw data from Clarksons Research

[ Total Containership Deliveries ,000 TEU

These are the total deliveries of containerships in number and TEU, according

to Clarksons Research time series.

Total Total Total . .
. . . . . . Total Containership
Date [Containership| Containership Containership .
Sales S Million
Sales Number Sales DWT Sales TEU
1995-Aek 4 109.085 7.651 110,90
1996-Aek 4 41.993 2.907 50,00
1997-Aek 2 44,938 2.759 21,50
1998-Ack 1 16.432 742 1,40
1999-Aek 5 100.176 6.837 51,00
2000-Aek 8 213.289 14.662 132,50
2001-Aek 1 18.595 1.295 9,30
2002-Aek 13 321.824 21.549 166,50
2003-Aek 8 261.023 17.510 170,10
2004-Aek 23 469.204 37.976 453,96
2005-Aek 4 51.287 3.475 51,79
2006-Aek 13 496.164 32.975 309,16
2007-Aek 12 547.923 37.745 47,15
2008-Aek 3 70.416 5.220 57,90
2009-Aek 20 426.736 30.812 56,25
2010-Aek 14 455.972 31.554 159,50
2011-Aek 6 61.889 4.778 18,70
2012-Aek 9 206.294 15.193 23,10
2013-Aek 8 118.594 8.719 24,30
2014-Aek 12 415.296 31.860 17,90
2015-Aek 5 154.606 12.481 66,10
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Figure 28: Total sales of containerships in number and TEU, Clarksons Research

According to the above figure from time series data of Clarksons Research, we
can see after the economic crisis, there was an increase in containership sales by

number.
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Figure 29: Newbuilding containership prices according to Clarksons raw data

World Economic Growth

Industrial production indices provide a more accurate picture and a valuable
tool in assessing the situation, highlighting the strong connection between maritime
transportation supply and demand, economic expansion and world trade. Declines in
industrial output, signaled by a contracting economy, results in a reduction in trade

volume and thus demand for seaborne transportation services.
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+ Rapidly growing at an annual average rate of 6% since 1950s
* Global merchandise trade having same growth trend as the world

GDP
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FORECASTING GLOBAL MARITIME CONTAINER DEMAND USING AN
INTEGRATED TRADE-COMMODITY FLOW MODELLING FRAMEWORK

) Copyright National University of Singapore. All Rights R

Figure 30: Forecasted Global Maritime container demand
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I World GDP
Contribution to growth, percentage points
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* Estimates based on 57 economies 90% of world GDP. Weighted GDP at purchasing-power parity
Sources: Haver Analytics; IMF; The Feonomist

Economist.com

source: The Economist

Figure 31: World GDP

Qil Prices

Should bunker oil price rise, there would be an immediate reflection in freight
rates due to the fact that bunker cost accounts for the higher amount of the vessel’s
operating expenses. The innovations and various methods by which the fuel

consumption is significantly reduced are under intensive research.

Figure 32: Brent Oil prices, Clarksons Research raw data
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In the past three years there was an exceptional fall in oil prices, that helped

the companies to reduce their bunkering and transportation costs.

2.5 Oil Tanker Sector

According to Clarksons’ Shipping Market Outlook tanker market conditions
have weakened, largely reflecting the impact of a faster pace of fleet growth. Average
tanker earnings fell 68%, from $28,483/day in January 2016 to $9,922/day in August
2016. On the demand side, seaborne crude oil and products trade growth has slowed

slightly this year, but remains healthy on a historical basis

About the tanker demand Seaborne oil trade (crude and products combined) is
projected to rise 3.7% in 2016. Global seaborne products trade has also continued to
expand, and is projected to increase by 4.0% in 2016, supported by an increase in
imports to Asia, particularly India. European imports have also firmed on the back of
refinery closures in the region, while Middle Eastern and Chinese exports have also

risen®’.

Oil Trade Summary

Qil Demand
(MBpd) 2011 2012 2013 2014 2015 2016(f)
OECD Europe 14.3 13.8 13.6 13.6 13.8 13.8
-3.0% -3.2% -1.1% -0.6% 1.5% 0.4%
North America 234 23.0 23.4 235 23.8 239
-20% -1.8% 2.1% 0.2% 1.7% 0.7%
Non-OECD Asia 20.4 21.2 221 22.7 23.7 24.5
2.9% 4.0% 4.3% 2.8% 4.5% 3.4%
Others 311 32.2 323 32.6 329 33.1
2.5% 3.4% 0.4% 0.9% 0.8% 0.8%
TOTAL 89.1 90.1 915 92.4 94.1 95.4

0.5% 1.1% 1.5% 1.0% 1.9% 1.4.%

1% Clarksons’ Shipping Market Outlook Autumn 2016
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Crude Oil Supply
(MBpd)

Saudi Arabia
Other Middle East
Latin America
Africa

FSU

Others

Total

2011
9.5
6.3%
16.3
5.8%
7.5
2.4%
10.5
2.1%
135
2.4%
31.8
-4.6%
89.1
0.7%

2012
9.8
4.0%
175
7.1%
7.5
0.2%
9.7
-7.3%
13.7
1.5%
32.4
1.9%
90.7
1.8%

Total includes NGLs and processing gains

Figure 33: Oil demand & supply per year and region, Clarksons research

Crude Exports

(MBpd)
Middle East

Africa

Caribs & L .Am
FSU

Others

WORLD TOTAL

Crude Imports
(MBpd)
United States
EU Europe
China

Other Asia
Others

WORLD TOTAL

2011
17.9
8.9%
6.3
-13.8%
4.5
1.2%
4.8
-8.0%
3.6
-12.1%
37.2
-1.1%

2011
6.7
-7.4%
9.0
-3.9%
4.6
4.2%
12.8
2.4%
4.1
0.3%
37.2
-1.1%

2012
17.4
-2.8%
7.4
16.9%
4.6
1.4%
4.9
1.9%
4.0
10.3%
38.3
2.9%

2012
6.1
-9.0%
9.6
6.9%
49
7.4%
135
5.3%
4.2
1.4%
38.3
2.9%

2013
9.7
-1.4%
18.0
3.0%
7.5
0.4%
9.1
-6.4%
13.9
1.1%
33.0
1.7%
91.2
0.5%

2014
9.7
0.4%
18.3
1.7%
7.6
1.5%
8.5
-7.0%
13.9
0.2%
35.2
6.6%
93.2
2.2%

2013 2014
17.6 171
0.8% -2.8%
6.6 6.3
-10.6% -4.8%
4.3 4.5
-6.3% 4.3%
4.8 4.7
-1.8% -2.3%
3.6 3.8
-92% 3.5%
36.9 36.3
3.7% -1.7%
2013 2014
5.1 4.5
-15.7% -13.3%
9.0 8.9
= 5 ﬁ 'yo = 1 6'3"#
5.1 5.6
3.6% 10.1%
13.4 13.3
-0.8% -1.0%
4.2 4.0
0.6% -4.1%
36.9 36.3
-3.7% -1.7%

2015
10.5
7.4%
18.7
2.4%
7.8
1.5%
8.5
0.6%
14.0
0.6%
36.4
3.6%
95.9
2.9%

2015
17.4
2.0%
6.1
-2.5%
4.8
6.9%
5.1
9.4%
3.9
5.0%
374
3.1%

2015
4.2
-6.4%
9.5
6.5%
6.1
9.3%
13.8
4.1%
3.8
-5.7%
37.4
3.1%

2016(f)
10.4
-0.1%
20.1
7.4%
7.6
-2.2%
7.7
-9.9%
14.0
0.3%
35.7
-2.0%

95.5
-0.3%

2016(f)
18.1
4.0%
5.4
-11.0%
4.7
-2.4%
8.5
6.4%
5.1
28.2%

38.7
3.6%

2016(f)
4.5
6.6%
9.4
-0.6%
6.9
11.7%
14.3
3.5%
3.7
-1.8%

38.7
3.6%
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Figure 34: Crude imports and exports per year and region, Clarksons research

Products Exports

(MBpd) 2011 2012 2013 2014 2015  2016(f)
Asia 5.5 55 5.8 5.9 6.0 6.5
44% -1.2% 6.1% 1.9% 1.1% 8.5%
Europe 51 54 55 53 58 5.8
4.1% 6.1% 1.4% -2.8% 8.4% -0.1%
Latin America 0.7 0.7 0.7 0.7 0.6 0.6
-14.0% -1.9% -2.0% -1.6% @ -128% @ -4.1%
Others 8.4 8.2 8.7 8.9 9.8 10.2
36% -1.5% 6.2% 2.3% 9.5% 4.2%
WORLD TOTAL 19.7 19.8 20.7 20.9 221 23.0

3.2% 0.5% 4.5% 0.7% 6.1% 4.0%
Products Imports

(MBpd) 2011 2012 2013 2014 2015  2016(f)
Europe 6.5 6.5 6.8 6.7 7.0 7.3
2.3% -0.1% 6.3% -2.5% 4.1% 5.1%
Total Asia 7.2 73 7.7 7.8 8.4 8.6
5.8% 2.7% 5.0% 1.1% 7.0% 3.5%
Others 6.0 6.0 6.1 6.4 6.8 71
1.7% -1.3% 3.1% 3.8% 7.1% 3.5%
WORLD TOTAL 19.7 19.8 20.7 209 221 23.0

3.2% 0.5% 4.5% 0.7% 6.1% 4.0%
Source: Oil and Tanker Trades Outlook: Clarksons Research. (f)=forecasts.

Crude demand derived from crude and DPP trade. Products demand derived from DPP,
CPP and veg oil trade.

Figure 35: Product imports & exports

In the first eight (8) months of 2016, the fleet grew 3.3% in dwt terms to
number 1,893 tankers of 359.9m dwt at the start of September. In the period from
January to August, 54 crude tankers of 11.8m dwt were delivered, already 39% above
total capacity delivered in 2015, while demolition has remained subdued with just
0.5m dwt reported scrapped. Ordering has slowed with 5.1m dwt contracted in the
year to date, compared to 38.7m dwt in full year 2015. The product tanker fleet has
continued to grow rapidly, by 4.5% in dwt terms in the first eight months of 2016,
with LR2 and MR tanker fleet capacity expanding by 10% and 7% respectively.
Limited product tanker ordering combined with continued firm deliveries has led to a

further decline in the size of the orderbook in the year to date.

About the tanker market future Clarksons believe that, a seasonal

improvement in the tanker market is expected over the winter months and earnings
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are not expected to approach the highs reach late last year. Overall, the demand
environment remains healthy, with seaborne crude and products trade projected to
expand 3.6% and 4.0% respectively in full year 2016. However, in general the crude
tanker market is likely to remain under pressure from an accelerated pace of
deliveries, with the crude tanker fleet currently expected to expand 5.3% in dwt terms
in full year 2016 and by a further 4.7% in 2017. Meanwhile, product tanker fleet
growth is expected to remain rapid, with expansion of 5.9% expected in 2016, and
4.0% in 2017, which is likely to continue to exert pressure on the market. The build
up of oil inventories in some key regions in recent years also presents a downside risk
to the tanker demand outlook. The recent agreement by OPEC to limit oil output
could have an impact on oil market dynamics and crude trade patterns, although
compliance with quotas has historically been poor and full details have yet to be
agreed.™

Where Are We In The Tanker Cycle ?

Market 2006-15 2015 2016 YTD

Ship by Type Rate Average Market % diff. from Market % diff. from T"'SF::’“' 0
Indicator Value Rate Average Rate Average .
Spot ($/day) 43,583 | 64,846 49% 43,116 -1% -50% = Worse!!
VLCC 1 year t/c ($/day) | 40,821 48,433 19% 40,450 -1% -20% Worse
5 year old ($m) 90.8 80.0 -12% 62.0 -32% -20% Worse
VLCC Average 19% -11% -30% Worse!
Spot ($/day) 35,031 46,713 33% 27,668 -21% -54% | Worse!!
Suezmax 1 year t/c ($/day) 30,529 | 35,875 18% 30,021 -2% -19% Worse
5 year old ($m) 63.3 60.0 -5% 45.0 -29% -24% Worse!
Suezmax Average 15% =17% -32%  Worse!!
Spot ($/day) 25637 @ 37,954 48% 23,756 -T% -55%  Worse!!
Aframax 1year tc ($/day) = 22,744 @ 26,712 17% 23,789 5% -13% = Worse
5 year old ($m) 47.4 46.0 -3% 33.0 -30% -27% Worse!
Aframax Average 21% -11% -32%  Worse!!
Spot ($/day) 16,813 | 21,535 28% 12,802 -24% -52%  Worse!!
C'B:;): ':::;m 1year Vc ($/day) 17,862 17,769  -1% 16,404 -8% -8% Bit Worse
5 year old ($m) 33.6 29.0 -14% 23.0 -32% =18% Worse
Clean Products Average 5% -21% -26%  Worse!
Tanker Average 13% =17% -29% Worse!

Figure 36: Tanker cycle, Clarksons research

By analyzing the above graph, it can be seen the economic situation that the
tanker market faces this year. This year is worse for all the types of vessels.

! Clarksons’ Shipping Market Outlook Autumn 2016
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Crude Tanker Market Cycles

m dwt
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Source: Clarksons Research
Figure 37: Crude Tanker cycle
As we can observe, 2005 and 2008 were really good years for the tanker

industry, reaching a time charter up to 90,000 $/ day. However, after the economic
crisis 2010 and over, rates were plummeted.

Qil Tanker Fleet Year End Forecast

(mndhwt) 23 2014 2015 2016 2017

WLEC 1902 1942 2003 2135 2239
1.6 21% 37T% 66% | 49%

Suarmeax TEZ2 7589 TF74 BDO | BSE
49% -03% 1.9% 46% 69%

Uncoated Aframax T0.1 8.0 67f9 897 5
=18% -20% -02% 66% | 27%

LA2 Product Tanker 268 HHO0 280 3441 366
1.7% 458% 0% 66% @ T4%

Panamax*® 209 298 204 305 35
Q4% -03% -1.3% 38%  32%

Handy (10-60,000 dwt) 776 812 861 9086 927
AT% 47% 60% 52% | 23%

Total Fleet =10k ched 4707 4772 4890 5193 5428
% Change 1.7 14% 28% 62% | 45%

“inciudes Dorh coated and uncoahed WeEsais

Figure 38: Oil tanker fleet per year, Clarksons research

The above graph shows the historical distribution of each type of vessel and a
forecast for the year 2017.
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Tanker Fleet by Type
goo M dwt, end year.
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Figure 39: Tanker fleet movements,
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Source: Clarksons Research

We can see that there is a decrease of scrapping for the last two years and a

small increase on new deliveries. The most important however is that there is an

important decrease in tanker ship contacting.
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2.6 Strategic Analysis using S.W.O.T.

This analysis, is a tool used by companies, so as to prepare their strategic
planning and orientation. This method analyses the internal and external environment
of a company, and detects the strengths, the weaknesses, the opportunities and the

threats, that the company faces.

DIANA CONTAINERSHIP INC. SWOT ANALYSIS

INTERNAL FACTORS

1. Experienced management. 1. Low profitability

2. Partially owned by Diana Shipping, a well- 2. Low cash flow from operations
established company, that provides the

company with liquidation 3. High loan amounts

3. Not a really old fleet of ships

1. New acquisitions of fleet, in different 1. Increasing costs

industry 2. High competitions

2. Growth rate, as containers’ trade outlook is ) ) .
3.Competitors show better financial

ositive. .
P efficiency.

CAPITAL PRODUCT PARTNERS SWOT ANALYSIS
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INTERNAL FACTORS

1. Experienced management. 1. Possibly high leverage

2. Diversified fleet. (crude oil, chemicals,
product, containerships)

3. High Profitability

4. Positive cash flows from operations

1. New acquisitions of fleet, from free cash 1. Increasing costs and oil prices

flows from operations 2. High competition

3. Competitors show also financial

efficiency.
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Chapter 3 Details about valuation methods

3.1 Valuation Framework

In order to understand the DCF, we have to see the whole matter from the

beginning.

