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Financial Summary

2009 2010
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Daily time charter
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Revenue and 
Net Profit

Segment Net Profit

Handysize:
Revenue Days,
Daily TCE & Vessel
Operating Costs

YOY 2010 2009 2008

% change US$ Million US$ Million US$ Million
      

Results

Revenue 33.5% 1,268.5 950.5 1,690.9

Gross profit 4.3% 159.3 152.8 358.6

Finance costs, net 14.3% (31.2) (27.3) (22.1)

Underlying profit 3.5% 119.8 115.8 320.7

Net profit attributable to shareholders (5.4%) 104.3 110.3 409.1

Balance Sheet

Total assets 3.5% 2,555.4 2,469.9 2,330.5

Net (borrowings)/cash # (156.0) 229.1 175.9

Shareholders’ equity 6.1% 1,544.9 1,455.6 1,218.7

Cash and deposits # (36.4%) 703.4 1,105.7 1,023.7

Capital commitments 37.6% 426.9 310.3 445.8

Cash Flows

Operating 198.6 145.3 459.1

Investing (462.2) (177.8) (244.5)

Financing (96.5) 55.7 110.8

Change in cash (360.1) 23.3 325.3

      

Per Share Data HK cents HK cents HK cents

Basic EPS (8.7%) 42 46 189

Dividends (6.5%) 21.5 23 76

Operating cash flows 32.8% 81 61 212

Net book value 6.2% 621 585 543

Share price at year end (8.2%) 517 563 352

Market capitalisation at year end HK$10.0bn HK$10.9bn HK$6.2bn

      

Ratios

Net profit % 8% 12% 24%

Eligible profit payout ratio 51% 51% 57%

Return on average assets 4% 5% 21%

Return on average equity 7% 8% 35%

Total shareholders’ return (5%) 62% (60%)

Net (borrowings)/cash to book value of 

property, plant and equipment

(10%) 23% 22%

Net (borrowings)/cash to shareholders’ equity (10%) 16% 14%

Interest coverage 4.3X 5.1X 10.4X

# analysed on page 34 of the Financial Review
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Chairman’s Statement

Overview

Our cornerstone dry bulk business benefitted from 

a good start for the handysize and handymax 

markets in early 2010. Despite a much weaker 

second half of the year, average handysize spot 

rates in 2010 increased significantly, once again 

outperforming other dry bulk segments relative to 

their average earnings in 2009. We consider 2010 

to have been a relatively strong year for our dry bulk 

operation notwithstanding the exceptional market 

of 2007 and 2008.

Even so,  and desp i te  some encourag ing 

developments in our other core markets, 2010 was 

not a fully satisfactory year for Pacific Basin overall. 

Furthermore, many of the negative influences on 

the dry bulk, energy and infrastructure, and RoRo 

markets remain present as we progress further into 

2011.

Pacific Basin produced net profits of US$104 

million in 2010 (2009: US$110 million), basic 

earnings per share of HK$0.42, and a return on 

average shareholders’ equity of 7%. Operating 

cash flow increased strongly to US$199 million 

(2009: US$145 million).

Our underlying profit for the year was US$120 

million before the impact of unrealised non-

cash adjustments and the scaling down of two 

investments. This represented a 3% improvement 

over our underlying profit of US$116 million in 

2009.

As at 31 December 2010, we had cash and 

deposits of US$703 million. We returned to a net 

borrowing position of US$156 million following 

payments relating to ship acquisitions, including 

new dry bulk commitments made since embarking 

on our fleet expansion efforts in December 2009. 

After eight dry bulk vessel deliveries in 2010, 

‘Champion Bay’ departing from the Port of Longview, Washington State
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our current remaining vessel capital expenditure 

obligations amount to US$411 million payable 

between 2011 and 2014 in respect of 20 ships. We 

continue our strategy of directing new investment 

predominantly towards our dry bulk activity and, 

considering our current capital commitments and 

cash position, still have substantial buying power 

on our balance sheet.

Pacific Basin Dry Bulk

The handysize and handymax bulk carrier markets 

got off to a good start in 2010 with strong 

commodity transport demand generally keeping 

pace with fleet growth in the first half of the year. 

As we anticipated, rates weakened over the 

second half, although sliding lower and for longer 

than we expected following a series of exceptional 

circumstances. Even so, looking at 2010 as a 

whole, handysize and handymax average spot 

rates increased 45% and 30% respectively year 

on year. This increase was not fully reflected in our 

earnings due to the lower value of our cargo book 

coming into 2010 which no longer benefitted from 

higher rate cover that we had secured ahead of the 

financial crisis.

Buoyancy early in the year was largely due to 

strong growth in minor bulk commodity demand 

from China and other emerging economies, a 

normalisation of demand in OECD countries 

leading to restocking and, in turn, reduced 

availability of foreign raw materials supply causing 

China to source from its domestic resources thus 

increasing Chinese coastal bulk transportation.

Weakness in the second half was initially triggered 

by seasonally reduced activity in the middle of the 

year followed by a fall in Chinese commodities 

imports due to government policy moves related 

to energy consumption targets, reduced margins 

for steel producers and a normalisation of inventory 

management – all at a time of unprecedented dry 

bulk fleet expansion especially in the larger bulk 

carrier segments. The depressed market at the end 

of the year has since been exacerbated by severe 

flooding in Australia, Brazil and Colombia – all 

major raw materials exporters – and consequently 

the seasonal upswing that we expected to see 

from November 2010 and into early 2011 did not 

materialise. The market continued to fall further 

resulting in early February 2011 seeing the lowest 

rates since the dysfunctional start to 2009.

The strategic focus of our Pacific Basin Dry Bulk 

division in 2010 remained trained on the continued 

expansion of our fleet of handysize and handymax 

ships at reasonable cost. Since reviving our fleet 

expansion activity in December 2009, we have 

purchased 22 vessels and chartered in on a long 

term basis another ten, of which only eight had 

delivered and partly contributed to our earnings in 

2010. Our new acquisitions included six 35,000 

dwt ships of enhanced, fuel-efficient design that 

we contracted with Jiangmen Nanyang Ship 

Engineering (“JNS”) in China, as well as five 58,100 

dwt ships from Tsuneishi Group’s Chinese yard, all 

delivering between mid-2012 and the end of 2013.

By mid-2010, ship values had increased strongly 

to US$28 million for a benchmark five year old 

handysize vessel, though they have since fallen 

to US$25 million in the wake of the recent freight 

market slump. This still represents an improvement 

of approximately 14% since the end of 2009 

and, whilst last year’s significant increase in 

asset values has now diminished, we expect the 

current downward pressure on values to generate 

interesting vessel acquisition opportunities during 

2011.

Our cargo volumes increased 9% in 2010 with 

significant growth in the carriage of minor bulks and 

soft commodities offsetting a reduction in coal and 

ore volumes. Contracts performed as expected 

with again no counterparty defaults reflecting 

the strength of our customers and our minimal 

exposure to long term outward time charters – a 

valuable advantage at a time when the survival of 

some dry bulk operators may be in question.

In line with our policy to secure future earnings to 

provide a degree of protection if demand proves 

unable to absorb significant fleet growth, we have 

locked in forward cargo cover of 56% for our 

expanded handysize and handymax fleet as at 17 

February 2011.

PB Energy & Infrastructure Services

The towage and infrastructure services markets 

in Australia and the Middle East continued to be 

adversely affected by difficult conditions following 

the global economic crisis. The offshore charter 

market in Australia remained weak until late in 

2010 because of project deferrals due to pre-

election politics, and financial and environmental 

considerations. This was compounded by surplus 

supply of offshore support vessels caused by 

recent new vessel deliveries. Our FBSL joint 

venture endured continuing diff icult market 

conditions resulting in the need to scale down the 
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business and make a sizeable impairment of this 

investment. On a more positive note, PB Towage’s 

Australian offshore logistics operations continued 

to perform well, and our Australian harbour towage 

business increased its market share on the back 

of new contracts and has benefitted from strong 

commodity exports mainly to China. In 2010, 

we took delivery of seven harbour tugs and two 

offshore support tugs, which brings our total PB 

Towage fleet to 42 vessels, with currently no more 

to deliver.