Modern Portfolio Theory

An investor can make an optimum investment portfolio, in order to achieve
the best expected return on investment, in accordance with the taken risk*?. Sharpe
(1964), Linter (1965) and Mossin (1966) made the well-known “Capital Asset Pricing
Model” (CAPM). This pricing model is used highly throughout the years in valuations
up to today, with some adjustments and modifications. Through further research

CAPM has been criticized and modified reaching its modern form today.

Key aspects of portfolio theory, CAPM, DCF, is the risk. In order for an
investor to make an investment and to give some of its wealth, needs to be rewarded
for this risk. Business as a notion, contains the aspect of risk, by saying that having
success is optimizing the risk reward ratio. There are some categories according to

risk of an investor.

i.  Risk Seeker, is an investor, who makes investment choices, in a way that may
leave them vulnerable in the future.

Ii.  Risk averse, is an investor, who takes decisions in a more conservative stance
towards the future and tries to hedge imminent risk.

iii.  Risk neutral, is an investor, who is indifferent to risk when making an
investment decision. The risk-neutral investor places himself in the middle of
the risk spectrum, represented by risk-seeking investors at one end and risk-
averse investors at the other.

Discounted Cash Flow Method

According to Investopedia, discounted cash flow (DCF) is a valuation method

used to estimate the attractiveness of an investment opportunity. DCF analysis uses

2 Markowitz, 1952 “Portfolio Selection”
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future free cash flow projections and discounts them to arrive at a present value,
which is then used to evaluate the potential for investment. If the value arrived at
through DCF analysis is higher than the current cost of the investment, the
opportunity may be a good one.

The formula for calculating DCF is usually given something like this:

PV =CF1/(1+k) + CF2/ (1+k)2 + ... [TCF/ (k - 9)] / (1+k)n-1

Where:

PV = present value

CFi = cash flow in year i

k = discount rate

TCF = the terminal year cash flow

g = growth rate assumption in perpetuity beyond terminal year

n = the number of periods in the valuation model including the terminal year

Free cash flows can be calculated as operating profit + depreciation +
amortization of goodwill - capital expenditures - cash taxes - change in working
capital. Although the calculations are complex, the purpose of DCF analysis is simply
to estimate the money you'd receive from an investment and to adjust it for the time

value of money.

Discounted cash flow models are powerful, but they do have shortcomings.
DCF is merely a mechanical valuation tool, which makes it subject to the axiom
"garbage in, garbage out.” Small changes in inputs can result in large changes in the
value of a company. Instead of trying to project the cash flows to infinity, terminal
value techniques are often used. A simple annuity is used to estimate the terminal
value of the past 10 years, for example. This is done because it is harder to come to a

realistic estimate of the cash flows as time goes on.
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At a time when financial statements are under close scrutiny, the choice of
what metric to use for making company valuations has become increasingly
important. Wall Street analysts are emphasizing cash flow-based analysis for making
judgments about company performance. DCF analysis is a key valuation tool at
analysts' disposal. Analysts use DCF to determine a company's current value
according to its estimated future cash flows. For investors keen on gaining insights on

what drives share value, few tools can rival DCF analysis.

Accounting scandals and inappropriate calculation of revenues and capital
expenses give DCF new importance. With heightened concerns over the quality of
earnings and reliability of standard valuation metrics like P/E ratios, more investors
are turn to free cash flow, which offers a more transparent metric for gauging
performance than earnings. It is harder to fool the cash register. Developing a DCF
model demands more work than simply dividing the share price by earnings or sales.
But in return for the effort, investors get a good picture of the key drivers of share
value: expected growth in operating earnings, capital efficiency, balance sheet capital
structure, cost of equity and debt, and expected duration of growth. An added bonus is

that DCF is less likely to be manipulated by aggressive accounting practices.

DCF analysis shows that changes in long-term growth rates have the greatest
impact on share valuation. Interest rate changes also make a big difference. Investors
can also use the DCF model as a reality check. Instead of trying to come up with a
target share price, they can plug in the current share price and, working backwards,
calculate how fast the company would need to grow to justify the valuation. The
lower the implied growth rate, the better - less growth has therefore already been

"priced into™ the stock.

A well-designed DCF model should, by contrast, keep investors out of stocks
that look cheap only against expensive peers. DCF models are powerful, but they do
have shortcomings. Small changes in inputs can result in large changes in the value of
a company. Investors must constantly second-guess valuations; the inputs that

produce these valuations are always changing and are susceptible to error®,

 Investopedia
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According to Morning Star.co, a quicker and easier way to calculate the
general value of a stock compared to other investments in the market are the financial
ratios and multiples. Valuation methods based on discounted cash flow models
determine stock prices in a different and more robust way. DCF models estimate what
the entire company is worth. Comparing this estimate, or “intrinsic value,” with the
stock's current market price allows for much more of an apples-to-apples

comparison.**

The value of an asset is the present value of the expected cash flows on the
asset, discounted back at a rate that reflects the riskiness of these cash flows.
Foundation of the above approach is the present value rule, where the value of any

asset is the present value of expected future cash flows that the asset generates.

The value of the firm is given using the following DCF model:

CFl CF2 CFp,

T+ Tt =
{14r) {1+r) (1+r)
CF = Cash Flow

r =discount rate (MACC)

DCF =

Where “n” is the life of the asset. “CFt” is the cash flow in time t and r is the discount
rate, which take the value of asset’s Weighted Average Cost of Capital (WACC). The
cash flows will vary from asset to asset -- dividends for stocks, coupons (interest) and
the face value for bonds and after-tax cash flows for a real project. The discount rate
will be a function of the riskiness of the estimated cash flows, with higher rates for
riskier assets and lower rates for safer projects. We can in fact think of discounted
cash flow valuation on a continuum. At one end of the spectrum, you have the
default-free zero coupon bond, with a guaranteed cash flow in the future. Discounting
this cash flow at the riskless rate should yield the value of the bond. A little further up
the spectrum are corporate bonds where the cash flows take the form of coupons and
there is default risk. These bonds can be valued by discounting the expected cash
flows at an interest rate that reflects the default risk. Moving up the risk ladder, we get

to equities, where there are expected cash flows with substantial uncertainty around

* Morningstar.co.uk
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the expectation. The value should be the present value of the expected cash flows at a

discount rate that reflects the uncertainty™.

The advantages of this method are:

Easy concept: Cash flows are “real” and easy to think about, they are not
affected by accounting rules.

Familiarity: Cash flow valuation is a straightforward application of familiar
present value techniques.

This method works better, when the investment pattern produces positive
constant free cash flow growing at a constant rate. Moreover, it is useful when
equity investments, are terminal or the investor needs to “cash out”, as in
leverage buyout situations and private equity investment, where debt must be
paid down or investors must be paid out within a certain time frame, so the

ability to generate cash is important.

The disadvantages of this method are:

Suspect concept: Free cash flow does not measure value added in the short
run, value gained is not matched with value given up. Investment is treated as
a loss of value. Moreover, free cash flow is partially a liquidation concept,
thus firms increase free cash flow by cutting back on investments.

Forecast Horizon: Typically, long forecast horizons are required to recognize
cash inflows from investments, particularly when investments are growing.
Continuing values have a high weight in the valuation.

Not aligned with what people forecast: Analysts forecast earnings, are not free

cash flows.*®

There are two major free cash flow methods. The first method is the Free Cash Flow
for the Firm (FCFF) and the second is Free Cash Flow to Equity(FCFE).

Free Cash Flow to the Firm

> Damodaran (Investment Valuation second edition 2002)
'® penman (Financial Statement Analysis and Security Valuation 5" ed.)
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This method should be used as a base for calculating cash flows when the debt
ratio is stable. This is because FCFF is difficult to be valued when debt is large or it
changes a lot and that will make equity more sensitive to risk and will make growth
assumption trickier. Both FCFF and FCFE should give the same return to equity. This
method calculates cash flows to both equity and debt holders, so if FCFF is negative,
the firm cannot cover its expenses and if FCFF is positive, the firm has a positive cash

flow after all expenses are covered. It is calculated using the following formula®’

FCFF= EBIT(1-Tax rate)+Depreciation-Capital Expnditure-Change in working

capital

Free Cash Flow to Equity

This method can be used as a base for finding cash flows when the debt equity
ratio is unstable. It describes return to equity holders as the residual return after
meeting financial obligations and the firm’s investment needs. It is calculated using

the following formula

FCFE= Net Income-(Capital expenditure-Depreciation)-(change in noncash working

capital)+(New Debt issued- Debt repayments)

This model gives more detail on the cash flow to equity. When assessing cash
flow to all claim holders in the firm, the optional debt equity ratio may actually

increase the firm value*®

I have already presented the basic principles of the Discounted Cash Flow
Method (DCF), in order to take an idea how this model works and when it can be
used. To continue with, so as to take a deeper view of the model, the relevant

components need to be broken down.

' Damodaran (2002) “Investment Valuation second edition”
'® Damodaran (2002) “Investment Valuation second edition”

65




3.2 Discounted Cash Flow Components

e Free Cash Flows

Free cash flow (FCF) is a measure of a company's financial performance,
calculated as operating cash flow minus capital expenditures. FCF represents the cash
that a company is able to generate after spending the money required to maintain or
expand its asset base. FCF is important because it allows a company to pursue

opportunities that enhance shareholder value.

FCF is an assessment of the amount of cash a company generates after
accounting for all capital expenditures, such as buildings or property, plant and
equipment. The excess cash is used to expand production, develop new products,

make acquisitions, pay dividends and reduce debt. Specifically, FCF is calculated as:

EBIT (1-tax rate) + (depreciation) + (amortization) - (change in net working capital) -

(capital expenditure).
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Another way to calculate free cash flows is

Gross

Cost of operating
goods sold margin
(EBDIT)

Sales Revenue [ G&Admin.
Expenses

Profit
before
interest
and taxes
(EBIT)

Gross
operating Depreciation
margin &3
(EBDIT)

Profit Net profit
before
interest
(EBI)

before

interest
and taxes

(EBIT)

Investment Investment
in fixed in working
assets capital***

Free Cash
Flow

Net profit .
before interest De_premat
((==1)) ion*

* Depreciation is afterward added back because it is a non-cash item

**Shipping companies often pay little or no taxes

*** \Working capital needs (WCN) = Cash + Receivables + Stocks - Payables

Figure 40: Free cash flow calculation diagram

¢ Weighted Average Cost of Capital

The Weighted Average Cost of Capital (WACC), can be defined as the “cost
of capital for operations or the cost of capital for the firm”. The required return to
invest in operations is a weighted average of the required return of the shareholders
and the cost of net financial debt and the weights are given by relative values of the
equity and the debt in the value of the firm.*

¥ Penman (2013) “Financial Statement Analysis and Security Valuation 5" ed.”
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D E
WACC = tiypec = |5 * Rn*(l—t}]+ [F*RE]

Where: Rpis the before-tax marginal cost of debt
Rk is the marginal cost of equity or required return on equity
D is the market value of debt (bonds)
t 1is the local tax rate
E is the market value of equity (stocks)

The main components of the WACC, are cost of equity and cost of debt.

I.  Cost of Equity

The company’s equity is the sum of its retained earnings and the equity share
capital. The company’s equity belongs wholly to its shareholders, despite lenders
having claim on it in the event of bankruptcy. Firm usually need to raise money
through equity offerings. The required rate of return on the capital that is offered to
investors is the company’s cost of equity. In order to calculate the cost of equity |

used the Capital Asset Pricing Model.

ii.  Capital Asset Pricing Model (CAPM)

The widely used model can be easily described by the following formula.
Ke=Rr+[f(Rm—Rr)

With the variables being

K, the cost of equity
. thhe risk free rate (usually the US Treasury rate)
. Rmthe return of the market portfolio

* B the beta which is a measurement of the company’s systemic risk

Beta is a measure of how a stock’s return moves as the market moves: How sensitive

is the stock to the overall markets? (Penman 2013).

The beta is calculated as follows:

ﬁSZCOU(Rs,Rm)/O'mZ
COU(RS,Rm)ZZ(Rs—Rs) (Rm—Rm)nizln O'mZZZ(Rm—Rm)Znizln
e f¥s

measures the risk

68




* R the capital return of the share s
* R the capital return of the market portfolio

* Rmthe arithmetic mean of the capital return of the market portfolio

* Rsthe arithmetic mean of the capital return of the share s

* gm2 the variance of the capital return of the market portfolio

Moreover, the company’s beta can be calculated by using a regression on the
monthly returns for the company and its correlating index S&P 500. This method is

used for the calculation of both shipping companies’ betas.

ii. Cost of Debt

The cost of debt is the interest rate that the company pays for the borrowed
funds it has acquired. However, it is not that easy to know the terms of the loans that
the company holds, as they are rarely published. So the cost of debt can be found by
looking at the interest expense of the company in its annual statement and dividing it

by the grand total of its short and long term debt.

In this way, WACC is calculated as follows:

WACC=E/VxRe+D VxRdx(1-Tc)

-R is the cost of equity

-R is the cost of debt

- E is the market value of the company’s equity

- D is the market value of the company’s debt
-V=E+D
-E/V is the percentage of the company’s financing that is equity
-D/V is the percentage of the company’s financing that is debt

- T is the corporate tax rate that applies
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The company’s enterprise value (EV) is the net present value of all the future free cash
flows, discounted with the weighted average cost of capital (wacc). The formula is as

follows:

EV=FCFl/(1+wacc)1+FCF2/(1+wacc)2+---+FCFn/(1+wacc)n+terminal

value/(l+wacc)n

Terminal Value

Terminal value (TV) represents all future cash flows in an asset valuation
model. This allows models to reflect returns that will occur so far in the future that
they are nearly impossible to forecast. The Gordon growth model, the discounted cash
flow all use terminal values, that can be calculated with perpetuity growth, while an

alternative exit valuation approach employs relative valuation methods.

3.3 Dividend Discount Model

According to Damodaran (2006) «The oldest discounted cash flow models in
practice tend to be dividend discount models. While many analysts have turned away
from dividend discount models on the premise that they yield estimates of value that
are far too conservative, many of the fundamental principles that come through with
dividend discount models apply when we look at other discounted cash flow models.
Basis for Dividend Discount Models When investors buy stock in publicly traded
companies, they generally expect to get two types of cashflows - dividends during the
holding period and an expected price at the end of the holding period. Since this
expected price is itself determined by future dividends, the value of a stock is the
present value of dividends through infinity»®. The formula used in order to calculate

a company’s fair value is the following one:

% Damodaran (2006) “Valuation Approaches and Metrics: A Survey of the Theory and Evidence”
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Gordon Growth Model
D

pP=-— _

(r—g)

P=is the company’s stock price
D;= is the company’s next year dividend
r=is the company’s cost of equity

g= the expected growth rate of the company’s dividends

The rationale for the model lies on the present value rule - the value of any
asset is the present value of expected future cash flows discounted at a rate
appropriate to the riskiness of the cash flows. There are two basic inputs to the model
- expected dividends and the cost on equity. To obtain the expected dividends, we
make assumptions about expected future growth rates in earnings and payout ratios.
The required rate of return on a stock is determined by its riskiness, measured
differently in different models — the market beta in the CAPM, and the factor betas in
the arbitrage and multi-factor models. The model is flexible enough to allow for time-
varying discount rates, where the time variation is caused by expected changes in

interest rates or risk across time.?!

*! Investopedia
71




Chapter 4 Financial statement analysis

4.1 Financial Statements details

4.1.1 Reformulation of Financial Statements

Profitability that generates value, comes from a firm’s business operations.
Thus the analysis begins with a reformulation of the statements, to distinguish
operating activities from financing activities. This reformulation enforces the rule that
no one can value a firm without knowing the business, for distinguishing operating

activities identifies the business the firm is in%.

The main aim of reformulating the financial statements, is to discover the
drivers of ROCE (return on common equity) and growth in preparation for forecasting

and valuation.

Figure 41: Product & Input markets reformulation of a firm, Penman 5th ed. 2013

Product and Input Markets The Firm Capital Markets
Debt Holders
Revenua or
Customers <:> <_ Debt Issuers
Free cash flow Met cash flow to debt holders
: : and issuers
MNet Operating MNet Financial
Assets Assets

Net cash flow to shareholders

Expenses ¢
Suppliers <::>

Shareholders

Operating Activities Financing Activities

?2 penman (2013) “Financial Statement Analysis and Security Valuation 5th ed.”
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The Reformulated Balance

Sheet

Assets
Financial assets:
- Cash equivalents
- Short-term investments
- Short-term notes receivable (7)

- Long-term non-marketable
debt investments

- Long-term marketable
debt securities

Operating assets:

all else

Liabilities and Stockholders’ Equity

Financial liabilities:
- Short-term borrowings
- Current maturities of long-term debt
- Short-term notes payable (?)

- Long-term borrowing (bank loans,
bonds, payable, notes payable)

- Lease obligations

- Preferred stock

Operating liabilities:
all else

Common equity
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The Reformulated Income
Statement (1)

1. Operatingitems are separated from financing items.
2. Operating income from sales is separated from other operating income.
3. Taxis allocated to components of the statement, with no allocation to items
reported on an after-tax basis
Reformulated Comprehensive Income Statement
Net sales

— Expenses to generate sales
Operating income from sales (before tax)
— Tax on operating income from sales
—+ Tax as reported
+ Tax benefit from net financial expenses
— Tax allocated to other operating income
Operating income from sales (after tax)
=Other operating income (expense) requiring tax allocation

Restructuring charges and asset impairments
Merger expenses
Gains and losses on asset sales
Gains and losses on security transactions
— Tax on other operating income
= Affer-tax operating items
Equity share in subsidiary income
Operating items in extraordinary income
Dirty-surplus operating items in Table 8.1
Hidden-dirty surplus operating items
Operating income (after tax)

Figure 42: Slideshare, The analysis of the Balance Sheet

The above graphs, depict an overview of the reformulation of a company’s

basic financial statements.
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4.2. Risks

In order to make assessments and valuations about a company’s value, we
need to make forecasts about the future. For that reason, we need to make a risk
assessment about the company’s risks. Some examples of the risks, that both Diana

Shipping Inc and Capital Product Partners face are the following:
> Default Risk

Default risk or credit risk, is the risk of not receiving timely interest and return
of principal as specified in the debt agreement. So we have to review the company’s

capability of paying interest and principal amounts.*
This can be done by calculating and assessing some key ratios, such as:

i. Interest Coverage Ratio

The interest coverage ratio is a debt ratio used to determine how easily a
company can pay interest on outstanding debt. The interest coverage ratio may be
calculated by dividing a company's earnings before interest and taxes (EBIT) during a
given period by the amount a company must pay in interest on its debts during the

same period.?*

EBIT

Interest Coverage Ratio =
Interest Expense

The rating agencies so as to calculate the credit premium and thus the cost of

capital, use synthetic rating. This represents the default risk of the firm.

For large non-financial service companies with market cap > $ 5 billion

If interest coverage ratio is Columnl |Column2 Column3
> <to Rating is Spread is
8.50 100000 Aaa/AAA 0.60%
6.5 8.499999 Aa2/AA 0.80%
5.5 6.499999 Al/A+ 1.00%
4.25 5.499999 A2/A 1.10%
3 4.249999 A3/A- 1.25%

% Penman (2013) “Financial Statement Analysis and Security Valuation 5th ed.”
** Investopedia
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For smaller non-financial service companies with market cap <$ 5

billion

2.5 2.999999 Baa2/BBB 1.60%
2.25 2.49999 Bal/BB+ 2.50%

2 2.2499999 Ba2/BB 3.00%
1.75 1.999999 B1/B+ 3.75%
1.5 1.749999 B2/B 4.50%
1.25 1.499999 B3/B- 5.50%
0.8 1.249999 Caa/CcCC 6.50%
0.65 0.799999 Ca2/CC 8.00%
0.2 0.649999 C2/c 10.50%
-100000 0.199999 D2/D 14.00%

If interest coverage ratio is Columnl |Column2 Column3

> <to Rating is Spread is

12.5 100000 Aaa/AAA 0.60%

9.5 12.499999 Aa2/AA 0.80%

7.5 9.499999 Al/A+ 1.00%

6 7.499999 A2/A 1.10%

4.5 5.999999 A3/A- 1.25%

4 4.499999 Baa2/BBB 1.60%

3.5 3.9999999 Bal/BB+ 2.50%

3 3.499999 Ba2/BB 3.00%

2.5 2.999999 B1/B+ 3.75%

2 2.499999 B2/B 4.50%

1.5 1.999999 B3/B- 5.50%

1.25 1.499999 Caa/CCC 6.50%

0.8 1.249999 Ca2/CC 8.00%
0.5 0.799999 c2/C 10.50%
-100000 0.499999 D2/D 14.00%

Figure 43: Interest coverage ratio and credit risk, Damodaran 2002

This is a table that relates the interest coverage ratio of a firm to a "synthetic"

rating and a default spread that goes with that rating. The link between interest

coverage ratios and ratings was developed by looking at all rated companies in the
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United States. The default spreads are obtained from traded bonds. Adding that

number to a riskfree rate should yield the pre-tax cost of borrowing for a firm.?

Another key ratio used by the majority of analysts is the following ratio, which
takes into account capital expenditures. The Operating Cash flow to Capital
Expenditures. is a ratio that measures a company's ability to acquire long-term assets
using free cash flow. The cash flow to capital expenditures ratio will often fluctuate as
businesses go through cycles of large and small capital expenditures. A higher
CF/CapEX ratio is indicative of a company with sufficient capital to fund

operations.®

Cash Flow from Operations
Capital Expenditures

Cash Flow to Capital Expenditures =

il. Debt Ratios

A company’s debt ratio is the ratio of total debt to total assets. Total debt
includes both short-term and long-term debt. There are several debt ratios, which give
users a general idea of the company's overall debt load as well as its mix of equity and
debt. The debt to capital ratio is a ratio used to measure a company's financial
leverage, calculated by dividing a company’s total liabilities by its stockholders'
equity. The D/E ratio indicates how much debt a company is using to finance its

assets relative to the amount of value represented in shareholders’ equity.

Debt To Equity Ratio

Debt To Total Debts
Equity Ratio Total Equity

Other debt ratios include the market value of debt and equity, showing how
the company can borrow more than the book values of debt and equity would

indicate.

» http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ratings.htm
*® Investopedia
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iii. Equity Ratios

This ratio gives information about the company’s equity instead of the debt.
An important ratio is the shareholder’s equity ratio, which determines how much
shareholders would receive in the event of a company-wide liquidation. The ratio,
expressed as a percentage, is calculated by dividing total shareholders' equity by total
assets of the firm, and it represents the amount of assets on which shareholders have a

residual claim. The figures used to calculate the ratio are taken from the company
balance sheet.

Total Shareholder Equity
Total Assets

Shareholder Equity Ratio =

Another important key ratio is the Return on Capital Employed, it. is a
financial ratio that measures a company's profitability and the efficiency with which

its capital is employed (ROCE) and is calculated as follows:

EBIT
Capital Employed

ROCE =

Capital Employed as shown in the denominator, is the sum of shareholders’ equity and

debt liabilities; it can be simplified as (Total Assets — Current Liabilities).

Last but not least, Return on Net Operating Assets (RNOA) recognizes that
profitability must be based on the net assets invested in operations. So firms can
increase their operating profitability by convincing suppliers, in the course of
business, to grant or extend credit terms; credit reduces the investment that
shareholders would otherwise have to put in the business. Correspondingly, the net
borrowing rate, by excluding non-interest bearing liabilities from the denominator,

gives the appropriate borrowing rate for the financing activities.?’

% penman (2003) “Financial Statement Analysis of Leverage and How It Informs About Profitability
and Price-to-Book Ratios™
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RNOA = Net Operating Profit After Taxes / Average Net Operating Assets

The rating agencies so as to calculate the credit premium and thus the cost of capital,

use synthetic rating. This represents the default risk of the firm.

» Liquidity Risk

Selling at a price less than fundamental value can harm returns. But an
investor can get a poor price by simply not finding other investors to sell to. Desiring
to sell, the investor may find he/she has to take a low price to attract a buyer. The risk
of having to trade at a price that is different from intrinsic value because of scarcity of
traders is called liquidity risk. Sellers face liquidity risk, but so do buyers who do their
fundamental analysis but cannot find sellers. Short sellers run considerable risk if the
cannot find buyers when they wish to buy stocks to cover positions. And the more
leveraged the trading position is, the worse is the effect of liquidity risk. (Penman 5"
ed. 2013)

In a much simpler way, liquidity risk occurs when an individual investor,
business or financial institution cannot meet short-term debt obligations. The investor
or entity may be unable to convert an asset into cash without giving up capital and/or

income due to a lack of buyers or an inefficient market.
Key ratios for liquidity risk are the following ones:
I. Current Ratio

The current ratio is a liquidity ratio that measures a company's ability to pay
short-term and long-term obligations. To gauge this ability, the current ratio considers
the current total assets of a company (both liquid and illiquid) relative to that
company’s current total liabilities.

Currentassets

Currentratio=
Currentliabilities

79




If this number is below one (1), the company has more short term liabilities
(credit period less than a year) than current assets (these that can be converted quickly
into cash). A company that has a ratio 1,5 and above, has less probabilities of not

meeting its short term obligations.?

ii. Acid Ratio

The acid-test ratio is a strong indicator of whether a firm has sufficient short-
term assets to cover its immediate liabilities. Commonly known as the quick ratio, this
metric is more robust than the current ratio, also known as the working capital ratio,

since it ignores illiquid assets such as inventory. The Acid Ratio is equal to:

{Cash + Accounts Receivable + Short-term
= Investments)

Current Liabilities

Companies with an acid-test ratio of less than 1 do not have the liquid assets to
pay their current liabilities and should be treated with caution. If the acid-test ratio is
much lower than the current ratio, it means that current assets are highly dependent on

inventory.

Except for the ratios used so as to make estimations about the default risk and
liquidity risk, faced by the companies, ratios can also be used for profitability
analysis. Profitability ratios, provide an opinion about the company’s profitability in
percentages. In addition, profitability ratios are a class of financial metrics that are
used to assess a business's ability to generate earnings compared to its expenses and
other relevant costs incurred during a specific period of time. For most of these ratios,
having a higher value relative to a competitor's ratio or relative to the same ratio from

a previous period indicates that the company is doing well.

Some popular ratios used for profitability analysis are the Return on Assets

and Return on Capital. Investors also use the Return on Equity ratio.

i. Return on Assets

28 .
Investopedia
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Return on Assets (ROA) is an indicator of how profitable a company is
relative to its total assets. ROA gives an idea as to how efficient management is at
using its assets to generate earnings. Calculated by dividing a company's annual
earnings by its total assets, ROA is displayed as a percentage. Sometimes this is

referred to as "Return on Investment".

MNet Income

Total Assets

il. Return on Equity

Return on Equity (ROE) is the amount of net income returned as a percentage
of shareholders’ equity. Return on equity measures a corporation's profitability by
revealing how much profit a company generates with the money shareholders have

invested.?®

Return on Equity (ROE)

Net Income

Average Common Shareholders’ Equity

4.3. Financial Statements

For both companies their financial statements are publicly available. For
Diana Containership Inc. as its Initial Public Offer in New York Exchange took place
in 2011, its financial statements are available for the period from 2010 to 2016. As far
as Capital Product Partners is concerned, its listing is done back in 2007 and
consequently, its financial statements are available for the period 2007 to 2016.
However, taking into consideration the financial crisis of 2008, the high volatility that
the shipping industry faces and all the changes both companies have been went
through regarding their fleet composition and market itself, I think that using for both

companies their financial statements for the period from 2010 to 2016 is acceptable.

% Investopedia
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In order my analysis to be complete, comparable firms have been selected

according to their similar size, risk level and exposure to the same markets.

Share of total containership fleet by
owners' country of origin
(as at July 2015)
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Figure 44: Top 25 greek containership companies, Alphaliner

For Diana Containerships Inc., | have chosen Costamare Inc, Danaos
Corporation, Global Ship Lease and Seaspan Corporation. Although these
companies are of greater containership capacity, the others of similar size as Diana are

not publicly listed.

For Capital Product Partners, | have chosen, Tsakos Energy Navigation,

DHT Holdings Inc., Scorpio Tankers Inc. and Overseas Shipholding Group Inc.

All this companies are not identical, they have different strategy and fleet
composition, though they are all listed companies and they have exposure to relatively
similar business. Moreover, the number of comparable firms in my opinion, give a

credible industry average.

4.3.1 Historical Financial Statements

For Diana Containerships Inc. the following table gives some insight of the

financial statements of the company.
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DIANA CONTAINERSHIPS INC.

Consolidated Statements of
Operations

(Expressed in thousands of U.S.

2010

2011

2012

2013

2014

2015

2016

Dollars — except for share data)

Operating income 5.735 26.992 56.631 54.015 54.068 62.180 33.194
Operating Expenses (6.879)  (15.957)  (35.392)  (36.939)  (33.197)  (44.660)  (40.623)
EBITDA (1.144) 11.035 21.239 17.076 20.871 17.520 (7.429)
Depreciation (1.454) (5.937) (12.476) (11.070) (10.309) (13.140) (12.740)
EBIT (2.598) 5.098 8.763 6.006 10.562 4.380 (20.169)
Net Financial Items (447) (1.450) (2.988) (4.482) (6.612) (7.059) (6.974)
Extraordinary expenses 1.044 (18) 194 (58.870) (712) (14.852) (121.871)
Pre-tax profit (2.001) 3.630 5.969  (57.346) 3.238  (17.531) (149.014)
Tax 0 0 0 0 0 0 0
Net Income (2.001) 3.630 5969  (57.346) 3.238  (17.531) (149.014)
Other comprehensive income / (loss)

(Actuarial gain/(loss)) - - - - (68) 73 (25)
Comprehensive income / (loss) (2.001) 3.630 5.969 (57.346) 3.170 (17.458)  (149.039)

Diana Containership Inc, for the period from 2010 to 2012 show a substantial
increase in its operating income, however the rate of growth decreases in the next four
years. The average growth is 74,05% in its operating income. On the other hand, there
was also an average increase in the operating expenses of 45,58%. This fact,
aggregated with the increase in financial expenses and the extraordinary expenses, can
explain the poor net performance of the company. The company although has a
positive stable EBITDA for the period from years 2011 to 2015, the comprehensive

income for most years is negative.

The operating income includes time charter revenues and prepaid charter
revenue amortization. The two main amounts of the operating expenses include vessel
operating expenses and general and administrative expenses. Last but not least, the

extraordinary expenses, include impairment losses and losses on vessel’s sales.
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For Capital Product Partners we have the following table:

CAPITAL PRODUCT

PARTNERS

Consolidated Statements of

Operations

(Expressed in thousands of U.S.