PB RoRo

The RoRo market continued to suffer in 2010 with 

only slow and fragile recovery in the sector’s core 

European economy proving insufficient to spur 

RoRo operators to charter additional vessels at a 

time of relatively significant new ship deliveries. Our 

first RoRo vessel continued to trade successfully 

in the North Sea and we took delivery later in the 

year of two Hyundai Mipo newbuildings. These are 

now deployed in the new Nafta Gulf Bridge RoRo 

service between Veracruz and Mobile, a start-up 

in which we invested in December, which offers 

shippers of trailers a faster, safer and more reliable 

route between the Eastern United States and 

Southern Mexico. Earlier in the year, we expanded 

our specialist ship management joint venture in the 

United Kingdom to include a significant commercial 

management function in order to enhance our 

RoRo marketing capability. Our remaining three 

newbuildings are scheduled to deliver from Odense 

Steel Shipyard over 2011 and, with employment 

secured for four of our vessels, we are actively 

engaged in developing employment for the last 

two.

Financing

On 12 April 2010 we issued US$230 million of 

new convertible bonds (due in 2016) with a 1.75% 

coupon to refinance the majority of our 3.3% 

coupon original convertible bonds (due in 2013) 

amounting to US$314 million as at 31 December 

2009. Over the full year we repurchased US$209 

million of the original 2013 convertible bonds at or 

below face value. The remaining US$105 million 

of the original 2013 convertible bonds will have 

been redeemed and cancelled by 4 March 2011 

following the exercise of put options by investors 

and call options by the Company.

Fleet Development

As at 25 February 2011, the Group’s fleet 

( including newbuildings) numbered 184 

vessels comprising 136 dry bulk ships, 41 tugs 

and barges, one bunker tanker and six RoRos. 

We await the delivery of 23 owned or long term 

chartered bulk carriers and three RoRos in 

2011 to 2014.

Dividend

The Board has recommended a final dividend 

of HK 16.5 cents per share bringing the total 

for 2010 to HK 21.5 cents per share (2009: HK 

23 cents), representing a payout ratio of 51% 

of profits excluding disposal gains.

Outlook

2011 started poorly for the dry bulk market 

with the Baltic Dry Index (“BDI”) in early 

February at its lowest level since January 2009. 

We anticipate a stronger second quarter due 

to a recovery in flood-affected Brazilian and 

Australian exports and the onset of the South 

American peak grain export season. However, 

we anticipate that the market for our dry bulk 

ships in 2011 will be weaker than in 2010 as 

positive forces such as recovery from regional 

export disruptions and increased scrapping 

are ultimately overshadowed by continued 

significant newbuilding deliveries during the 

year. Even so, we still expect to benefit from 

our core fleet’s competitive breakeven costs 

which for 2011 are currently lower than they 

were last year.

We remain encouraged by prospects for the 

minor bulk segments in the longer term on the 

back of expected measurable improvement 

in the supply/demand balance. This positive 

outlook is based on our customers’ optimism 

about their own shipping needs, and our 

expectations of increased scrapping and the 

unblocking of commodity supply bottlenecks 

through new infrastructure investment allowing 

dry bulk transportation demand to catch up 

with much expanded supply.
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Encouraged by the improved market conditions, 

ship owners ordered 130% more new dry bulk 

capacity in 2010 than in 2009 and, as at 1 February 

2011, the orderbook for handysize vessels stood at 

39% as compared with 50% for the total dry bulk 

fleet and 55% for capesize vessels.

Whilst we believe yard deliveries are unlikely to 

accelerate from current levels, 2011 will again 

be difficult with 137 million dwt of new dry bulk 

capacity scheduled to deliver this year, before 

considering the potential delivery shortfall which 

we expect will be approximately 30-40%. Such 

shortfall or delays in deliveries are more likely 

to benefit the handysize segment as smaller, 

newer yards face greater financial difficulty than 

well established, larger yards which are generally 

engaged in the more profitable construction of 

larger ships.

Most burdened by the orderbook are major bulk 

vessels for which the outlook is bleak throughout 

2011 and into 2012. The less onerous orderbook 

Handysize & Handymax Definitions

With some of the newest handysize log/bulkers 

and supramax vessels designed to carry over 

35,000 and 60,000 tons of cargo respectively, 

we now show data based on handysize vessels 

of 25,000-40,000 dwt and handymax vessels 

of 40,000-65,000 dwt.

5 Year Old 
28,000 Dwt 
Handysize Vessel 
Values

Source: Clarksons

03 04 05 06 07 08

60

50

40

30

20

09 10 11

US$ Million

10

Feb 2011: 
US$25 million

for minor bulk ships – handysize in particular – 

combined with the segment’s older age profile 

and diverse range of cargoes, leads us to expect 

handysize vessels to fare better than other dry bulk 

segments over the longer term, with a challenging 

outlook for 2011 giving way to an improved 

demand/supply balance in 2012.

Driven by the relatively strong freight market of 

the first half of 2010, ship values surged to US$28 

million in June before softening over the remainder 

of the year. Clarksons currently estimates the value 

of a benchmark five year old handysize at US$25 

million, albeit based on little recent transaction 

volume. This still represents an improvement of 

22% since values bottomed out in mid-2009, 

and 14% since we revived our fleet expansion 

in December 2009. Whilst last year’s significant 

increase in asset values has now been partly 

eradicated, we expect the current downward 

pressure on values to generate interesting 

opportunities for vessel acquisitions during 2011.

1  PB’s technical staff ensure high quality technical operations and manning

2  ‘Tiwai Point’ commences her first laden voyage carrying sugar from Bundaberg, Australia to Auckland, New Zealand

3  Logs being loaded

1

32
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Pacific Basin Dry Bulk Cargo Volumes 2010
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Business Review

Our cornerstone Pacific Basin Dry Bulk division 

continues to operate one of the world’s largest 

and most modern fleets of uniform handysize and 

handymax ships which we deploy under contracts 

of affreightment (“COAs”), spot market fixtures 

and, occasionally, period time charters to meet our 

customers’ transportation needs.

Pacific Basin Dry Bulk generated a net profit of 

US$145 million (2009: US$138 million), return 

on net assets of 21% (2009: 29%) and strongly 

increased operating cash flow of US$199 million 

(2009: US$157 million) mainly reflecting a 16% 

increase in Pacific Basin’s average handysize daily 

earnings and a larger number of ships operated. 

These improved results were generated despite a 

38% decrease in the profitability of our handymax 

activities due to the increased cost of short term 

chartered in ships and a corresponding reduction 

in profit margins, offset by a less significant increase 

in revenue days.

Handysize Handymax

2010 2009 2010 2009

Average number of ships operated 80 72 34 31

Cargo volume (Million tonnes) 19.7 18.1 12.0 10.8

Net profit (US$) 136 million 124 million 9 million 14 million

Operating cash flow (US$) 187 million 140 million 12 million 17 million

Daily charter rates earned (US$) 16,750 14,500 22,570 19,490

Indices (US$ net, av. BHSI/BSI) 15,600 10,775 21,300 16,471

Daily vessel operating costs (US$) 11,970 9,690 21,690 18,120

Return on net assets 22% 28% 12% 64%

We operated an average of 114 dry bulk 

ships during the year (2009: 103 ships) and 

have added 22 purchased ships and ten long 

term chartered ships to our core dry bulk 

fleet since reviving our fleet expansion activity 

in December 2009. These new acquisitions 

include six 35,000 dwt ships of enhanced, fuel-

efficient design that, as previously announced, 

we contracted with JNS shipyard in China, as 

well as five 58,100 dwt ships from Tsuneishi 

Group’s Zhoushan yard also in China.