Dollars — except for share data) 2010 2011 2012 2013 2014 2015 2016
Operating income 124.592 130.316 153.950 171.494 192.777 220.344 241.620
Operating Expenses (41.810) (57.804) (60.587) (70.890) (74.590) (83.831) (94.036)
EBITDA 82.782 72.512 93.363 100.604 118.187 136.513 147.584
Depreciation (31.464) (37.214) (48.235) (52.208) (57.476) (62.707) (71.897)
EBIT 51.318 35.298 45.128 48.396 60.711 73.806 75.687
Net Financial ltems (32.399) (32.941) (25.883) (15.458) (16.699) (18.396) (23.198)
Extraordinary expenses - 84.763 (40.434) 66.543 - - -
Pre-tax profit 18.919 87.120 (21.189) 99.481 44012 55.410 52.489
Tax 0 0 0 0 0 0 0
Net Income 18.919 87.120 (21.189) 99.481 44.012 55.410 52.489
Other comprehensive income /

(loss) (Actuarial gain/(loss)) 4.426 17.518 10.762 462 - - -
Comprehensive income / (loss) 23.345 104.638 (10.427) 99.943 44.012 55.410 52.489

The company has an average increase in operating income of 11,75%. Also a
steady positive EBITDA is depicted with an average increase of 10,87%. In
contradiction with Diana Containerships Inc, Capital Product Partners, shows positive

results.
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The most important aspect of companies, is their capability of producing

positive cash flows. The following tables show the cash flows from each activity.

DIANA CONTAINERSHIPS INC.
Consolidated Statement of Cash Flows

(Expressed in thousands of U.S. Dollars
— except for share data)

Net Cash From Operating Activities
Net Cash From Investing Activities

Net Cash From Financing Activities

Net increase / (decrease) in cash and
cash equivalents

Cash and Cash Equivalents at 01.01

Cash and cash Equivalents at 31.12

2010 2011 2012 2013 2014 2015 2016
(186) 12504  31.346 31740 25487  17.445 (11.963)
(93.531) (79.321) (149.960) (81.663) (51.636) (111.751) 10574
104.815  97.073  108.786  38.082  88.467  41.691 (19.683)
11.098  30.256  (9.828) (11.841) 62318  (52.615) (21.072)

- 11098 41354 31526  19.685  82.003  29.388

11.098 41354 31526  19.685 82003  29.388  8.316

As it can be derived from the above table, the company for the period from

2011 to 2015, produces positive operating cash flows. However, for the last two years

the company has been struggling to overcome the negative financial results and this is

reflected to its cash flows statements. The investing activities have been negative for

all years, except for 2016, which shows that investments and costs related to

newbuilding vessels are made. A negative aspect arising from the net cash from

financing activities, is that the company has been receiving more debt throughout the

years.
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CAPITAL PRODUCT PARTNERS
Consolidated Statement of Cash Flows

(Expressed in thousands of U.S. Dollars
— except for share data)

Net Cash From Operating Activities
Net Cash From Investing Activities
Net Cash From Financing Activities
Net increase / (decrease) in cash and
cash equivalents

Cash and Cash Equivalents at 01.01

Cash and cash Equivalents at 31.12

2010 2011 2012 2013 2014 2015 2016
50.051 56.539 84.798 129576 125277  134.209 155.086
(79.202)  (16.656) 15935  (335.346)  (30.327) (209.937)  (91.782)
58.070  (18.984)  (110.552) 226.191 5.277 1719  (46.816)
28.919 20899  (9.819) 20421  100.227  (74.009) 16.488
3.552 32471 53.370 43551 63.972  164.199 90.190
32471 53.370 43,551 63.972  164.199 90.190 106.678

On the other hand, Capital Product Partners, has been producing positive

operating cash flows, for all years, showing an average 22,52% increase. The negative

net cash from investing activities, indicate was due to several new build vessels.

4.3.2 Reformulation of Financial Statements

By reformulating the historical financial statements, we prepare these

statements for further analysis. There will be a reformulation of the balance sheet and

the Income Statement. This reformulation can be illustrated with the following

graphs.

Balance Sheet

Assets
Operating assets

Financial assets

Total assets

OA

FA

OA+FA

Liabilities and Equity

Operating liabilities oL
Financial obligations FO
Common stockholders’ equity CSE
Total claims OL+FO+ CSE
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Reformulated Balance Sheet

Operating Assets Financial Obligations and Owners’ Equity
Operating assets OA Financial obligations FO
Operating liabilities (oL) Financial assets (FA)
Net financial obligations NFO
Common stockholders’ equity CSE
Net operating assets NOA Total claims NFO+ CSE

Figure 45: Reformulated balance sheet, (Internet)

By separating operating and financing activities, the analyst manages to have a
more transparent view of the financial position of the company. Here are the

reformulated financial statements of both shipping companies:
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Diana Containerships Inc. reformulated financial statements
DIANA CONTAINERSHIPS INC.
Consolidated Balance Sheets
(Expressed in thousands of U.S. Dollars
except for share data)

2010 2011 2012 2013 2014 2015 2016
Operating assets
Advances for vessel acquisitions and
other vessel costs - 6.634 - - - - -
Vessels’ net book value 92.077 | 158.827 | 260.945 | 265372 | 306.094 | 384.549 [ 240.352
Property plant & equipment - - - 321 1.089 987 946
Accounts receivable trade 37 163 215 534 691 753 471
Due fromrelated party 398 - - - - -
Inventories 624 1.832 3.206 1.964 2.307 3.704 2.581
Restricted cash current - - - - 600 - 9.000
Prepaid expenses and other assets 219 210 1.965 797 845 1.069 2.507
Deferred financing costs 109 991 - - - 2.475 2.358
Prepaid charter revenue - - 29.918 18.166 6.364 3.798 -
Total operating assets 93.464 | 168.657 | 296.249 | 287.154 | 317.990 | 397.335 | 258.215
Operating liabilities
Accrued liabilities 585 776 1517 898 1.052 1.341 105
Accounts payable trade and other 436 1.917 2.672 1.739 1.807 2.707 1471
Deferred revenue current 45 103 1.264 972 491 647 108
Due to related parties - 318 657 170 136 105 1.050
Deferred revenue non-current 182 364 271 50 - - -
Other liabilities non current - - - 80 169 121 171
Total operating liabilities 1.248 3.478 6.381 3.909 3.655 4.921 2.905
Net operating assets 92.216 | 165.179 | 289.868 | 283.245 | 314.335 | 392414 | 255.310
Financial assets
Cash and cash equivalents 11.098 41.354 31.526 19.685 82.003 29.388 8.316
Restricted cash 787 - 9.270 9.870 9.270 9.000 -
Total financial assets 11.885 | 41.354 | 40.796 | 29,555 | 91.273 | 38.388 8.316
Financial obligations
Current portion of long-term debt 1.362 - - - 5.804 14.897 | 127.129
Related party financing current - - - - - 5.000 -
Long-term debt net of current portion 18.128 - 91.906 98.102 92494 | 127.781 -
Related party financing non-current - - - 50.233 50.867 43.950 45.617
Total financial obligations 19.490 - 91.906 | 148.335 | 149.165 | 191.628 | 172.746
Net financial obligations 7.605 | (41.354)| 51.110 | 118.780 | 57.892 | 153.240 | 164.430
Common stockholders' equity 84.611 | 206.533 | 238.758 | 164.465 | 256.443 | 239.174 | 90.880
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DIANA CONTAINERSHIPS INC.

Consolidated Statements of Operations
(Expressed in thousands of USS. Dollars

— except for share data)
2010 2011 2012 2013 2014 2015 2016
Operating revenues
Time charter revenues 5.735 26.992 68.835 74.337 65.678 70.746 36992
Prepaid charter revenue amortization - - (12.204) (20.322)|  (11.610) (8.566) (3.798)
5.735 26.992 56.631 54.015 54.068 62.180 33.194
Operating expenses
\oyage expenses 267 731 1.404 705 332 2,619 3.169
Vessel operating expenses 2.885 11134 28.969 30.870 26.559 35.847 30.213
Depreciation and amortization of
deferred charges 1454 5.937 12.476 11.070 10.309 13.140 12.740
General and administrative expenses 3524 3442 3468 5.059 6.306 6.194 7.241
Management fees 203 650 1551 305 - - -
8.333 21.894 47.868 48.009 43506 57.800 53.363
Operating income from sales (after tax) (2.598) 5.098 8.763 6.006 10.562 4.380 (20.169)
Other operating income
Impairment losses (42.323) - (6.607) (118.861)
Loss on vessels’ sale - - - (16.481) (695) (8.300) (2.899)
Foreign currency losses / (gains) 1.044 (18) 194 (66) (17) 55 (111)
Other operating income (after tax) 1.044 (18) 194 (58.870) (712)]  (14.852) (121.871)
Financial income
Interest and finance costs (511) (1.604) (3.066) (4.554) (6.746) (7.166) (7.094)
Interest income 64 154 78 72 134 107 120
Financial income (after tax) (447 (1.450) (2.988) (4.482) (6.612) (7.059) (6.974)
Other comprehensive income / (loss)
(Actuarial gain/(loss)) - - - - (68) 73 (25)
Comprehensive income to common (2.001) 3.630 5.969 (57.346) 3170 | (17.458)  (149.039
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Capital Product Partners reformulated financial statements

CAPITAL PRODUCT PARTNERS
Reformulated Consolidated Balance
Sheets

(Expressed in thousands of U.S. Dollars

except for share data)

2010 7| 2011 %] 2012 /Y| 2013 7| 2014 /7| 2015 %| 2016 %
Operating Assets:
Due fromrelated party 2 0 0 667 55 0 0
Inventories 83 4010 2.333 2.740 3434 4407 4.761
Vessels” net book value 707.339|  1.073.986 059.550f 1.176.819] 1.186.711| 1.333.657| 1.367.731
Property plant & equipment 0 0 0 0 0 0 0
Above market acquired charters 8.062 51.124 47.720 131.382 115.382 100,518 90.243
Deferred charges, net 2.462 2.138 2.021 5451 645 3.482 4,154
Trade accounts receivable, net 2.305 3415 3.194 4.365 2.588 2.680 2497
Prepayments and other assets 278 1.496 1.259 1.376 1.839 3941 4541
Total Operating assets 720531 1.136.169| 1.016.077 1.322.800| 1.310.654| 1.448.685 1.473.927
Operating Liabilities
Trade accounts payable 526 8.460 4.776 7.519 5.351 8431 8.686)
Accrued liabilities 898 2.286 2.781 5.387 5.636 7.872 7.861]
Due to related parties 4544 10.572 17.447 13.686 17.497 22.154 16.095|
Derivative instruments 32505 12.677 467 0 0 0 0
Deferred revenue 6.019 11.388 10.302 6.936 14.135 11.788 36.019
Other liabilities non current 0 0 0 0 0 0 0
Commitments and contingencies 0 0 0 0 0 0 0
Total Operating Liabilities 44.492 45.383 35.773 33528 42.619 50.245 68.661
Net Operating Assets 676.039| 1.090.786| 980.304| 1.289.272| 1.268.035| 1.398.440| 1.405.266
Financial Assets:
Cash and cash equivalents 32471 53.370 43.551 63.972 164.199 90.190 106.678;
Restricted cash 5.250 6.750 10.500 15.000 15.000 17.000 18.000]
Total Financial Assets 37.721 60.120 54.051 78.972 179.199 107.190 124678
Financial Obligations:
Current portion of long-term debt 0 18.325 0 5.400 4579 11.922 39.568
Related party financing current 0 0 0 0 0 0 0
Long-term debt 474.000 615.255 458.365 577.915 570.09%4 555.888 562.619
Related party financing non-current 0 0 2.162 3.503 0 0 0
Total Financial obligations 474.000] 633580 460.527| 586.818| 574.673] 567.810| 602.187
Net Financial Obligations 436.279 573.460 406.476 507.846 395.474 460.620 477.509
Common stockholders equity 239.760 517.326 573.828 781.426 872.561 937.820 927.757

90




CAPITAL PRODUCT PARTNERS
Consolidated Statements of Operations
(Expressed in thousands of U.S. Dollars

— except for share data)
2010 2011 2012 2013 2014 2015 2016
Operating revenues
Revenues 113.562 98.517 84.012 116.520 119.907 156.613 205.594
Revenues - related party 11.030 31.799 69.938 54.974 72.870 63.731 36.026
124.592| 130.316| 153.950| 171.494| 192.777| 220.344| 241.620
Operating expenses
\Voyage expenses 7.009 11.565 5.114 5.776 5.907 6.479 9.920
\Voyage expenses - related party 0 165 554 314 338 411 360
Vessel operating expenses — related
party 30.261 30.516 23.634 17.039 13.315 11.708 10.866
Vessel operating expenses 1.034 4.949 22.126 38.284 48.714 58.625 66.637
Ceneral and administrative expenses 3.506 10.609 9.159 9477 6.316 6.608 6.253
Depreciation and amortization 31.464 37.214 48.235 52.208 57.476 62.707 71.897,
73.274 95.018| 108.822| 123.098| 132.066| 146.538| 165.933
Operating income from sales (after tax) 51.318 35.298 45.128 48.396 60.711 73.806 75.687

Other operating income
Loss / (gain) on sale of vessels to third

parties 0 0 1.296 (7.073) 0 0 0
Vessels’ impairment charge 0 0 (43.178) 0 0 0 0
Gain on sale of claim 0 0 0 31.356 0 0 0
Gain from bargain purchase 0 82.453 0 42.256 0 0 0
Foreign currency gain/(loss), net 0 0 0 0 0 0 0
Other Operating income (after tax) 0 82.453| (41.882) 66.539 0 0 0
Financial income

Interest expense and finance costs (33.259) (33.820) (26.658) (15.991) (19.225) (20.143) (24.302)
Interest and other income 860 879 775 533 2.526 1.747 1.104
Gain/(Loss) on interest rate swap

agreement 0 2.310 1.448 4 0 0 0
Financial Income after tax (32.399)[ (30.631)| (24.435)] (15.454)( (16.699) (18.396)| (23.198)
Other comprehensive income / (loss)

(Actuarial gain/(loss)) 4.426 17.518 10.762 462 0 0 0
Comprehensive income to common 23.345 104.638 (10.427) 99.943 44,012 55.410 52.489

4.4. Risk Assessment of both shipping companies

In order to assess certain types of risks, the financial statements of all the
companies and their chosen competitors are taken, so as to calculate and compare key

ratios.
» Default Risk

i. Interest Coverage Ratio

The interest coverage ratio is a debt ratio used to determine how easily a
company can pay interest on outstanding debt, so generally a high ratio is favorable,
but it depends on the industry and the general economy.
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The interest coverage ratio for Diana Containerships Inc. and the average ratio of the

chosen comparables, is as follows

INTEREST COVER RATIO

INDUSTRY DIANA

Figure 46: Diana Interest cover ratio

For the period from 2013 to 2015 the industry average is between 2 and 3 and
for the year 2016, is negative, because of the negative results in the containership
industry. Diana’s ratio for all years is negative except for 2014, showing the
cumulative negative results that the company faces and for year 2016 showed a really
negative ratio of -20, resulted by impairment losses of 118,9 million dollars from

vessel valuation.

The interest coverage ratio for Capital Product Partners and the average ratio
of the chosen comparable, is as follows
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INTEREST COVER RATIO

INDUSTRY CAPITAL

Figure 47: Capital Interest cover ratio

This chart shows Capital Product Partners, to have a ratio between 2,58 and
3,60 and to be above the average numbers of the industry. Moreover, for the year
2016 the company presents a lot lower decline than the industry, showing a stable

financial position.

Another key ratio used by the majority of analysts, is the following ratio which
takes into account capital expenditures. The Operating Cash flow to Capital
Expenditures. is a ratio that measures a company's ability to acquire long-term assets
using free cash flow. The cash flow to capital expenditures ratio will often fluctuate as
businesses go through cycles of large and small capital expenditures. A higher

CF/CapEX ratio is indicative of a company with sufficient capital to fund operations.
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CF/CAPEX

INDUSTRY - DIANA

Figure 48: Diana CF/CAPEX

Also from this graph we observe that, the industry’s average ratio is positive
revealing the other companies’ ability to acquire assets using their free cash flows
from their operating activities. However, Diana due to the negative results, shows
results way down from the average ratios for all the years and for that reason, in order
to acquire new property, maybe new loans or acquired money from its Shareholders,

are needed.