Our cargo contracts performed as expected in 

2010 with no counterparty defaults, reflecting 

the strength of our counterparties and minimal 

exposure we have to long term outward time 

charters.

1  ‘Esperance Bay’ in Japan

2  Steel loading on ‘Kaiti Hill’ 
in Bayuquan, China 

3  Potash loading in Vancouver

4  Hull cleaning after discharging 
cement clinker in Hawaii

1

3

2

4
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Our cargo volumes increased 9% in 2010. While 

we carried less ore and coal than in 2009, thus 

further disconnecting us from larger bulk carrier 

segments, we carried significantly more minor 

bulks and soft commodities. In particular, we 

transported:

■ 50% more logs from New Zealand, the United 

States and Canada on increased Chinese 

demand for seaborne log imports at the 

expense of logs imported from Russia by land;

■ 80% more copper concentrates from South 

America and Indonesia to North Asia;

■ 40% more grain and agriculture products with 

a growing proportion destined for China;

■ 20% more fertilisers;

■ 34% more minor bulks into the United States; 

and

■ more cargoes out of China and more into 

South America and the United States, 

complementing our traditional front-haul cargo 

volumes thereby increasing the utilisation of our 

fleet.

We have commenced an internal project to review 

our systems and business processes with a view to 

upgrading our business software and streamlining 

the way we work. We intend to implement these 

changes within 2011, which will give us an 

appropriately advanced platform to support Pacific 

Basin’s continued future growth.

Our in-house technical operations team provided 

the highest quality of maintenance and crewing of 

our ships, meeting or exceeding the most stringent 

regulatory requirements with minimal off-hire 

averaging 1.6 days per vessel. The team had an 

exemplary external inspection record, excelling in 

areas of safety, care of cargo and the environment, 

thus underpinning the world-class service we 

provide to our customers.

In line with our strategy to secure forward cargo 

cover, we have covered 56% of our 2011 

contracted combined dry bulk ship revenue 

days, and we currently expect the majority of 

our uncovered 2011 revenue days will generate 

revenue from the spot market. We are also focused 

on building our forward cargo book for 2012 and 

beyond.

Handysize Handymax

Unit FY 2010 FY 2011 FY 2010 FY 2011

Vessel Activity Summary

(as at 17 February 2011)
Cargo Commitments

Revenue days days 29,070 10,960* 11,450 4,330

Net paper contracts days – (90) – (120)

Equivalent revenue days days 29,070 10,870 11,450 4,210

Daily TCE US$ 16,750 13,340 22,570 15,820

Ship Commitments

Revenue days days 29,070 22,950 11,450 4,940

Net Position

Cargo as % of ship commitments % 100% 47%** 100% 85%
FFA Activity Summary

FFA paper sold days 1,590 330 3,530 840

FFA paper bought days (225) (450) (3,600) (990)

Net realised paper exposure days (1,365) 30 70 30

Net FFA paper sold/(bought) days – (90) – (120)

* Includes 1,010 revenue days from vessels chartered in on an index-linked basis

** By comparison, as at this time last year (22 February 2010), we had covered 59% of our contracted 22,630 

handysize revenue days in 2010 at US$14,290 per day net
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Outlook

We expect the following market-related factors to be amongst the most influential drivers of the dry bulk sector in 2011:

We anticipate seeing a number of positive forces come into play in 2011, though the single 

most influential factor is likely to again be the high level of newbuilding deliveries throughout 

the year. We expect dry bulk to benefit from a stronger second quarter as demand improves 

on the recovery in flood-affected Brazilian and Australian exports and the onset of the South 

American peak grain export season, and as the annual rush of new ship deliveries at the start 

of the year eases. Nevertheless, we anticipate that 2011 will be weaker than 2010. Even so, 

we still expect to benefit from our core fleet’s competitive breakeven costs which for 2011 are 

currently lower than they were last year.

Despite our dampened view for the year, we remain encouraged by prospects for the minor 

bulk segments in the longer term with a measurably improved supply/demand balance 

expected in 2012 and beyond. This positive long term outlook is based on our customers’ 

optimism about their own shipping needs, and our expectations of increased scrapping 

and the unblocking of commodity supply bottlenecks through new infrastructure investment 

allowing dry bulk transportation demand to catch up with much expanded supply.

Our recent fleet expansion activities have favoured the acquisition of newbuilding vessels 

most of which are scheduled to deliver from late 2012 onwards, which fits well with our 

expectations for a much healthier market in the longer term. Strategically, therefore, our focus 

remains substantially unchanged: we will continue to evaluate acquisition and inward charter 

opportunities with a view to further expanding our dry bulk fleet whilst mindful of maintaining 

our competitive breakeven cost. We also aim to build our forward cargo book for 2012 and 

beyond whilst employing the majority of our uncovered 2011 capacity in the spot market.

Positive Factors Negative Factors

■ China’s continued dependence on imported minor 

bulks from further afield, exacerbating trade 

imbalance and inefficient utilisation of shipping 

capacity

■ Strong growth in developing countries resulting in 

increased construction and greater steel and raw 

materials demand

■ Increased restocking and trading inefficiencies in 

the aftermath of Brazil and Queensland floods, and 

harsh northern hemisphere winter driving demand for 

commodities such as coal and salt

■ Tougher times for shipbuilding (due to higher steel 

cost, weaker US Dollar, poorer shipping market and 

reduced bank lending and ship ordering) may lead 

to slippage in 2011 deliveries as yards decelerate 

production

■ Increased scrapping of older capacity due to the 

significant dry bulk capacity over 25 years old

■ Generally increased congestion due to recent dry bulk 

fleet expansion overshadowing global port capacity 

growth

■ Increasing fuel prices impacting on operating speeds 

and utilisation efficiency

■ Continued excessive newbuilding deliveries

■ Dry bulk shipping demand stifled by shortfall in mining 

capacity and other commodity supply bottlenecks

■ High commodity prices leading to reduced speculative 

buying for stock building

■ Higher iron ore price favours Chinese switch to domestic 

production in lieu of import

■ Wet weather and flooding in Australia, Brazil and 

Colombia to impact first half 2011 exports

‘Taihua Star’ loading logs in New Zealand
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Our Business Model: Differentiating Pacific Basin from the BDI

Much of what separates Pacific Basin’s performance from that of the broader dry bulk market 

(as approximately tracked in the BDI) comes down to the increasingly differentiated demand and 

supply characteristics of the smaller dry bulk ship segments in which we are engaged, combined 

with our choice of business model for our fleet.

The markets for larger and smaller bulk carriers have become less correlated in recent years 

as capesize and handysize spot rates track each other less closely. Notwithstanding the effect 

of broader market sentiment, we expect this partial decoupling to persist with handysize and 

handymax vessels performing better than other dry bulk segments. There are several reasons for 

this. Handysize and handymax segments benefit from:

■ smaller newbuilding orderbooks and therefore less pressure from new ship supply

■ older global fleet age profiles resulting in earlier removal of capacity through scrapping

■ a diverse range of commodities carried and trade patterns, largely eliminating exposure to the 

demand-side vagaries of seaborne trade in iron ore and coal (in practice the only commodities 

that can be carried by capesize bulk carriers)

■ greater access to many more ports which can only accommodate smaller vessels

■ growing global minor bulk trade imbalances as China and other emerging economies assume 

a greater share of commodity imports from increasingly distant sources, leading to:

■ growth in tonne-mile demand for minor bulks; and

■ significantly reduced global fleet utilisation

In all but the last point, the opposite is true of the capesize and, to a lesser extent, panamax 

segments which together are the main drivers of the BDI, and it is for these reasons that average 

handysize spot rates in 2010 increased 45% year on year when average capesize rates fell 22%.

Our business model seeks to leverage on all these beneficial segment attributes, in particular the 

smaller dry bulk segments’ access to more diverse trades, through four broad characteristics:

■ The scale of our fleet and interchangeable nature of our ships, combined with our significant 

book of complementary contract cargoes, allows us to optimise our scheduling. This helps 

us provide our customers with a competitive and reliable service while maximising our fleet’s 

utilisation and earnings capability by reducing ballast legs. The reliability of our service is 

enhanced by the fact that we are ship owners as well as operators, with a comprehensive, in-

house technical operations capability that allows us to assure the quality of our owned and 

finance-leased ships and their crew.

■ Our global network of offices places us close to our customers around the world, ensuring 

first-rate, local and personal customer service, maximised market intelligence, and a clear 

understanding of our customers’ needs.

■ Our customer focus facilitates strong relationships with over 200 mainly industrial commodity 

producers and end-users, and broad access to both spot cargoes and longer term cargo 

contract opportunities. This has enabled us to build a substantial portfolio of cargo contracts 

which affords our customers reliable and competitive long term freight cover whilst securing 

protracted employment cover and increased earnings stability for ourselves.

■ Our corporate profile allows us to engage closely with good partners and stakeholders, 

including customers, ship owners, shipyards, suppliers and some of the best talent in our 

industry. Our strong balance sheet, reputation and performance track record set us apart as a 

preferred counterparty for our cargo customers and tonnage providers and afford us access 

to excellent business opportunities.
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PB Energy & Infrastructure 
Services

Market & Business Review

The PB Energy & Infrastructure Services division 

generated a net profit in 2010 of US$4.9 million 

(2009: US$8.2 million), a return on net assets of 

2% and an operating cash flow of US$22.6 million 

(2009: US$11.6 million).

■ PB Towage made a net profit in 2010 of 

US$1.0 million (2009: US$1.0 million)

■ Fujairah Bulk Shipping L.L.C. (“FBSL”), our 

joint venture with the Government of Fujairah, 

contributed a profit of US$2.9 million (2009: 

US$6.3 million) to Pacific Basin’s results, 

before making a US$19 million impairment

The difficult market conditions of 2009 continued in 

2010 with businesses engaged in the infrastructure 

and offshore support and harbour towage sectors 

adversely affected by fall out from the global 

economic crisis.

Offshore Towage and Infrastructure Support 

Services

The offshore charter market remained weak 

until late in 2010 due to sluggish growth in oil 

production and limited investment in oil and 

gas exploration globally, including in our main 

market in Australia where pre-election politics 

and environmental issues caused several energy 

projects to be deferred. The market was also 

affected by a surplus supply of offshore support 

vessels following recent excessive newbuilding 

deliveries. Similarly, protracted difficult economic 

conditions in the Middle East were not able to 

support the revival in infrastructure projects that 

had been expected to commence in the region last 

year.

In such market conditions, it is gratifying that PB 

Towage’s Australian offshore logistics operations 

continued to perform well despite the deferral 

of Australian projects negatively impacting the 

utilisation of some of our assets. Towards the end 

of the year, we secured a contract to transport 

aggregates for the Queensland Curtis LNG project 

at Gladstone for which shipments commenced 

in February 2011, and we have tendered for a 

number of further projects expected to take place 

this year. PB Towage’s utilisation levels in the 

Middle East increased on the back of a slight pick-

up in oil and gas sector activity, though excess 

supply has kept charter rates depressed in the 

region.

With most of our towage businesses in and 

around Australia, we relocated the head office of 

PB Towage from Hong Kong to Perth last year in 

order to consolidate the company’s management 

activities closer to its main operations.

Harbour Towage
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Our FBSL joint venture did well last year to stay 

ahead of schedule on the Northern Project which  

is drawing to a close. Unfortunately, however, 

protracted difficult economic conditions resulted in 

the need to scale down the business and make a 

US$19 million impairment.

PacMarine Services, our marine surveying and 

consultancy business, continued its expansion with 

the launch of new operations in South America 

and North East United States and the enlargement 

of regional teams in Asia, Europe and the Middle 

East. PacMarine now operates from 16 locations 

across four continents and continues to add major 

global oil groups to its customer base, reinforcing 

its position as the leading service provider in the 

marine services segment.

Harbour Towage

Container shipping to Australia improved in the 

second half of 2010 from a weak start to the year 

due to a combination of seasonal trends and a 

more general recovery, though the expanded 

container volumes are now increasingly satisfied by 

larger ships and fewer port calls.

Our Australian harbour towage business PB 

Towage Australia secured new contracts, most 

notably in the Port of Townsville, thus increasing 

its market share in Australia’s main ports. Towage 

activity in bulk ports benefitted from strong 

commodity exports mainly to China, and our entry 

into the bulk port towage sector with two exclusive 

licenses has helped to offset the difficulties of the 

more competitive container sector.

In 2010, we took delivery of seven harbour tugs 

and two offshore support tugs for the Gorgon 

Project. This brings our total PB Towage fleet to 

34 tugs, seven barges and one bunker tanker, with 

currently no further towage vessels on order or 

scheduled to deliver.
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Outlook

The following market-related factors are expected to have most influence on the towage and infrastructure 

services sectors during 2011:

We are encouraged by the improved outlook for 

PB Towage in 2011 mainly because of better  

prospects for our offshore towage business. 

However, due to the progress that still needs to be 

made in harbour towage and an expected negative 

contribution from our Middle East activities this 

year, our outlook for PB Energy & Infrastructure 

Services in 2011 remains less than satisfactory 

overall.

The flooding in Queensland caused some port 

closure resulting in temporary disruption to vessel 

calls in January, but normal operations were 

soon restored. As long as such flooding does not 

return to the region, we do not expect this recent 

weather-related phenomenon to have a significant 

impact on our 2011 performance.

We anticipate a measurable improvement in the 

Australian market where PB Towage is now better 

positioned to benefit from upcoming commercial 

opportunities, though we are mindful of the risk of 

further delays to project timelines and the threat 

of competition from Southeast Asian operators 

breaking in to the Australian market.

Our greater concern is with our second market 

in the Middle East where we expect to see only a 

marginal improvement for PB Towage in 2011. 

PacMarine is well placed to continue to consolidate 

its survey and consultancy services globally.

Positive Factors Negative Factors

■ Increasing oil and energy prices 

gradually leading to more offshore 

projects and related infrastructure 

development activities with potential 

s tar t -up in  2011,  espec ia l ly  in 

Australasia

■ Further economic recovery to sustain 

Australian trade growth thereby driving 

vessel movements in Australian ports

■ The shift to larger container ships will 

drive demand for more powerful harbour 

tugs of the types we operate, thus 

allowing PB Towage to increase its 

market share

■ Fol lowing the Dubai  debt  cr is is , 

resumption of  inf rastructure and 

offshore projects in the Middle East is 

more hesitant than it had appeared, 

resulting in continued weak demand for 

construction materials and aggregates

■ Excessive offshore fleet expansion 

impacting rates in the energy and 

o f f sho re  i n f ras t ruc tu re  marke ts 

especially in the Middle East

■ Some further delays to new project 

timelines

■ New competition from Southeast Asian 

operators targeting the Australian sector

Ceremony in the Port of Townsville PB tugs in operation in the Port of Townsville
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PB RoRo

Market & Business Review

The PB RoRo division generated a net loss of 

US$1.1 million (2009: profit of US$0.1million), a 

return on net assets of 0% and an operating cash 

flow of US$2.8 million.

The slow export- led recovery in the RoRo 

sector’s core European economy was and 

remains somewhat fragile due in part to slow 

economic recovery and negative growth in 

Ireland, Mediterranean countries and the Baltic 

States. In this context, overall freight demand 

has experienced some, albeit hesitant, growth 

but has not yet reached a level at which RoRo 

operators require additional tonnage, leaving 

charter demand for freight RoRo vessels still very 

weak and well below what we had expected a 

year ago. Newbuilding deliveries, particularly in 

the larger vessel sector in which we are invested, 

added to the freight market pressures of last year 

and, despite relatively high levels of scrapping over 

the past 12 months, further new ship deliveries are 

likely to result in continued surplus capacity in the 

established Northern Europe and Mediterranean 

trades for the balance of 2011. Time charter rates 

have therefore continued to weaken.