CF/CAPEX

INDUSTRY CAPITAL

Figure 49: Capital CF/CAPEX
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This chart shows that Capital except for 2014, has a ratio near the industry’s
average. The company thanks to its positive cash flows from operating activities can
obtain assets, without a lot leverage or outside capitals, maintaining its financial

structure and not jeopardizing its revival.

ii. Debt Ratios

A company’s debt ratio is the ratio of total debt to total assets. Total debt
includes both short-term and long-term debt. There are several debt ratios, which give
users a general idea of the company's overall debt load as well as its mix of equity and
debt. The debt to capital ratio is used to measure a company's financial leverage,
calculated by dividing a company’s total liabilities by its stockholders' equity. The
D/E ratio indicates how much debt a company is using to finance its assets relative to

the amount of value represented in shareholders’ equity.

DEBT TO EQUITY RATIO

2014 2015

INDUSTRY DIANA

Figure 50: Diana D/E

The average debt ratio for the industry, is between 2,1 and 2,8, but for Diana
the ratio is lower. For years 2013-2015 the ratio is below 1 and for the year 2016 is
1,90. The company despite its low performance, is not high leveraged. Shipping
industry is of extensive capital investments and a high ratio in many companies is of

high probability.
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DEBT TO EQUITY RATIO

2014 2015

INDUSTRY CAPITAL

Figure 51: Capital D/E

This ratio for the industry, is between 0,5 and 1,43, but for Capital the ratio
except for 2013, is lower. For years 2013-2015 the ratio is below 1, showing a stable

low leveraged firm, with financing its business with not a lot of leveraged capitals.

iii. Equity Ratios

These ratios give information about the company’s equity instead of the debt.
An important ratio is the shareholder’s equity ratio, which determines how much
shareholders would receive in the event of a company-wide liquidation. The ratio,

expressed as a percentage,
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SHAREHOLDERS EQUITY RATIO

INDUSTRY DIANA

Figure 52: Diana shareholders’ equity ratio

As it can be observed, Diana have a higher ratio or percentage from the
industry for all the years. This can be explained, by the above lower debt ratio.
Diana’s shareholders have a higher claim on the company’s assets, compared to the
other companies.

SHAREHOLDERS EQUITY RATIO

INDUSTRY CAPITAL

Figure 53: Capital shareholders’ equity ratio
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Also in this chart we can see that due to the lower leverage proportion that the
company has, its shareholders have more claim on the assets, than those of the

average industry.

Another important key ratio is the Return on Capital Employed. is a financial
ratio that measures a company's profitability and the efficiency. The following graph
is calculated taking into consideration the average capital employed.

RETURN ON CAPITAL EMPLOYED

INDUSTRY DIANA

Figure 54: Diana ROCE

The average ratio for the industry is above Diana’s. For the years 2014 and
2015 the industry’s average ratio, is 6% and Diana’s is 2% and negative for the year
2015. So for those years Diana underperformed compared to the other companies of

the industry, who have also shown a decrease on their financial performances.
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RETURN ON CAPITAL EMPLOYED

INDUSTRY CAPITAL

Figure 55: Capital ROCE

This chart depicts Capital Product Partners, to have a stable ROCE of 4,3% to

5%, showing its solid positive financial performance, throughout the years.

Last but not least, Return on Net Operating Assets (RNOA) recognizes that
profitability must be based on the net assets invested in operations. So firms can
increase their operating profitability by convincing suppliers, in the course of
business, to grant or extend credit terms; credit reduces the investment that
shareholders would otherwise have to put in the business. Correspondingly, the net
borrowing rate, by excluding non-interest bearing liabilities from the denominator,
gives the appropriate borrowing rate for the financing activities. The following chart

is calculated using the average Net Operating Assets.
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RETURN ON NET OPERATING ASSETS

INDUSTRY DIANA

Figure 56: Diana RNOA

This chart depicts Diana having a RNOA of 0,033 for the year 2014 and for
the other years to be negative. The industry for the years 2014 and 2015 has RNOA
close to 0,06 and for the year 2016, also shows a negative ratio. By taking into
consideration all the ratios Diana Containerships Inc. underperformed the industry’s

financial performance.

RETURN ON NET OPERATING ASSETS

INDUSTRY CAPITAL

Figure 57: Capital RNOA
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This chart depicts Capital having a RNOA of 0,0460 for year 2014 and for the
other years 0,05. The industry for the year 2014 has RNOA 0,0314 and for the year
2015 has RNOA close to 0,08. In 2016 and by taking into consideration all the ratios
Capital Product Partners. over performed the industry’s financial performance.

» Liquidity Risk

The following charts will depict the key liquidity ratios for both companies.
I. Current Ratio

The current ratio is a liquidity ratio that measures a company's ability to pay

short-term and long-term obligations.

CURRENT RATIO

INDUSTRY DIANA

Figure 58: Diana current ratio

This chart shows that Diana has a better ratio than the industry. In particularly,
for the period from 2013 to 2015 has maintained a ratio higher than 1, showing the
company’s ability to cover its short term liabilities. In 2016, this ratio is diminished,
because as it is mentioned and to the Auditor’s Report, the company has not complied
with certain covenants included in its bank loan agreement and for that reason its loan
liabilities are reclassified to current liabilities. Lastly, from the above table we may
observe that the industry shows low current ratio, below 1.
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CURRENT RATIO

INDUSTRY CAPITAL

Figure 59: Capital current ratio

Capital Product Partners, also shows a greater current ratio, than the industry’s
average. For all the years, the ratio is above 1. In contradiction with, the
Containership Industry, this industry (for this limited sample of comparables), show a

greater current ratio.

il. Return on Assets

Return on assets (ROA) is an indicator of how profitable a company is relative
to its total assets. ROA gives an idea as to how efficient management is at using its

assets to generate earnings

102




RETURN ON ASSETS

INDUSTRY DIANA

Figure 60: Diana ROA

Also this chart shows the company’s struggle to overcome the negative
financial results. Diana underperformed the industry, showing that the company’s

assets could be used more efficiently.

RETURN ON ASSETS

INDUSTRY CAPITAL

Figure 61: Capital ROA
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On the other hand, Capital show a stable return on its assets, over performing

the industry average, except for 2015.

iil. Return on Equity

Return on equity (ROE) is the amount of net income returned as a percentage
of shareholders’ equity. Return on equity measures a corporation's profitability by
revealing how much profit a company generates with the money shareholders have
invested. The calculation of the following charts was made by using the average

shareholders’ equity.

RETURN ON EQUITY

INDUSTRY DIANA

Figure 62: Diana ROE

This chart shows that the returns that Diana’s shareholders made, for the year
2014 was 1,5%, a really low return. The industry also made a low return of 6%, but it
was significantly higher than the company’s. For the other two (2) years Diana had
losses.
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RETURN ON EQUITY

INDUSTRY CAPITAL

Figure 63: Capital ROE

On the other hand, Capital show a stable return of between 5% and 6%, over
performing the industry. For the year 2015, the company had a lower return, as the

industry showed return 16% and the company had 6%.
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Chapter 5 Forecasted Financial Statements

5.1 Forecasted Financial Statement Analysis

Here are the forecasted financial statements for both shipping companies.

DIANA CONTAINERSHIPS INC.
Consolidated Balance Sheets
(Expressed in thousands of U.S.
Dollars except for share data)

2016 2017e 2018e 2019 2020e 2021e 2022e 2023e
Operating assets
Advances for vessel acquisitions and ot - -
Vessels” net book value 240.352 243.477 246.642 249.848 253.096 256.386 259.719 263.096
Property plant & equipment 946 946 946 946 946 946 946 946
Accounts receivable trade 471 542 560 578 597 616 636 657
Due fromrelated party - - - - - - - -
Inventories 2.581 2.970 3.067 3.167 3271 3.378 3.488 3.602
Restricted cash current 9.000 9.000 9.000 9.000 9.000 9.000 9.000 9.000
Prepaid expenses and other assets 2.507 2.885 2.979 3.077 3.177 3.281 3.388 3.498
Deferred financing costs 2.358 2.714 2.802 2.894 2.988 3.086 3.186 3.291
Prepaid charter revenue - - - - - - - -
Total operating assets 7 258215 262.533 265996 269510 273.075 276.693  280.364 _ 284.090
Operating liabilities
Accrued liabilities 105 121 125 129 133 137 142 147
Accounts payable trade and other 1471 1.693 1.748 1.805 1.864 1.925 1.988 2.053
Deferred revenue current 108 124 128 133 137 141 146 151
Due to related parties 1.050 1.208 1.248 1.289 1331 1.374 1419 1.465
Deferred revenue non-current - - - - - - - -
Other liabilities non current 171 197 203 210 217 224 231 239
Total operating liabilities 2.905 3.343 3.452 3.565 3.681 3.802 3.926 4.054
Net operating assets 255.310 259.190 262.544 265.945 269.394 272.891 276438 280.036
Financial assets
Cash and cash equivalents 8.316 13.812 14.263 14.729 15.210 15.706 16.219 16.749
Restricted cash - - - - - - - -
Total financial assets 8.316 13.812 14.263 14.729 15.210 15.706 16.219 16.749
Financial obligations
Current portion of long-termdebt 127.129 146.301 151.077 156.010 161.104 166.364 171.796 177.405
Related party financing current - - - - - - - -
Long-termdebt net of current portion - - - - - - - -
Related party financing non-current 45.617 52.496 54.210 55.980 57.808 59.695 61.644 63.657
Total financial obligations 172746 198.797 205.288 211990 218.912 226.059 233.440 241.062
Net financial obligations 164430 184.985 191.024 197.261 203.702 210.353 217.221 224.313
Common stockholders* equity 90.880 74.206 71.520 68.683 65.692 62.538 59.218 55.723

Figure 64: Diana Forecasted Balance Sheet
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DIANA CONTAINERSHIPS INC.
Cons olidated Statements of Operations
ed in thous ands of US. Dollars - except for share data)

016 | 2017 2018e 2019 2020e 2021e 2022 2023e |
Oper ating revenues
Time charter mvenues 36.992 38.200 /M7 40735 42065 43438 4857 4321
Prepaid charter mvenue amortization (3.798) 0 0 0 0 0 0 0

33,194 38.200 39447 40.735 42,065 43,438 44857 46321
Operating expenses
Voyage expenses 3.169 1393 1438 1485 1534 1584 1.635 1.689
Vessel operating expenses 30.213 21700 2405 2140 23.89 24.676 542 26314
Depraciation and amortization of deferred charges 12.740 9.167 9286 9407 9.529 9.633 9.779 9.906
Genenland adminstative axpenses 1241 7.265 7502 1747 8.000 8.261 8.531 8.809
Manazement faes - 0 0 0 0 0 0 0
53.363 39.525 40635 41779 41959 44.174 45427 46718

Oper ating income from sales (after tax) 20.169) 1328  (L188)  (1045) (894) (736) G70)  396)
Other operating income
Impairment los ses (118.861)
Loss on vessek’sake (2899)
Fomign cormncy losses / (gaims) (111)
Other operating income (after tax) (121.871)
Financial inc ome
Interest and finance costs (70%4) (4.042) “.174) (4310 (4451) (4596) @HD (490
Interst income 120 148 - - - - - -
Financial income (afer tax) 6.974) 3.893) 4174 (4310) (4.451) (4.596) (4747) (490D
Other comprehensive income / (loss) (Actsarial gain/(Joss)) (29 0 0 0 0 0 0 0
Comprehensive income to ¢ onmon (149.039) 3.218) (3362) (3355) (5.345) 3.332) (3317) _ (3.298)

Figure 65: Diana Forecasted Income Statement

In order to calculate the forecasted financial statements of Diana
Containership Inc., some assumptions about the future growth of the elements
composing the financial statements needed to be made. The company faces some
financial difficulties, as many other companies in the shipping sector do, due to the
historical low levels in time charter rates for containerships and the high supply of
containerships. However, by taking into consideration Clarkson’s positive outlook for
containers trade, at about 3,4% increase in the future years, the assumption is made
that, the time-charter revenues are going to grow by that amount for the years up to
2023. In my opinion, this assumption is not raw, taking into consideration that the
company’s management has a lot of experience and knowledge, so as to take
advantage of any opportunities in the market. Moreover, by taking the operating
income for the period from 2010 to 2015, the company shows an average operating
income growth of 70,80%. However, this amount is really high for a company to

maintain and particularly for a company that has financial difficulties.
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Operating

Year income Growth
2010 (2.598)
2011 5.098 296%
2012 8.763 2%
2013 6.006 -31%
2014 10.562 76%
2015 4.380 -59%

Average 70,80%

Figure 66: Diana Operating Income Growth

As far as the expenses are concerned, the estimations are made based on the

operating revenues. To be more precise, operating revenues are used as a value driver

and as variable that influences all the other expenses. In this way, the relationship

between all the expenses except for depreciation and the operating revenues, is found

and then the average ratio is calculated. The relationships of all the elements of the

financial statements, can be found in the Appendix A.

The company’s vessels values are calculated according to Clarkson’s outlook,

about the container capacity growth, which will grow in the future at about, 1,3%.

This means that, the company’s vessels investments will grow about 1,3% per year.

By taking the vessels’ values for the period from 2010 to 2016, the company shows an

average growth of 24%. However, this growth cannot be maintained by the company.
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Vessels’ net

Year book value Growth
2010 92.077
2011 158.827 2%
2012 260.945 64%
2013 265.372 2%
2014 306.094 15%
2015 384.549 26%
2016 240.352 -37%

Average 24%

Figure 67: Diana Vessels net book value growth

The calculation for the company’s vessels depreciation is made as the average

percentage of Net Book Value of vessels and other property and not as a percentage

of operating revenues, as depreciation is directed to the company’s assets. The

average percentage is 3,77%.

Finally, the other elements of the balance sheet, are estimated as a percentage

of the key value driver, operating revenues.
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The forecasted financial statements of Capital Product Partners are the following:

data)

CAPITAL PRODUCT PARTNERS
Reformulated Consolidated Balance Sheets
(Expressed in thousands of U.S. Dollars except for share

Operating Assets:

Due fromrelated party
Inventories

Vessels’ net book value
Property plant & equipment
Above market acquired charters
Deferred charges, net

Trade accounts receivable, net
Prepayments and other assets
Total Operating assets

Operating Liabilities

Trade accounts payable
Accrued liabilities

Due to related parties
Derivative instruments

Deferred revenue

Other liabilities non current
Commitments and contingencies
Total Operating Liabilities

Net Operating Assets

Financial Assets:

Cash and cash equivalents
Restricted cash

Total Financial Assets

Financial Obligations:

Current portion of long-term debt
Related party financing current
Long-term debt

Related party financing non-current

Total Financial obligations
Net Financial Obligations

Common stockholders equity

[ 2016 | 2017e | 2018e | 2019e | 2020e | 2021e | 2022¢ | 2023¢ |
4761 4.254 4.466 4,690 4924 5.170 5429 5.700
1367731 1415015 1463935 1514545 1566905 1621075 1677118 1735098
0 - - - - - - -
90243 80627 84658 88891 93336 98003 102903  108.048
4154 3711 3.897 4092 429 4511 4737 4974
2.497 2231 2342 2.460 2583 2712 2.847 2,990
4541 4,057 4.260 4473 4,697 4931 5178 5.437
1473927 1509.895 1563559 1.619.150 1676740 1.736.402 1798212 1.862.247
8.686 7.760 8.148 8.556 8.984 9.433 9.905 10.400
7.861 7.023 0 0 0 0 0 0
16,095 14380 15099 15854 16647  17.479 18.353 19.271
0 0 0 0 0 0 0 0
36019 32181 33790 35479  37.253  39.116 41072 43126
0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0
68.661 61345  57.037 59889 62884 66.028 60.329 72.7%
1405266 1448551 1506521 1559261 1.613.857 1670374 1.728.882 1.789.451
106.678 95311 100076 105080  110.334 115851 121643  127.725
18,000 18000 18000 18000 18000  18.000 18,000 18.000
124678 113311 118076 123080 128334 133851 139643 145725
39568 35352 37419 38975 40924 42970 45119 47375
0 - - - - - - -
562619 502668  527.801 554191 581901 610996 641546 673623
0 - - - - - - -
602187 538020 564921  503.167  622.825 653966 686.665  720.998
477509 424709  446.845 470087 494491 520.116  547.021 575272
927757 1023842 1059.677 1089.174 1119366 1150259 1181861  1.214.178

Figure 68: Capital Forecasted Balanace Sheet
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CAPITAL PRODUCT PARTNERS
Consolidated Statements of Operations
(Expressed in thousands of U.S. Dollars - except for share data)

2016 | 2017 | 2018 | 2019 | 2020e | 2021 | 2022¢ | 2023 |
Operating revenues
Revenues 205.594 215874 226.667 238,001 249.901 262.3% 215516 289.291
Revenues - related party 36.026 0 0 0 0 0 0 0
241.620 215.874 226.667 238.001 249,901 262.396 275516 289.291
Operating expenses
Voyage expenses 9.920 9.653 10.135 10.642 11174 11.733 12.320 12.936
Voyage expenses - related party 360 364 3’2 401 1 2 465 488
Vessel operating expenses - related party 10.866 27.666 29.049 30501 32027 33628 3H309 37075
Vessel operating expenses 66.637 31.241 30.109 41.065 43118 45.274 47.538 49.915
General and administrative expenses 6.253 9.651 10.133 10.640 11172 11.730 12,317 12,933
Depreciation and amortization 71.897 65.047 67.296 69.622 72.029 74519 77095 79.761
165.933 149.627 156.105 162.872 169.941 177.327 185.044  193.106
Operating income from sales (after tax) 75.687 66.247 70563 75.129 79.960 85.069 90472 96.185
Other operating income
Loss / (gain) on sale of vessels to third parties
Vessels” impairment charge
Gain on sale of claim
Gain frombargain purchase
Foreign currency gain/(loss), net
Other Operating income (after tax) 0 0 0 0 0 0 0 0
Financial income
Interest expense and finance costs (24.302) (21.712) (22.798) (23.938) (25.135) (26.392) (27.711)  (29.097)
Interest and other income 1104 986 1.036 1.087 1142 1199 1259 1322
Gain/(Loss) on interest rate swap agreement 0 0 0 0 0 0 0 0
Financial Income after tax (23.198) (20.726) (21.762) (22.851) (23.993) (25.193) (26.452)  (27.775)
Other comprehensive income / (loss) (Actuarial gain/(loss)) 0
Comprehensive income to common 52.489 45521 48.800 52278 55.967 59.876 64.020 68410

Figure 69: Capital Forecasted Income Statement

For that company, the estimation of the financial statements’ elements is made
by taking into consideration the company’s past performance and making some
assumptions. This choice is made because the company shows a stable positive
financial performance. The company for the period from 2010 to 2016 showed an
average growth on revenues of 12% and for the future years, the assumption is made

that the company will maintain a 5% growth on revenues up to year 2023.

AVERAGE GROWTH ON REVENUES

Year Rewvenues Growth Year Operating income  Growth
2010 124.592 2010 51.318
2011 130.316 5% 2011 35.298 -31%
2012 153.950 18% 2012 45.128 28%
2013 171.494 11% 2013 48.396 %
2014 192.777 12% 2014 60.711 25%
2015 220.344 14% 2015 73.806 22%
2016 241.620 10% 2016 75.687
Awerage Growth
Awerage Growth Revenues 12% Operating Income 10%

Figure 70: Capital average growth of revenues
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As far as the expenses are concerned, the estimations are made based on the
operating revenues. To be more precise, operating revenues are used as a value driver
and as variable that influences all the other expenses. So the relationship for all the
expenses except for depreciation, with the operating revenues, is found and then the
average ratio is calculated. The relationships of all the elements of the financial

statements, can be found in the Appendix B.

The company’s vessels values are calculated according to Clarkson’s outlook,

and the company’s weighted ratio for each type of vessel.

Total Fleet Clarksons Outlook Weighted
Crude/Product 1 4,30% 0,12%
Crude Qil 3 5,90% 0,51%
Chemical/ Product 17 4,30% 2,09%
Eco Chemical/ Product 3 4,30% 0,37%
Capesize Bulk Carrier 1 0 0,00%
Container Carrier 10 1,30% 0,37%
Total 35

Total 3,46%

Figure 71: Capital weighted vessel fleet growth

By taking the vessels’ values for the period from 2010 to 2016, the company

shows an average growth of 13%. Also this growth cannot be maintained by the

company.
Vessels’ net
Year book value Growth
2010 707.339
2011 1.073.986 52%
2012 959.550 -11%
2013 1.176.819 23%
2014 1.186.711 1%
2015 1.333.657 12%
2016 1.367.731 3%
Average 13%

Figure 72: Capital Vessels’ net book value growth
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The calculation for the company’s vessels depreciation, is made as the average
percentage of Net Book Value of vessels and other property and not as a percentage
of operating revenues, as depreciation is directed to the company’s assets. The

average percentage is 4,60%.

Finally, the other elements of the balance sheet, are estimated as a percentage

of the key value driver, operating revenues.
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Chapter 6 Valuation of companies

6.1 Discount Cash flow model

The central valuation method that is used in order to calculate the fair value of
these two shipping companies is the Discounted Cash Flow Method (DCF). So after
calculating the forecasted financial statements, the other step is to calculate the free
cash flows. For both companies and generally for all the calculations, tax is ignored.
This simplification is made, because both companies in their financial statements did
not so any income taxes for all the years. The companies do not pay direct income
taxes due to the flags (Liberia, Panama, etc.), that their ships have, apart from some
minor taxes to the United States according to the total tonnage. As already have been

mentioned the calculation of the company’s free cash flow is made

FCFF= EBIT(1-Tax rate)+Depreciation-Capital Expenditure-Change in working

capital

i.  Capital Expenditures (CAPEX)

The calculation of both companies’ capital expenditures, is made as the
difference between the net vessel’s values for year “t” and year “t-1”, as this amount
is the highest in the cash outflows from investing activities, according to the
Statement of Cash Flows. When assessing the fleet growth for the companies the
historical data was not sufficient, so as to find an average growth. As a result, the
future growth for both companies’ fleet is taken from Clarksons outlook for future

ship capacities.

ii. Change in Working Capital

The annual change in Net working Capital in the free cash flow calculation, is

made as the change in current assets — current liabilities.
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Here are the results for the calculated free cash flows, in accordance with the

above mentioned assumptions:

DIANA CONTAINERSHIPS INC. |
2017e 2018e 2019e 2020e 2021e 2022¢ 2023e
EBIT (1325)  (L188)  (L045) (894) (736) (570) (396)
+  Depreciation 9167 9.286 9.407 9529 9.653 9.779 9.906
Capital Expenditure 12292 12451 12613 12777 12943 13112 13282
Change in Working Capital (13.249)  (4220)  (4.357) (4500)  (4.647)  (4798)  (4.955)
= Free Cash flow to Firm 8.800 (134) 107 358 621 895 1.182

Figure 73: Diana Free cash flow to firm

Due to the fact that current liabilities of Diana Containership Inc. have a great
portion of long term debt, the change in Net working Capital is negative. We need to
deal this matter carefully, because if a company’s working capital is negative for a

great deal of time, concerns will probably be arisen, about the firm’s ability to meet

its short term liabilities.

CAPITAL PRODUCT PARTNERS

2017e

2018e

2019e

2020e

2021e

2022e

2023e

EBIT 66.247 70.563 75.129 79.960 85.069 90.472 96.185
+ Depreciation 65.047 67.296 69.622 72.029 74519 77.095 79.761
Capital Expenditure 112331 116215  120.232 124389 128689 133138  137.741
Change in Working Capital 13 2.690 3.006 3.359 3.754 4,195 4,688
= Free Cash flow to Firm 18.949 18.953 21513 24.240 27.145 30.234 33517

Figure 74: Capital Free cash flow to firm

As it derives from the above tables, Capital’s free cash flow is much more
robust than Diana’s and this shows the different financial performance these

companies show, strictly in the financial data, because they act in different sectors.

After, showing the valuation of the Free Cash Flows to the firm, in order to
calculate the enterprise value, we have to discount the future free cash flows, in
nowadays with each company’s Weighted Average Cost of Capital (WACC). These
are the key aspects of WACC.
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I.  Cost of Equity

In order to calculate the company’s cost of equity according to the following
formula, we needed to calculate each company’s beta and to utilize a risk free rate and
the return of the market.

Ke=Rr+B(Rm—Rr)

Risk free rate.

Taking into consideration that both companies, are traded on Nasdag, for a
risk free rate, it is used the U.S 5-year bond rate of 1,83%, as in my opinion it is both
a risk free element for an investor to invest and is from the country that the companies

are traded.

Return of the Market

These companies are traded on Nasdag, but by regressing the returns of the
Nasdaq Index and the returns of each company, no statistically important relationship
could be found and for that reason, | used the returns of S&P 500, which is highly
used for public listed companies in the U.S.

Beta

As | have already mentioned, in order to find each company’s beta, | regressed
the returns of each company with the returns from both Nasdaqg and S&P 500 indexes,
with the statistical program EVIEWS, for the period from 2014 to 2017. Regressing
the Nasdaq returns, | could not find any statistically significant beta. For the

regression of S&P500, these are the results

116




Dependent Variable: RETURN_DIANA
Method: Least Squares

Date: 07/21/17 Time: 21:20

Sample: 1/02/2014 7/19/2017
Included observations: 893

Variable Coefficient Std. Error t-Statistic Prob.
C -0.003779 0.003061 -1.234778 0.2172
RETURN_SP500 0.712369 0.384450 1.852954 0.0642
R-squared 0.003839 Mean dependent var -0.003517
Adjusted R-squared 0.002721 S.D. dependent var 0.091492
S.E. of regression 0.091368 Akaike info criterion -1.945614
Sum squared resid 7.438105 Schwarz criterion -1.934876
Log likelihood 870.7167 Hannan-Quinn criter. -1.941511
F-statistic 3.433439 Durbin-Watson stat 1.797288
Prob(F-statistic) 0.064219

Figure 75: Anova table for Diana

As it can be observed, the beta for Diana is statistically significant for 90%
confidence interval. Moreover, the R? is low, indicating that the changes in the
company’s returns are not directly related to the changes of the returns of the index.
This can be explained, because firms with long-term contracts had delayed
fluctuations compared to the overall market portfolio. Furthermore, the company’s
poor performance, may forces investors to take different investing choices, without

taking into consideration the index movement.
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Dependent Variable: RETURN_CAPITAL
Method: Least Squares

Date: 07/22/17 Time: 11:38

Sample: 1/02/2014 7/19/2017

Included abservations: 893

Variable Coefficient  Sid. Emor t-Statistic Prob.
G -0.001124 0.000871 -1.290708 0.1971
RETURN_SP500 1.166664 0.109385 10.66572 0.0000
R-squared 0.113219 Mean dependent var -0.000695
Adjusted R-squared 0.112224 5.0, dependent var 0.027590
S.E. of regression 0.025996 Akaike info criterion -4.459505
Sum squared resid 0602134 Schwarz criterion -4 448767
Log likelinood 1993169 Hannan-Quinn criter. -4.455401
F-statistic 113.7575 Durbin-Watson stat 1.885142
Prob(F-statistic) 0.000000

Figure 76: Anova table for Capital

On the other hand, Capital’s returns are more correlated to the movement of
S&P500 index. Also the low R-squared can be a result of the long-contract lag, of the

return’s fluctuations. The beta is statistically significant.

By taking into account all the above information, the cost of equity for both

companies, is calculated as follows:

CAPITAL ASSET PRICING MODEL

Cost of Equity [wacc 0*DIDE + 1e*EID+E

Re=Rf+beta*(RmRf)

Rf Risk free rate

US. 5-Year Bond 1,83%
Rm Return of the market

S&P 500 1392%

risk premium (Rm-Rf)

12,09%

Betas regression on SP&500 Nasdaq not statistically significant
Diana Containerships Inc 0,712 Cost of equity 10,44%
Capital Product Partners 117 Cost of equity 15,97%

Figure 77: Cost of equity for both shipping companies
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ii.  Cost of Debt

In order to calculate the cost of debt for both companies, we needed
information about the leverage that each company faces. However, due to the fact that
it is really difficult to know the exact terms of each loan the Cost of Debt for each
company, is calculated as the percentage of the Interest Expense to the Total interest

bearing Debt of the company for year 2016.

Cost of Debt Interest Expense/Total Debt
Diana Containerships Inc 4.11%
Capital Product Partners 4,04%

Finally, the calculation of each company’s WACC, can be depicted as follows:

Total EV outstanding shares 31.12.2016  Shareprice Market Value OF Equity ~ Debt Total BV

Diana Containerships Inc 1645467 on 1163282 12746000 173914282

Capital Product Partners 123290000 356 438912400 602187000 1041099400
WACC

Diana Containerships Inc 415%

Capital Product Partners 907%

Figure 78: Cost of debt & WACC for both shipping companies

The fair value for each company, according to the above estimations, can be

calculated as follows:

[D1ANA CONTAINERSHIPS INC. |
2017e 2018e 2019e 2020e 2021e 2022e 2023e
EBIT (1325)  (1.188)  (1.045) (894) (736) (570) (396)
+ Depreciation 9.167 9.286 9.407 9.529 9.653 9.779 9.906
Capital Expenditure 12.292 12.451 12.613 12.777 12.943 13.112 13.282
- Change in Working Capital (13.249) (4.220) (4.357) (4.500) (4.647) (4.798) (4.955)
= Free Cash flow to Firm 8.800 (134) 107 358 621 895 1.182
Container trade growth 2016 3,40%
Terminal Value 215.258
Long run 3,60%
WACC 4,15%
Free Cash flow to Firm 8.800 (134) 107 358 621 895 1.182
Terminal VValue 215.258
Total Free Cash Flow 8.800 (134) 107 358 621 895  216.440
Discount Factor 0,96 0,92 0,89 0,85 0,82 0,78 0,75)
Total Discounted Cash Flow 8.449 (123) 94 304 506 701  162.835
Firm's Value 172.767
Total Debt 172.746
Equity Value 21
outstanding shares 1.168.282
Equity Value per share 0,02
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Figure 79: Diana DCF equity value

As a result, the fair price for Diana Containerships Inc. in making the
assumption that the company can maintain a long run growth of 3,6%, by improving
the utilization of the company’s fleet and that the market of containerships after 2023,
will improve further and go away of the historical lows that the sector faces in 2016

(cyclical economy), is 0,02%/ share.

|cAPITAL PRODUCT PARTNERS |
2017e 2018e | 2019e 2020e 2021e | 2022e | 2023e

EBIT 66.247 70.563 75.129 79.960 85069 90472 96.185
+ Depreciation 65.047 67.296 69.622 72.029 74519 77.095 79.761

Capital Expenditure 112331 116215  120.232 124389 128689 133138  137.741

Change in Working Capital 13 2.690 3.006 3.359 3.754 4.195 4,688
= Free Cash flow to Firm 18.949 18.953 21513 24.240 27.145 30.234 33517

50% Average Growth revenue 5,00%

Terminal Value 661.082

Long run 4,00%

WACC 9,07%

Free Cash flow to Firm 107.766 116279 128416 141927 156971 173725  192.390

Terminal Value 661.082

Total Free Cash Flow 107.766 116279 128416 141927 156971 173725 853472

Discount Factor 092 0,84 0,77 071 0,65 0,59 0,54

Total Discounted Cash Flow 98.804  97.744 98.970 100.287 101693  103.189  464.785

Firm's Value 1.065.472

Total Debt 602.187

Equity Value 463.285

outstanding shares 123.290.000

Equity Value per share 376

Figure 80: Capital DCF equity value

As it can be observed the fair value for Capital Product Partners, by making
the above assumptions, that the company will maintain a long run growth of 4% after
the year 2023, is 3,76%/share. The company as it has already been mentioned, for the
period from 2010 to 2016 had an average growth rate on its revenues 12%, so

maintaining a 4% growth it is not highly unlikely.
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6.2 Relatives VValuation

Valuation in respect of multiples of the competitors of the company can be
made in order to calculate the company’s fair value of. In my valuation, | have used as
multiples, the P/E ratio, the P/BV ratio and the Enterprise Value/EBITDA. In order to
calculate, those multiples, financial data from the selected competitors for the year
2016 is used.