The Danske Bank European Freight Forwarding 

Index has consistently shown increased volumes 

since the start of 2010 and forecasts continued 

growth in freight over the next few months. 

However, the recovery in the number of trailers 

carried on the main North European RoRo 

routes has stalled in recent months and remains 

somewhat below pre-recession levels, with 

encouraging increases on some North European 

and North Sea routes offset by continued 

weakness in the Irish Sea and elsewhere.

World RoRo Fleet
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Outside the core European market, new trades 

have opened in the Eastern Mediterranean and the 

Americas. East Asia also offers great potential for 

the development of new RoRo services, although 

their introduction is expected to take some 

time and, initially, RoPax vessels with significant 

passenger capacity will likely be better suited to 

these emerging trades than pure freight RoRo 

ships.

On the supply side, 2010 saw the delivery of 

49,000 lane meters of new capacity into the market 

(amounting to 5.6% of the year-end fleet of vessels 

over 800 lane meters), but also a substantial level 

of scrapping with 106,900 lane meters of old 

capacity (approximately 12%) removed from the 

fleet. With some 43% of existing capacity already 

over 25 years old, there is good potential for further 

scrapping, while newbuildings on order continue to 

be limited. However, reflecting the trend towards 

use of larger vessels on mainstream trades, the 

orderbook is biased towards ships of more than 

3,000 lane meters of the type we own, and so the 

fleet in this segment is unlikely to start shrinking 

until 2012. Encouragingly, the very small number of 

vessels ordered in the last two years supports the 

case for a significant decline in fleet size thereafter.

Three of the six vessels in our newbuilding 

programme have now delivered. The “Humber 

Viking” continues to trade successfully between 

ports in Holland and the United Kingdom, her 

three-year time charter having transferred to 

leading ferry operator DFDS following their recent 

acquisition of Norfolk Line from the A.P. Moller-

Maersk Group. Our two Korean-built RoRo 

newbuildings del ivered from Hyundai Mipo 

shipyard in September and November.

In December, we invested in NGB Express Lines, 

a joint venture established to operate the new 

Nafta Gulf Bridge RoRo service between Veracruz 

in Mexico and Mobile, USA. This service offers 

shippers of trailers between the Eastern United 

States and Southern Mexico (including Mexico City 

and the surrounding area) substantial reductions 

in cost, reduced wear and tear on equipment 

and improved security of transit compared to 

the overland route through Northern Mexico and 

the land border with the United States. Our two 

recently delivered Korean-built ships are deployed 

in this service for up to four years at escalating 

charter rates. We recognise that developing 

this new trade will present many challenges for 

Pacific Basin and our partners, but we believe that 

initiating new services of this nature can create 

additional demand for RoRo shipping.

Our remaining three Odense newbuildings are 

scheduled to deliver over 2011, their previously 

announced 8-12 month deferrals having proved 

well justified in the context of the market weakness 

in 2010. Four of our vessels have now been 

employed and we are now actively engaged in 

developing employment for the remaining vessels 

but take a realistic view that rate levels, at least 

initially, will be poor.

All three of our delivered RoRo vessels are 

operating satisfactorily. Technical, marine and 

crewing operations as well as newbuilding 

supervision of our RoRo fleet are provided by our 

specialist ship management joint venture in the 

United Kingdom which, as previously reported, 

was expanded last year to include a significant 

commercial management capability comprising 

the combined ferry expertise of the joint venture 

partners. The joint venture is projected to control 

a substantial fleet of nine RoRo and six RoPax 

vessels, enabling us to meet operators’ frequent 

requirement for modern sister vessels trading in 

tandem.

PB RoRo’s goal remains to be a leading supplier 

of high quality, fuel efficient and operationally 

attractive freight RoRo capacity to major operators. 

We will also actively seek to create business in 

new regions outside the traditional European RoRo 

market and are confident that in the longer term, as 

demand recovers, this will prove to be a profitable 

strategy.
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Outlook

The following market-related factors are expected to have most influence on the large RoRo sector during 

2011:

We have been wrong on the timing of a marked 

and sustainable improvement in the RoRo 

market, and our rate levels and returns have 

been unsatisfactory. The charter market for RoRo 

vessels is expected to remain depressed resulting 

in a loss-making year for PB RoRo, despite 

ongoing marginal improvement in freight volumes 

for the sector.

Positive Factors Negative Factors

■ Global and especial ly European 

economic recovery is expected to 

support modest growth in trailer 

volumes and short-sea RoRo trades, 

driven by continued strengthening 

European exports

■ Scrapping wi l l  cont inue to erode 

the degree of overcapacity, and net 

contraction of the global fleet of large 

RoRos is expected to take effect from 

2012 following the delivery of most of the 

current orderbook

■ New RoRo routes will emerge in the 

Mediterranean, the Americas and East 

Asia, although these will generally take 

some years to come to fruition

■ A significant number of large RoRo 

newbuildings remain scheduled to 

deliver in 2011

■ RoRo operators in the core European 

market still have excess capacity and so 

are reluctant to charter new vessels

■ The medium term prospects of some 

European economies remain uncertain, 

given the continued sovereign debt crisis 

and the likely need for further cuts in 

government spending

However, we remain positive on the longer term 

prospects for our RoRo business, driven by 

tightening supply and the eventual recovery of 

European trades and the future development of 

new trades in the Mediterranean, the Americas 

and Asia. High earnings sensitivity which is 

characteristic of an illiquid market should give rise 

to a measurable rebound in rates when demand 

returns, and our high quality fleet of newbuildings 

is well placed to take advantage of this eventual 

market recovery.

‘Strait of Dover’ prior to sailing from Hyundai Mipo Shipyard in Korea
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Consolidated Group Performance

The key drivers that management focuses on to assess the performance of the Group’s businesses 

are: revenue growth; direct costs controls; segment net profit; underlying profit; profit attributable to 

shareholders; operating cash flow and return on average equity.

‘Esperance Bay’ at Bluff, New Zealand

US$ Million 2010 2009 Change
   

Revenue 1,268.5 950.5 +33%

Direct costs (1,109.2) (797.7) +39%
  

Gross profit 159.3 152.8 +4%

Segment net profit 146.3 141.9 +3%

Underlying profit 119.8 115.8 +3%

Profit attributable to shareholders 104.3 110.3 -5%

Operating cash inflow 198.6 145.3 +37%

Net profit margin  8% 12% -4%

Return on average equity employed  7% 8% -1%

2009 2010

1,268.5

12%

8%

Net profit %

Revenue

US$ Million

950.5

Group Revenue 
and Net Profit 
Margin

Management considers “underlying profit” to include segment results, treasury results and indirect general 

and administrative expenses. It excludes disposal gains and losses, impairment charges or their reversal, 

onerous contract provisions and the unrealised non-cash portion of results from derivative instruments 

relating to future reporting periods. The exclusion of items from underlying profit requires management 

judgement.

■ Revenue increased 33% mainly due to additional dry bulk vessels operated by the Group and an 

increase in daily charter rates of the dry bulk vessels.

■ Underlying profit was up mainly due to an increase in daily charter rates of the dry bulk vessels, 

balanced only in part by higher blended daily vessel operating costs.
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■ Profit attributable to shareholders was down mainly due to:

i) the unrealised derivative expense of US$12.4 million (2009: US$4.5 

million) which arose from a reduction in average oil prices for our 

forward bunker commitments; and

ii) the impairment on our investment in Fujairah Bulk Shipping of US$19.1 

million (2009: nil); offset by

iii) a partially balancing gain from the sale of some of the shares in Green 

Dragon Gas Limited of US$16.0 million (2009: nil).

■ Operating cash flow was US$198.6 million (2009: US$145.3 million). The 

Group used a net US$558.7 million (2009: US$122.1 million) of cash after 

funding capex and net debt flows, leaving the Group with US$703.5 million 

(2009: US$1,105.7 million) of cash and deposits.