P/E ratio

The ratio of Price/Earnings per share, for the industry is calculated as the
average P/E ratio of the selected comparable shipping companies. After calculating
the average ratio, the company’s values are calculated as Average Industry P/E *

firm’s earning per share.

RELATIVES VALUATION METHOD 2016 Price to Earnings (P/E)
Price Earnings per share

COSTAMARE 6,5 0,79 8,23
DANAOS 2 -3,34 -0,60,
GLOBAL SHIP LEASE 1,36 -1,42 -0,96
SEASPAN 6,46 -1,89 -3,42
AVERAGE Awerage 0,8133
DIANA EPS -16,28
P/E Value -13,24]

Figure 81: Diana P/E equity value

Diana due to its poor performance, does not show positive EPS, so the price of

the company cannot be estimated.

RELATIVES VALUATION METHOD 2016 Price to Earnings (P/E)
Price Earnings per share
DHT 416 01 41,60
0SG 2,88 -325 -0,89
TENN 4,99 047 10,62
SCORPIO 372 0,15 -24.80
AVERAGE Awerage 6,6327
CAPITAL EPS 0,34
P/E Value 2,26
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Figure 82: Capital P/E equity value

The fair value according to P/E ratio is 2,26%/share. As we observe the
industry average is affected highly by the ratio of DHT and TENN, in order to be
positive. Generally, 2016 was not a good year for the shipping industry.

P/BV ratio

This ratio is calculated as the company’s market price per share/ Book value
of equity per share. After obtaining the average industry P/BV ratio, the company’s

value is the average industry P/BV * firm’s Book Value per share.

RELATIVES VALUATION METHOD 2016 Price to BV(P/B)
Price Book Value shares BV PIBV
COSTAMARE 65 1.074.424,000 74,800,000 i 045
DANAOS 2 487.713.000 109.802.000 4 045
GLOBAL MARITIME 136 328.893,000 47854351 7 020
SEASPAN 646 1747.249.000 102.869.000 1 038
AVERAGE Awrage 0,3703
DIANA BVIshare 993
PIBV 368
Figure 83: Diana P/BV equity value
This multiple, gives a highly positive value for the company of 3,68%/share,
showing that the company’s book values, differ from those that the market estimates.
RELATIVES VALUATION METHOD 2016 Price to BV(P/B)
Price Book Value shares BV P/BV
DHT 416 685.011.000 93.389.610 7 057
0SG 288 254.332.000 90.949577 3 103
TENN 499 1417450000 84.905.078 17 030
SCORPIO 3n 1315200000 161118654 8 046
AVERAGE Awerage 0,5879
CAPITAL BVishare 774
PIBV 459

Figure 84: Capital P/BV equity value
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This multiple also gives a high value for Capital Product Partners of

4 55%/share.

Enterprise Value to EBITDA

This ratio is calculated as the average of the comparable companies. Using the

financial data of 2016, | calculated, the Enterprise Value of each company and the

EBITDA. The enterprise value is calculated by the following formula.

EV = market value of common stock + market value of preferred equity + market

value of debt + minority interest - cash and investments. Then the average industry
ratio is multiplied with the firm’s EBITDA.

RELATIVES VALUATION METHOD 2016 Price to Earnings (EV/EBITDA)
Enterprise Value EBITDA
COSTAMARE 1.736.164 213777 6,34152613
DANAOS 2.650.819 -145.863 -18,173348
GLOBAL SHIP LEASE 430.712 22.325 19,292807
SEASPAN 3.668.366 223357 16,4237778
AVERAGE 5,97119085
DIANA EBITDA -129.300 shares Price/share
EVIEBITDA -172.075 9.150.574| -84,374486)
(market capitalization) + (value of debt) + (minority interest) + (preferred shares) - (cash and cash equivalents)
COSTA DANAOS GLOBAL SEASPAN
MARKET CAPITALIZATION 486.200 219.604 65.082  664.534
DEBT 1.414.862 2504.932 419873 3371733
MINORITY INTEREST 0 0 0 0
PREFERRED SHARES 0 0 0
CASH 164.898 73717 54243 367.901
EV 1.736.164 2.650.819 430712 3.668.366

Figure 85: Diana EV/EBITDA equity value

Due to the fact that the company has negative EBITDA this multiple cannot be

used.

123




RELATIVES VALUATION METHOD

DHT
0SG
TENN
SCORPIO

CAPITAL
EVIEBITDA

(market capitalization) + (value of debt) + (minority interest) + (preferred shares) - (cash and cash equivalents)

DHT
MARKET CAPITALIZATION 388.501
DEBT 701.945
MINORITY INTEREST 0
PREFERRED SHARES
CASH
EV

109.295
981.151

2016
Enterprise Value

(EVIEBITDA)
EBITDA
981.151
595.928
1.997.154
2.382.155
AVERAGE

EBITDA

TENN
261.935
525.082
0
0
191.089
595.928"

0SG

124,854 7,85838481]
58.023 10,2705441
203230 9,8270646
198.210 12,0183411

9,99358366)

147.584 shares

1.474.893 123.290.000| 11,962795

SCORPIO
423.676 599.361
1753855 1.882.681
0 0
7400 0
187.777 99.887
1.997.154  2.382.155

Figure 86: Capital EV/EBITDA equity value

Because the company has a high positive EBITDA in accordance with the

high industry ratio, , the price per share for Capital Product Partners, is overvalued at

11,96%/share.

6.3 Asset Valuation

Another secondary method, used in order to calculate the fair value of each

company is the Asset Valuation Method. This method, evaluates the company by

assessing the market value of the real property, or other assets of the company that

produce cash flows. This method, is used before buying an asset or during the

liquidation of a company.*

By taking into consideration estimations made by the market outlook of

Clarkson’s research of April 2017, some raw assumptions are made for the second

hand prices, for the ships of each company. For some ships of the fleet, that there was

not sufficient information, as market value is taken the carrying amount.

*® Investopedia
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VESSEL
SAGITTA
CENTAURUS
NEW JERSEY
PAMINA
DOMINGO
PUELO
PUCON
MARCH
GREAT
HAMBURG
ROTTERDAM

TEU YEAR BUILT
3426 2010
3426 2010
4923 2006
5042 2005
3739 2001
6541 2006
6541 2006
5576 2004
5576 2004
6494 2009
6494 2008
TOTAL

SECONDHAND

CARRYING AMOUNT PRICE
11,40 8
11,40 8
17,90 7
15,00 7
5,00 5
41,60 12
41,70 12
9,20 7
9,20 7
37,20 16
35,80 16

235,40 105,00

Carrying Amount

Second Hand Prices

Vessels Values 235.400 105.000
Other Assets 26.179 26.179
Firm's Value 261.579 131.179
Total Debt 172.746 130.546
Equity Value 88.833 633
outstanding shares 1.168.282 1.168.282
Equity Value per share 76,04 0,54

Figure 87: Diana asset valuation “Container Intelligence Monthly” Appendix C
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http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856311&filekey=E6B13DE5-2C1D-4121-A2F4-C0E8A6FC1878&filename=Miltiadis%20M%20II_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=861686&filekey=6CEE8AAA-7866-4F41-8ED0-49AA35808606&filename=AmoreMio_II_Alterego_II_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856314&filekey=B6876BCA-7129-4D1A-9871-4364392CFF68&filename=Aias_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856331&filekey=460AE043-FA9D-4BDB-A646-3AE858BCD175&filename=Amoureux_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856332&filekey=F74B2F0D-6D35-4FD0-BABB-C503AF6ACB65&filename=Aristotelis_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856333&filekey=0E29EC4B-A136-4AD8-B9B9-A896BCBE07A9&filename=Ft_Ayrton_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856334&filekey=9F2FB871-E7F3-499C-908D-6F0238BD3C41&filename=Ft_Alexandros_II_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856335&filekey=66FE7809-F1AE-4205-9B92-47DBA1020CD0&filename=Ft_Aristotelis%20II_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=856337&filekey=3D14F582-2F13-4629-8EC6-2776338DB31A&filename=Amadeus_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=861206&filekey=6D465419-CFE4-4162-9475-0BE8844AFB6A&filename=ACTIVE_lowres.pdf
http://www.capitalpplp.com/common/download/download.cfm?companyid=CSMC&fileid=861206&filekey=6D465419-CFE4-4162-9475-0BE8844AFB6A&filename=ACTIVE_lowres.pdf

Vessel Name
Miltiadis M 11
Amore Mio Il
Aias
Amoureux
Aristotelis8
Ayrton Il
Alexandros 116
Aristotelis 116
Aris 116
Amadeus 5
Active
Amor
Axios
Assos
Avax
Atrotos
Anemos |
Apostolos
Akeraios
Atlantas 11
Augisilaos
Aktoras
Aiolos
Arionas9
Alkiviadis
Cape Agamemnon
CMA CGM Magdalena
CMA CGM Amazon
CMA CGM Uruguay
Archimidis
Agamemnon
Hyundai Prestige7
Hyundai Privilege7
Hyundai Platinum7
Hyundai Premium?7

Hyundai Paramount?7

Year Built

2006
2001
2008
2008
2013
2009
2008
2008
2008
2015
2015
2015
2007
2006
2007
2007
2007
2007
2007
2006
2006
2006
2007
2006
2006
2010
2016
2015
2015
2006
2007
2013
2013
2013
2013
2013

DWT/TEU

162,397
159,982
150,393
149,993
51,604
51,26
51,258
51,226
51,218
50,108
50,136
49,999
47,872
47,872
47,834
47,786
47,782
47,782
47,781
36,76
36,76
36,759
36,725
36,725
36,721
179,221
115,639/9,288
115,534 /9,288
115,639/9,288
108,892 /8,266
108,892 /8,266
63,010 /5,023
63,010 /5,023
63,010 /5,023
63,010 /5,023
63,010 /5,023

Carrying
Second Hand Price Amount
32,5 40,5
47,2 47,2
325 42
32,5 42
23 31,4
20 33
19 30,9
19 33,6
19 31,7
34,3 34,3
33,9 33,9
31,4 31,4
18 23,2
18 24,4
18 22,9
18 23,7
18 26,5
18 26,5
18 23,8
18 19,3
18 20,2
18 19,7
18 20,5
18 20,5
18 21,7
24 40,7
85,7 85,7
86,4 86,4
87,3 87,3
20 53,1
20 55,5
10 47,1
10 47,2
10 47,2
10 46,3
10 46,4
951,70 1.367,70

Vessel Value
Other Assets
Firm's Value
Total Debt

Equity Value

outstanding shares

Equity Value per share

Carrying Amount
1.367.000

1.

230.874
597.874

602.187
995.687

123.290.000

8,08

Asset Valuation

1.

951.700

230.874
182.574

602.187
580.387

123.290.000

4,71

Figure 88: Capital asset valuation according to Clarksons research Autumn 2016 Appendix D
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6.4 Dividend growth model

Finally, only for Capital Product Partners, is made a calculation of the
company’s fair value of equity, by taking into consideration the dividend history of
the company. Diana Containerships Inc., in my opinion, due to the fact of its poor
performance is not really probable to give dividends to shareholders. According to the

financial statements of the company this is the historical dividends since 2007.

Dividends History CAPITAL PRODUCT PARTNERS
2007 0,75
2008 1,62
2009 2,28
2010 1,09
2011 0,93
2012 0,93
2013 0,93
2014 0,93
2015 0,94
2016 0,46 Growth
2017 0,48 per two months 3,00%
Cost of equity 15,97%|
Value of the
Firm/share 3,70

Figure 89: Capital equity value with dividend growth model

For the period from 2011 to 2015 the dividend that is given to the
shareholders, was 0,93% per year. So the company gives a stable amount of dividends.
For the year 2016 the dividend was 0,46%/share and for the next year the dividend will
be 0,48% share, so there is an increase of 4,35%. Taking into account the stable
dividend in the past and the positive financial performance, we make the assumption
that the dividend will maintain a long run growth of 3%. By using the stable growth
formula, where “D1” is the dividend of year 2017, “g” is the stable growth of 3% and
“r” is the cost of equity of the firm, the value of the company is 3,70%$/share.

D1
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6.5 Sensitivity Analysis

In all methods of valuations, some raw assumptions are made about the future
of the firm. Nobody has the ability to forecast exactly what the financial situation of
the market will be so as to produce perfect projections about the industry or the future
financial performance of the company. So in order to make those forecasts, we need
to construct some scenarios about the key aspects, which affect directly the value of
the company. In my opinion, the two most important elements of a company’s
valuations are the Weighted Average Cost of Capital (WACC) and the long run
growth of the company’s revenues, that will lead the profitability of the company in
higher levels. For that reason, a sensitivity analysis is made, so as to present, how the
value of the company’s equity is affected by those elements.

DIANA'S EQUITY VALUE PER SHARE SENSITIVITY ANALYSIS
WACC
Long run growth 4,15% 5% 6% 7%
2,80% -82,22 -106,07 -117,90 -124,09
3,20% -58,48 -98,81 -114,90 -122,51
3,60% 0,02 -87,39 -110,89 -120,56
4% 371,78 -66,85 -105,28 -118,09

CAPITAL'S EQUITY VALUE PER SHARE SENSITIVITY ANALYSIS

WACC
Long run growth 9,07% 10% 11% 12%
2,80% 3,20 2,58 2,05 1,60
3,20% 3,36 2,70 2,13 1,66
3,60% 3,54 2,83 2,22 1,73
4,00% 3,76 2,97 2,32 1,80

Figure 90: Sensitivity analysis

This table shows, how each company’s equity value per share, is affected by
changes. As we can observe, Diana Containerships Inc., has a really deteriorated
financial performance and this fact is underlined by the company’s external auditors,
about its ability to be going concern. Moreover, the market does not seem to have a
different opinion about the financial performance of the company, as it has a low

price of 0,71$ after a reverse split of 1 to 6 shares. So in every change of the long run
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growth, below 3,6% the value of the company’s equity becomes negative, underlying
the possibility of the company to be under financial distress in the future. Finally, if
the company manages to maintain a stable growth of 4% after 2023, then the
valuation is skyrocketed, although this is a highly optimistic scenario.

On the other hand, Capital Product Partners, has a more robust price per share
showing its positive financial performance in the last years. As we can observe the
company’s value is highly sensitive to the change of the WACC. Generally, it is not
really unjustifiable to anticipate changes in the long run growth and the WACC, in the
volatile shipping industry, which is affected by many elements, as world trade growth,

oil prices, seaborne trade, world production growth and etc.
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Chapter 7 Summary, conclusion and recommendations

7.1 Conclusion

By taking into consideration all the above assumptions and all the trends of the
shipping industry, according to estimations made by studying the outputs of several
researches and presentations of Clarksons, Alix Partners and Drewry, the results that

have been produced by all the valuation methods, are shown in the following tables.