Segment net profit and underlying profit can be reconciled to profit attributable to shareholders as 

follows:

US$ Million 2010 2009
  

Segment net profit 146.3 141.9

Treasury (18.5) (13.8)

Non direct general and administrative expenses (8.0) (12.3)
  

Underlying profit 119.8 115.8

Unrealised derivative expenses (note) (12.4) (4.5)

Impairment of Fujairah Bulk Shipping (19.1) –

Gain from sale of part of our holdings in Green Dragon Gas 16.0 –

Future onerous contracts – net provision write-back – 25.2

RoRo vessel impairment charges – (25.0)

Net dry bulk vessel disposal losses – (1.2)
  

Profit attributable to shareholders 104.3 110.3

Note: Details are set out in “Financial Instruments” section of this Financial Review.

Group Net Profit

2007 2008 2009 2010

334.7

0

100

200

300

400

500

259.3

112.8

137.4

149.8

(2.5)

472.1

409.1

104.3110.3

US$ Million

Disposal gains / (losses)

Net profit before disposal gains / (losses)

Segments Review

The Group derives its revenue primarily from the provision of shipping related 

services which are analysed by management under the three reporting 

segments of:

i) Pacific Basin Dry Bulk;

ii) PB Energy & Infrastructure Services; and

iii) PB RoRo.

Other non segment activities mainly comprise Treasury.

Pacific Basin Dry Bulk continues to dominate the Group’s activities. The 

following sections provide further analysis of the Group results and net assets.

Segment Net Profit and Net Assets
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Pacific Basin Dry Bulk Segment

Income

The Group’s dry bulk fleet generated US$1,169.4 million (2009: US$904.5 million) or 92.4% (2009: 92.4%) 

of total segment revenue.

The table below outlines the Pacific Basin Dry Bulk segment operating performance during the year, split 

between handysize and handymax vessels:

 1H10 2H10 2010 2009 Change
     

Handysize

 Revenue days 13,940 15,130 29,070 26,100 +11%

 Daily charter rates (US$) 16,840 16,670 16,750 14,500 +16%

 Daily vessel operating costs (US$) 11,750 12,170 11,970 9,690 +24%

 Segment net profit (US$ Million) 69.7 66.4 136.1 124.1 +10%

 Segment net assets (US$ Million) 528.1 619.1 619.1 450.2 +38%

 Return on net assets (annualised %) 26% 21% 22% 28% -6%

Handymax

 Revenue days 5,570 5,880 11,450 10,640 +8%

 Daily charter rates (US$) 23,680 21,520 22,570 19,490 +16%

 Daily vessel operating costs (US$) 22,050 21,350 21,690 18,120 +20%

 Segment net profit (US$ Million) 8.8 (0.0) 8.8 14.1 -38%

 Segment net assets (US$ Million) 54.9 71.0 71.0 22.0 +223%

 Return on net assets (annualised %) 32% 0% 12% 64% -52%

Note: The above handymax revenue days and daily rates exclude two vessels which are on long term charter 

at a daily rate of US$8,460 and for which the daily vessel cost is US$8,530.

Revenue and vessel days of our dry bulk vessels are analysed in the following table. The fleet of owned 

and finance leased vessels experienced average off-hire of 1.6 days (2009: 1.3 days) per vessel in the year 

ended 31 December 2010.

 2010 2009

 Owned &   Owned &

 Finance   Finance

 leased Chartered Total leased Chartered Total
      

Handysize

 Vessel days 13,320 15,980 29,300 11,230 15,010 26,240

 Drydocking (170) – (170) (100) – (100)

 Off-hire (60) – (60) (40) – (40)
      

 Revenue days 13,090 15,980 29,070 11,090 15,010 26,100

Handymax

 Vessel days 260 11,190 11,450 110 10,530 10,640

 Drydocking – – – – – –

 Off-hire – – – – – –
      

 Revenue days 260 11,190 11,450 110 10,530 10,640

Logs being loaded onto ‘Santiago 
Basin’ and ‘Port Phillip’ at Tauranga, 

New Zealand
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Direct Costs

The Group’s dry bulk fleet incurred US$593.0 million (2009: US$439.5 million) or 87.6% (2009: 87.3%) of 

total segment direct costs.

Breakdown of Direct Costs

US$ Million 2010 2009 Change
   

Charter-hire expenses for vessels 471.7 337.9 +40%

Vessel operating costs 54.0 45.5 +19%

Depreciation of vessels 39.9 30.6 +30%

Direct overheads 27.4 25.5 +7%
  

Total 593.0 439.5 +35%

■ Owned vessel operating costs include costs 

related to crew, spares, lubricating oil and 

insurance.

■ Increases in owned vessel operating costs and 

depreciation is mainly due to the increase in the 

average number of owned and finance leased 

vessels from 31 to 37.

■ Direct overheads represent shore based staff, 

office and related expenses directly attributable 

to the management of the Pacific Basin Dry 

Bulk segment.

The majority of the increase was represented by 

charter-hire expenses for vessels under operating 

leases which increased to US$471.7 million (2009: 

US$337.9 million), reflecting:

a) a 31.5% increase in the average daily charter 

rate of vessels chartered by the Group under 

operating leases; and

b) a 6.4% rise in the average number of vessel 

days chartered by the Group under operating 

leases.

Blended daily vessel operating costs for handysize 

increased 23.5% from last year mainly due to 

higher charter-hire costs of vessels sourced from 

the market. The equivalent daily cost for handymax 

increased 19.7% from last year for the same 

reason. Blended daily vessel operating costs 

include direct overheads and can be analysed 

between owned and chartered vessels as follows:
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PB Energy & Infrastructure Services Segment

The Group’s PB Energy & Infrastructure Services segment continues to seek growth opportunities in 

offshore and project supply, harbour towage and ship survey and inspection services.

US$ Million 2010 2009 Change
   

PB Towage

 (offshore and project supply and

 harbour towage services) 1.0 1.0 -

PacMarine Services

 (ship survey and inspection services) 1.0 0.9 +11%

Fujairah Bulk Shipping

 (rock aggregate production

 and transportation) 2.9 6.3 -54%
  

Segment net profit 4.9 8.2 -40%
  

Segment net assets 229.4 214.0 +7%

Return on net assets  2% 4% -2%

PB Towage’s results were affected by the 

reduction in liner port calls in the harbour towage 

sector compounded by fewer offshore and project 

supply jobs.

PacMarine Services’ results increased mainly due 

to the growth in the number of ship inspections.

Fujairah Bulk Shipping is a joint venture with the 

Government of Fujairah in the Middle East. Results 

were affected by the reduced volume of rock 

required by the reclamation project compared to 

2009 and continuing difficult market conditions. 

In early 2011, management of Fujairah Bulk 

Shipping decided to scale-down the operation 

upon completion of its land reclamation project. 

As a result, the Group has made an impairment 

on part of its investment in Fujairah Bulk Shipping 

amounting to US$19.1 million. The impairment has 

been excluded from the segment results as it did 

not relate to the underlying operations of Fujairah 

Bulk Shipping.

PB RoRo Segment

The Group’s first RoRo vessel began generating revenue from mid-September 2009. The second and third 

RoRo vessels were delivered to the Group in the fourth quarter of 2010 and have since been deployed in 

the new Nafta Gulf Bridge RoRo service between US Gulf and Mexico.

US$ Million 2010 2009 Change
   

Segment revenue 14.6 3.3 +342%

Segment operating costs (15.7) (3.2) +391%
  

Segment net (loss)/profit (1.1) 0.1
  

Segment net assets 384.4 192.1 +100%

Return on net assets  0% 0% -0%
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Other Income Statement Items

Other Income

Movements in the fair value and receipts from 

forward freight agreements amounted to US$29.8 

million (2009: US$55.0 million).

During the year, the Group sold 26% of its 

shareholdings in Green Dragon Gas Limited 

realising a gain of US$16.0 million.