CAPITAL PRODUCT PARTNERS VALUATION SUMMARY

Equity ValuePer ~ Market Value Per
Valuation Method share (5) share(8)28/7/17  Difference Recommendation
Discounted Free Cash Flow 376 178 002 SELL/HOLD
Relative Valuation PE 226 178 152 SELL
Relative Valuation P'BV 433 178 0,77 BUY
Relative Valuation EV/EBITDA 11,9 LN 8,18 BUY
Asset Valuation 471 178 0.9 BUY
Dividend Growth Model 370 3B 0,08 SELL

DIANA CONTAINERSHIPS INC. VALUATION SUMMARY

Market Value

Equity Value  Per share ($)
Valuation Method Pershare ()  28/7/17 Difference Recommendation
Discounted Free Cash Flow 0,02 0,71 0,69 SELL
Relative Valuation P/E -13,24 071 13,95 SELL
Relative Valuation P/BV 3,68 071 -297 BUY
Relative Valuation EV/EBITDA -84,37 0,71 85,08 SELL
Asset Valuation 0,54 0,71 017 SELL
Dividend Growth Model - 0,71 - -

Figure 91: Summary of valuations for both companies

The objective of this particular thesis, was to calculate each shipping
company’s fair value, more accurately and to compare it with real life market price in
Nasdaq, by using different valuation methods. As primary valuation method, is used
the Discounted Free Cash Flow method and as secondary the other valuation methods
and particularly, the relatives’ valuation by using some key industry ratios, the asset
valuation and the dividend growth model. The results conducted from that effort give

different values for the company’s equity.

To begin with, for Capital Product Partners, the DCF method and the Dividend

Growth methods, give really close results to those the capital market anticipates, thus
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the assumptions made in the thesis, are in the same direction with those that analysts
and investors expect. Moreover, the asset valuation method, show that the company
also has margin of improving its value. The price to earnings ratio P/E, because of the
poor performance for year 2016, gives a lower value.

Regarding Diana Containerships Inc., the results show that the company faces
some financial difficulties. The DCF method, with the assumptions that | have already
mentioned in previous paragraphs, calculate a really marginal positive value of
0,02%/share. The relatives’ method of price to earnings P/E ratio and the enterprise
value to EBITDA, both calculate negative values, underlining the company’s poor
financial performance compared to the other comparable shipping companies.
However, it is important to declare that this comparable firms are not all the same
with the company and may have different non-systematic risk. The price to book
value of the equity P/BV give an optimistic value of the company of 3,68%, however it
is far away from the price, that investors anticipate. Finally, the only valuation
method, which gives a value of the company’s equity, near the market price is the

asset valuation, which evaluates the total assets of the company in their market value.

Finally, by an overall assessment of the valuations methods used in this thesis,
we may export the result, that for companies with stable, robust financial
performances, the discounted cash flow methods can be used in order to form a view
about their fair values, if we can have sufficient data to make severe estimations.
However, for companies like Diana Containerships Inc., which face financial
difficulties, this valuation methods, may not calculate a fair view of the company’s
value and thus, the usage of the Asset Valuation method may be more appropriate.
Nevertheless, the recommendation of this thesis, is that further research can be
conducted in order to examine the validity of the Discounted Cash Flow methods, for
valuation of shipping companies. Moreover, future studies, can examine some other
shipping companies, with more diversified fleet, or other who face financial

difficulties in order to assess these valuation methods.
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APPENDIX A

RELATIONSHIPS OF THE FINANCIALS STATEMENTS ITEMS

Income Statement

Voyage expenses/Operating Revenues the average amount

Vessel operating expenses/Operating Revenues the average amount

General and administrative expenses/Operating Revenues the average amount

Management fees/Operating Revenues the average amount

Depreciation and amortization of deferred charges/(Net book value of vessels & PPE) the average amount
Interst Income/Operating Revenues the average amount

Financial Expenses/Operating revenues the average amount

Balance Sheet
Advances for vessel acquisitions and other vessel costs

Vessels’ net book value

Property plant & equipment

Accounts receivable trade/Operating revenues

Due from related party

Inventories/Operating revenues

Restricted cash current

Prepaid expenses and other assets/Operating revenues
Deferred financing costs/Operating revenues

Prepaid charter revenue

Accrued liabilities/Operating revenues

Accounts payable trade and other/Operating revenues
Deferred revenue current/Operating revenues

Due to related parties/Operating revenues

Deferred revenue non-current

Other liabilities non current/Operating revenues

Cash and cash equivalents/Operating revenues average 2 years
Current portion of long-term debt/Operating revenues
Related party financing current

Long-term debt net of current portion

Related party financing non-current

3,65%
56,81%
19,02%
1,32%
377%
03%%
10,58%

1,3% According to Clarksons
Research about total
containership capacity
constant
142%

7,78%
constant
7,55%
710%

032%
443%
0,33%
3.16%

0,52%

36,16%
382,99%

137 43%
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APPENDIX B

RELATIONSHIPS OF THE FINANCIALS STATEMENTS ITEMS

Income Statement

Voyage expenses/Operating Revenues the average amount

Vessel operating expenses/Operating Revenues the average amount

General and administrative expenses/Operating Revenues the average amount

Management fees/Operating Revenues the average amount

Depreciation and amortization of deferred charges/(Net book value of vessels & PPE) the average amount
Interst Income/Qperating Revenues the average amount

Financial Expenses/Operating revenuies the average amount

Balance Sheet
Advances for vessel acquisitions and other vessel costs

Vessels’ net book value

Property plant & equipment

Above market acquired charters/Operating revenues
Deferred charges, net/Operating revenues
Inventories/Operating revenues

Trade accounts receivable, net/Operating revenues
Dug from related party

Prepayments and other assets/Operating revenues
Cash and cash equivalents

Restricted cash

Trade accounts payable/Operating revenues
Accrued liabilities/Operating revenues

Due to related parties/Operating revenues
Derivative instruments

Deferred revenue /Operating revenues

Long-term debt/Operating revenues

Current portion of long-term debt/Operating revenues

447%
12,82%
17.25%
447%
4,60%
046%
10,06%

346% Weighted Sum for every
type of ship according to
Clarksons Outlook

37,35%
1,72%
197%
1,03%

1,88%
4415%
constant

359%

325%

6,66%
constant
14.91%
232.85%
16,38%
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APPENDIX C

Liner Vessel End Year, Sm.* Three Month
Prices 2014 2015 2016 | | Mar | Trend

CONTAINERSHIPS

1,000 teu grd S5yo 2012 55 85 7.5 7.8 |STEADY 1%
1,000 teu grd 10yo 2007 33 60 43 45 |HIGHER 6%
1,000 teu grd 15y0 2002 25 40 3.0 3.0 |STEADY 3%
1,700 teu grd S5yo 2012 120 120 85 9.0 |STEADY 2%
1,700 teu grd 10yo 2007|( 80 85 55 6.0 |STEADY 1%
1,700 teu grd 15y0 2002 50 55 35 4.0 |HIGHER 5%
2,500 teu grd S5yo 2012 16,0 16.0 10.0 11.0 |STEADY 3%
2,500 teu grd 10yo 2007 105 110 58 7.0 |HIGHER 7%
2,500 teu grd 15y0 2002 65 68 38 5.0 |HIGHER 13%
2,750 teu gls Resale 220 300 26.0 26.0 |STEADY 0%
2,750 teu gls S5yo 2012 145 16.0 10.0 11.0 |STEADY 3%
2,750 teu gls 10yo 2007 85 110 58 7.0 |HIGHER 6%
2,750 teu gls 15y0 2002 60 68 38 5.0 |HIGHER 13%
3,500 teu gls” S5yo 2012 140 160 7.0 8.0 |STEADY 0%
3,500 teu gls® 10yo 2007 100 115 50 6.0 |HIGHER 8%
3,500 teu gls* 15yo0 2002 75 80 45 5.5 |HIGHER 9%
3,800 teu gls’ Resale 350 37.0 30.0 30.0 |STEADY 2%
4,500 teu gls” S5yo 2012| | 190 160 7.0 9.0 |HIGHER 9%
4,500 teu gls* 10yo 2007| | 145 120 55 7.3 |HIGHER 13%
4,500 teu gls* 15y0 2002 103 9.0 5.0 6.5 |HIGHER 15%
4,800 teu gls' Resale 430 440 340 34.0 |STEADY 2%
5,100 teu glis” S5y0 2012| | 21.0 180 8.0 10.0 |HIGHER 8%
5,100 teu gls* 10yo 2007 155 130 6.3 8.3 |HIGHER 16%
6,600 teu gls Resale 640 600 440 44.0 |STEADY 3%
6,600 teu gls S5yo 2012| | 440 36.0 16.0 18.0 |STEADY 2%
6,600 teu gls 10yo 2007| | 220 200 95 13.0 |HIGHER 12%
8,800 teu gls Resale 850 88.0 68.0 68.0 |STEADY 0%
8,800 teu gls S5yo 2012| | 60.0 56.0 26.0 24.0 |[LOWER 5%
Secondhand Cont'ship Index 25 36 25 27 |STEADY 3%
RO-RO TRAILERS, euro m.

Ro-Ro 2500 Im S5yo 2012| | 240 28.0 330 33.0 |STEADY 0%
Ro-Ro 2500 Im 10yo 2007 170 210 26.0 26.5 |STEADY 2%
Ro-Ro 2500 Im 15y0 2002 130 165 21.0 21.5 |STEADY 2%
Ro-Ro 4000 Im S5yo 2012 270 36.0 420 42.0 |STEADY 0%
Ro-Ro 4000 Im 10yo 2007 180 270 350 355 |STEADY 1%
Ro-Ro 4000 Im 15yo0 2002 150 205 28.0 28.5 |STEADY 2%

Prices are sourced from Clarksons Platou brokers, based on the ship specifications on page 5. We

would urge readers fo use all the prices quoted here with caution and fo contact us directly for

information about specific prices. Container Index based on Jan "96 =100. *Ro-Ro prices in euro m.

ANamrow beam (old "Panamax”). 'Wide beam (old "Post-Panamax®).
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APPENDIX D

2.1.1 VLCC Market

Summary
2015 2016 +/- this year
Voyage Earnings®
AG-West $68,365 $46,462 -32%
AG-Far East $61,646 $39,880 -35%
WAF-China $63,508 $43,302 -32%
Revenue (per day)*
Avg.Spot Eamings (modem) $64,846 $43,116 -34%
1 Yr TC Rate (modem) $48433  $40450  -16%
2015  Sep-16 +/- this year
Asset Values ($m)*
NB Price (320k dwt) $935 $86.0 -8%
5-year-old D/H (310k dwt) $80.0 $62.0 -23%
Tonnage Supply (m.dwt)*
Fleet 200.3 208.5 4%
Orderbook 418 379 -9%
2015 2016  +/- this year
Fleet Trends (no. vessels)”
Deliveries 20 27 103%
Demolition 2 0 -100%
Contracting 72 14 71%
Secondhand Sales 40 15 -44%
“Fuf yeariytd average *As at end yearistart month.
*Total & yoar/ytd, % «/- based on annualsed figures.
2.1.2 Suezmax Market
Summary
2015 2016  +/- this year
Voyage Earnings*
W_Alfrica-Med. $42840 $25,133 41%
Gulf-WC India $40,205 $23,043 -43%
Revenue (per day)*
Avg.Spot Eamings (modern) $46,713 $27,668 -41%
1 year TC Rate (modermn) $35,875 $30,021 -16%
2015  Sep-16 +/- this year
Asset Values (Sm)*
NB Price $63.00 $56.00 “11%
S5-year-old D/H $60.00 $45.00 -25%
10-year-old DH $42.00 $32.50 -23%
Tonnage Supply (m.dwt)*
Fleet 75.1 76.8 2%
Orderbook 179 146 -18%
2015 2016  +/- this year
Fleet Changes”
Deliveries 1" 12 64%
Demoilition 0 1
Contracting 57 2 -95%
Secondhand Sales 38 10 -61%

“Ful yoarlytd average. *As af end yearistart month.
“Total i yeariytd, % +/- based on annualised figures.

138




2.1.3 Aframax Market

Summary

2015 2016  +/- this year
Voyage Earnings*
Baltic-UKC $44990 S27.17M -40%
Med-Med $36,530 | $22,090 -40%
UKC-UKC $39,729 | $25.219 -37%
Caribs-USGulf $36,522 $20.428 -44%
Revenue (per day)*
Avg.Spot Earnings (modem)  $37,977  $23,756 -37%
1 Yr TC Rate (modern) $26,712 $23789  -11%

2015  Sep-16 +/- this year
Asset Values (Sm)*
NB Price $52.00 $46.00 -12%
5-year-old $46.00 $33.00 -28%
10-year-old $31.00  $21.00 -32%
Tonnage Supply (m.dwt)*
Crude Aframax Fleet 67.7 69.1 2%
Crude Aframax Orderbook 1.7 102 -13%

2015 2016  +/- this year
Fleet Changes (Crude Tankers)"
Deliveries 4 15 463%
Demolition 3 4 100%
Contracting 66 4 91%
Secondhand Sales 21 16 14%

Full yoarlytd @vivage. ~As &l end yedristart month.
*Total Al yoariytd, % «/- based on annualsed figures.

2.1.4 Product Tanker Market

Summary

2015 2016  +/- this year
Voyage Earnings®
AG-Japan (Clean - 55,0001) $24 847 815483 -38%
UKC-USAC (Clean - 37,000t) $19,276 $12,038 -38%
USG-ECSA (Clean - 38,000t) $24,416 $16.544 -32%
Revenue (per day)*
Avg.Spot Earnings (Clean) $21,535 $12,802 -41%
1 Yr TC Rate, MR (47k dwt) $17,769 $16,404 -8%

2015  Sep-16 +/- this year

Asset Values (Sm)*

5-year-old LR2 (115k dwt) $4850 $3550 -27%

NB Price, MR (51k dwt) $3550 $3325 -6%

5-year-old MR (47k dwt) $29.00 $23.00 -21%

Tonnage Supply (m.dwt)*

Fleet 1432 1496 4%

Orderbook 264 200 -24%
2015 2016  +/- this year

Fleet Changes"

Deliveries 151 114 13%

Demolition 26 16 -8%

Contracting 195 12 -91%

Secondhand Sales 115 59 -23%

‘Ful yoariytd average. *As at end yoar/start month.

*Total ffl yoariyxd, % +/- based on annualised figures.

Iinciudes product tankers > 10,000 dwt (&l costed non-IMO tankers, af IMO 3 lankers.
af (MO 2 tankers 25k dwt and above which have an average tank size >3.000cHm,
or, where average tank soe unkown, no. of tankers <16 (25-40k dwt), <18 (40-55k
dwl), <30 (55-85k awt), and lankers of unknown IMO grade 25k dwt and above and
of uncoated tankers Dalow B0k dwt, biding tankers with any fess sheal tarks
and specislised tankers ).
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2.1.5 Chemical Tanker Market

Summary
2015
Freight Rates ($ per tonne)*
5,000t Rott - Far East $84.84
5,000t Houston - Far East $63.06
1 Yr T/C Rates (S/day)*
13,000 dwt IMO 1l $10,146
19,999 dwt Stainless Steel $15,233
2015
Asset Values ($m)*
5-year-old (13,000 dwt IMO II) 140
S-year-old (19,999 awt S/S) 270
Tonnage Supply (m. dwt)*
Fleet 404
Orderbook 6.8
2015
Fleet Developments*
Delveries 85
Demolition 1
Contracting 114
Secondhand Sales 122

“Full yoarfyid average *As of end pesr/start month
*Tote' lul peariytd, % +/- Dased on arnuslsed igures
Chomical tanker fioet includes IMO | tankers, IMO 2 tankers nof moeting product
tanker criteri, tankers of an unknown IMO grade bolbw 25,000 dw! and tankers wih
Starvass steae/ tanks NOf dasgnated &s specaaised tankers

2016

$81.91
§73.34

§11,188
$15,894
Sep-16

140
263

+/- this year

3%
16%

10%
4%
+/- this year

0%
3%
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