Other Expenses

Movements in the fair value and payments for 

forward freight agreements amounted to US$36.6 

million (2009: US$80.7 million). Taking into account 

the movements in fair value and receipts of 

US$29.8 million included in other income above, 

the net movement in the fair value and payments 

for forward freight agreements resulted in an 

expense of US$6.8 million (2009: US$25.7 million).

The Group has made an impairment on part of its 

investment in Fujairah Bulk Shipping amounting 

to US$19.1 million due to the scaling down of its 

operations.

General and Administrative Expenses

The Group’s total administrative expenses of 

US$68.3 million (2009: US$64.8 million) were 

similar to last year after excluding unrealised 

expenses of US$4.9 million (2009: nil) arising 

mainly from the revaluation of Euros held by 

treasury. Total administrative expenses comprised 

direct overheads of US$55.3 mill ion (2009: 

US$52.5 million) and general and administrative 

expenses of US$13.0 million (2009: US$12.3 

million).

Share of Profits Less Losses of 

Jointly Controlled Entities

This represents the Group’s share of losses of 

US$0.5 million (2009: US$2.5 million) in Nanjing 

Longtan Tianyu Terminal Co. Ltd. In addition, 

there are jointly controlled entities included in the 

segment results for PB Energy & Infrastructure 

Services and PB RoRo.

Finance Income

Finance income of US$19.1 million (2009: US$11.4 

million) represents primarily US$18.1 million (2009: 

US$10.3 million) of interest income.

Administrative 
Expenses as a 
Percentage of 
Revenue

2009 2010

5.4%

6.8%

Proud crew and loyal colleagues
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Financing

Finance costs of US$50.3 million (2009: US$38.8 

million) can be analysed as follows:

■ The increase of US$3.0 million in interest on 

bank borrowings was primarily due to the 

increase in the average bank borrowings 

outstanding to US$374.2 mil l ion (2009: 

US$333.5 mill ion). Bank borrowings are 

subject to floating interest rates but the Group 

manages these exposures by way of interest 

rate swap contracts.

■ Finance charges of US$13.2 million (2009: 

US$14.2 million) represents interest payments 

on the Group’s f inance leased vessels. 

Aggregate current and long term finance lease 

liabilities at 31 December 2010 were US$184.5 

million. The fixed equal quarterly charter-hire 

payments are accounted for as a combination 

of repayments of finance lease liabilities on 

the balance sheet and finance charges in the 

income statement. Finance charges can be 

expressed as interest rates, fixed for the period 

of the leases.

■ In December 2007, the Group issued US$390 

million, 3.3% per annum coupon, guaranteed 

convertible bonds maturing in 2013, which 

were redeemable by bondholders in February 

2011. During the year, the Group repurchased 

convertible bonds with an aggregate face 

value of US$208.8 million, in addition to the 

repurchases made in 2008 and 2009 with 

face value of US$65.7 million and US$10.3 

million respectively. After these transactions, 

convert ible bonds with a face value of 

US$105.2 million remained outstanding at 

31 December 2010. As at the reporting date, 

certain bondholders have exercised the put 

option as stipulated in the convertible bonds 

agreement. Furthermore, the Group has 

exercised the option to redeem the remaining 

convertible bonds outstanding in whole at par 

value. As a result, all of the 2013 convertible 

bonds will have been redeemed in full in the 

first quarter of 2011.

■ In April 2010, the Group issued US$230 

million, 1.75% per annum coupon, guaranteed 

convertible bonds maturing in 2016. Part of the 

proceeds have been used to repurchase the 

convertible bonds maturing in 2013. The new 

bonds are convertible into ordinary shares of 

the Company at a current conversion price of 

HK$7.79. However, between 12 January 2011 

and 11 January 2014, conversion can only take 

place if the closing price of the Company’s 

shares is at least at a 20% premium for five 

consecutive trading days to the conversion 

price then in effect.

■ The increase of US$4.5 million in interest 

on convertible bonds was due to the higher 

outstanding amount of convertible bonds 

during the year.

Group Interest 
Coverage

2009 2010

5.1 x

4.3 x

Finance Costs By Segment

2009 2010

Pacific Basin Dry Bulk

PB Energy & Infrastructure Services

PB RoRo

Unrealised interest rate swap contract results

Treasury

14.2 13.2

24.8

3.0

2.6

0.8

30.7

50.3

38.8

0.8
2.0

US$ Million
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Finance Costs By Source

2009 2010

Other finance charges

Interest on convertible bonds 

Interest on bank loans

Interest on finance leases 

US$ Million

50

40

30

20

10

0 6.8 9.8

14.2 13.2

16.2 20.7

6.3

0.4 1.2

0.3
50.3

38.8

Net losses on interest rate swap contracts 
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Average Interest Rates on Borrowings

Bank loans
(before hedging)

Finance leases Convertible bonds
effective interest rate

2009

2010

1.9%

0%

2%

4%

6%

8%

6.8%

5.7%

2.4%

6.8%

5.3%

Tax

Shipping income from international trade is either 

not subject to or exempt from taxation according 

to the tax regulations prevailing in the countries in 

which the Group operates. Shipping income from 

towage and non-shipping income is subject to tax 

at prevailing rates in the countries in which these 

businesses operate.

Net Working Capital

0

200

400

600

800

1,000

1,200

2009 2010

549.6

1,029.5

US$ Million

Cash flow

The primary sources of liquidity comprised cash 

and deposits of US$703.5 million, principally 

denominated in US dollar, and unutilised bank 

borrowing facilities of US$302.1 million. The 

Group’s primary liquidity needs are to fund general 

working capital requirements (including lease and 

other short term financing commitments), fleet 

expansion and other capital expenditure. Dividends 

are funded from net cash generated from operating 

activities.

‘Diamond Harbour’ at Lyttelton, New Zealand
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During the year ended 31 December 2010, the Group recognised net derivative expenses of US$15.3 

million, as follows:

US$ Million Realised Unrealised 2010 2009

Income

 Forward freight agreements 20.6 9.2 29.8 55.0

 Bunker swap contracts 10.4 2.5 12.9 62.6

 Interest rate swap contracts – – – 3.0

 31.0 11.7 42.7 120.6

Expenses

 Forward freight agreements (24.0) (12.6) (36.6) (80.7)

 Bunker swap contracts (4.4) (10.7) (15.1) (16.9)

 Interest rate swap contracts (5.5) (0.8) (6.3) (4.2)

 (33.9) (24.1) (58.0) (101.8)

Net

 Forward freight agreements (3.4) (3.4) (6.8) (25.7)

 Bunker swap contracts 6.0 (8.2) (2.2) 45.7

 Interest rate swap contracts (5.5) (0.8) (6.3) (1.2)

 (2.9) (12.4) (15.3) 18.8

Presentation

in the Financial

Statements:

Revenue

Bunkers & port disbursements

Direct costs

Other income

Other expenses

Finance costs

Profi t for the year

Presentation

in the Segment

Information:

Revenue

Bunkers & port disbursements

Direct costs

Other income

Other expenses

Finance costs

Profi t for the year
■ Contracts to be settled in future 

years
■ Accounting reversal of earlier 

year contracts now completed
■ Not part of segment results

■ Cash settlement of contracts 
completed in the year

■ Included in segment results

The application of HKAS 39 “Financial Instruments Recognition and Measurement” has the effect of 

shifting to this year the estimated results of these derivative contracts that expire in future periods. In 2010 

this created a net unrealised non-cash expense of US$12.4 million. The cash flows of these contracts will 

occur in future reporting periods.

Financial Instruments

The Group is exposed to fluctuations in freight 

rates, bunker prices, interest rates and currency 

exchange rates. The Group manages these 

exposures by way of:

■ forward freight agreements (“FFA”);

■ bunker swap contracts;

■ interest rate swap contracts; and

■ forward foreign exchange contracts.

The treatment of these financial instruments in the 

financial statements depends on whether they 

qualify for hedge accounting.

Qualifying for hedge accounting

At 31 December 2010, the forward foreign 

exchange contracts and all except one of 

the interest rate swap contracts qualified as 

cash flow hedges. Accordingly, the change 

in the fair value of these instruments during 

the year was recognised directly in the 

hedging reserve.

Not qualifying for hedge accounting

Bunker swap contracts and forward freight 

agreements do not qualify for hedge 

accounting mainly because the contract 

periods, which are in calendar months, do 

not coincide with the periods of the physical 

contracts. The terms of one of the interest 

rate swap contracts also did not qualify for 

hedge accounting.
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Balance Sheet Segment Analysis

The following table seeks to connect the balance sheet segment disclosure information to the different 

elements of our business.

■ Vessels delivered & 
 under construction
■ Goodwill

■ Vessels delivered &
 under construction

■ Bunker tanker, N.Z.

■ Fujairah Bulk Shipping

■ Gold River

 Marine Terminal,

 Canada

Derivative
assets

US$ Million Total

Total assets 2,555.4

Includes:

 Property, plant 

  and equipment 1,518.6
 Interests in jointly
  controlled entities 56.1

 Investments in 

  associates 4.1

■ Derivative
liabilities

Finance
lease
liabilities

Specifi c
bank loans
for tugs
and barges

Specifi c
bank loans
for RoRos

Group general facilities includes:
■ Convertible bonds
■ Loans secured on dry bulk ships for 

future expansion

PBPB

PBPB

detacollanUrehtollA

US$ Million Total Dry Bulk EIS  PB RoRo segments Treasury Others

Total liabilities

Includes:

 Long term borrowings

■ Includes shares in

   Green Dragon Gas

■ Post Panamax

■ Properties

■ Longtan Tianyu

     Terminal

Group unallocated
cash

Dry Bulk EIS PB RoRo

rehtollA

segments Treasury

Unallocated

Others

978.5

828.7

–

–

291.4

223.6

26.4

3.4

443.7

429.1

0.6

0.7

153.6

37.2

29.6

–

679.9

–

–

–

8.3

1,010.5 288.4 62.0 59.2 6.4 575.8 18.7

859.5 184.5 45.0 54.7 – 575.3 –

–

(0.5)

–

■ ■ ■ 

■ 

■ 

Note: PB Dry Bulk : Pacific Basin Dry Bulk

 PB EIS : PB Energy & Infrastructure Services
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Borrowings

By Source 

US$ Million

2010

2009

23%

43%

369.0

21%

184.5

36%

34%

Bank loans

Finance lease liabilities

Convertible bonds

 199.4 

298.0 

 306.0 

379.2 

43%

By Currency 

US$ Million

89%

54.7

89%

765.1

5%
6%

United States dollars

Australian dollars

Danish Kroner

39.7

777.8

34.2

4%
7%

89%

64.6

2009

2010

5%

89%

6%

The indebtedness of the Group amounted to 

US$859.5 million (2009: US$876.6 million).

■ Bank borrowings (net of deferred loan 

arrangement fees) decreased as a result of 

repayments during the year. The Group’s 

bank borrowings were secured by mortgages 

over 32 vessels with a total net book value 

of US$493.6 million and an assignment of 

earnings and insurances in respect of these 

vessels.

■ Bank borrowings are in the functional currency 

of the business segment to which they relate.

■ Finance lease liabilities decreased following 

repayments during the year.

■ The  deb t  componen t  o f  the  Group ’s 

convertible bonds increased primarily as a 

result of the issuance of the new convertible 

bonds, partially offset by the repurchase and 

cancellation of a portion of the old convertible 

bonds during the year. As at the reporting 

date, the Group has received notices from 

certain holders of the 2013 convertible bonds 

to exercise the put option as stipulated in 

the 2013 convertible bonds agreement. 

Furthermore, the Group has exercised 

the option to redeem the remaining 2013 

convertible bonds outstanding in whole at 

par value, resulting in the bonds being fully 

redeemed in the first quarter of 2011.

By Maturity 

US$ Million

2009

57%

39%

35%

6%

31%

Not later than one year

Later than five years

Later than one year but not later than two years

Later than two years but not later than five years

54.7 

165.7

55.1

270.0

496.8 

59.7

300.1 

7%

19%

6%

334.0

2010
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In addition to the cash generated from the Group’s operations, existing cash, and additional long term 

borrowings that may be arranged when required, the Group had unutilised bank borrowing facilities of 

US$302.1 million available to finance the Group’s existing vessel and other capital commitments, along 

with other potential vessel acquisitions.

Repayments and Vessel Capital Commitments Schedule

2011 2012 2013 2014 2015 2016 2018-20212017

44.2
60.6

124.7

9.6
7.9

19.7
27.0

16.0 17.0
20.8

19.6

68.5

37.2

105.2

230.0

158.7

111.6 120.4

50.0

0

100.0

150.0

200.0

250.0

Bank Borrowings (gross of loan arrangement fee) (US$373 million): 2012-2021

Finance Lease Liabilities (US$185 million): 2015-2017

Convertible Bonds (face value US$105/230 million): 2013/2016, redeemable in Q12011/Apr2014

Vessel Capital Commitments (US$411 million)

Redeemable in Apr 2014

US$ Million

44.1 43.4

18.3

Note: Of the remainder of the 2013 convertible bonds with a face value of US$105.2 million, US$80.9 million 

has already been redeemed and cancelled on 1 February 2011 while the remaining US$24.3 million will 

have been redeemed and cancelled on or around 4 March 2011.

The Group, through its treasury function, arranges financing by leveraging the Group’s balance sheet so 

as to optimise the availability of cash resources to the Group. Finance lease liabilities are allocated to the 

segment where the asset is owned.

By Source and Segment 

Bank borrowings Finance lease liabilities Convertible bonds

2009 2010

199.4

298.0

64.6

273.8

40.8

US$ Million

54.7

0

100

200

300

400

45.0

269.3

379.2 369.0

184.5

306.0

2009 2010 2009 2010

Pacific Basin Dry Bulk

PB Energy & Infrastructure Services

PB RoRo

Treasury
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Cash and Deposits

As part of the Group’s ordinary activities, the treasury function seeks to enhance the income from the 

Group’s cash resources through a mix of financial products, based on the perceived balance of risk, return 

and liquidity. These products include overnight and term deposits; money market funds; liquidity funds; 

structured notes; and currency linked deposits.

US$ Million 2010 2009 Change
   

Restricted bank deposits – non-current assets 10.3 40.1

Restricted bank deposits – current assets 3.4 16.5

Cash and deposits 689.7 1,049.1
  

Total cash and deposits 703.4 1,105.7 -36%

Current portion of long term borrowings (165.7) (54.7)

Long term borrowings (693.8) (821.9)
  

Total borrowings (859.5) (876.6) -2%

Net (borrowings)/cash (156.0) 229.1 
  

Net (borrowings)/cash to book value of

 property, plant and equipment (10.2)% 22.7%

Net (borrowings)/cash to shareholders’ equity (10.1)% 15.7%

Cash and deposits decreased as a result of payments for the purchase of vessels.

Lease Commitments

Vessel operating lease commitments stood at US$362.0 million (2009: US$424.8 million). These commitments 

exclude vessels under finance leases which are included as part of property, plant and equipment. The decrease 

in lease commitments was mainly due to lower average contracted daily charter rates.

The Group has commitments of 24,040 vessel days under handysize finance leases and 26,300 vessel 

days under handysize and handymax operating leases. The following table shows the average contracted 

daily charter rates and total number of vessel days of our handysize and handymax vessels under 

operating leases and finance leases in each year of the lease term, assuming the purchase options will not 

be exercised until the expiry of the charter-hire agreements.

Handysize and Handymax Vessel Lease Commitments

 Handysize Handysize Handymax

 Operating leases Finance leases Operating leases
   

 Average Vessel Average Vessel Average Vessel

Year daily rate days daily rate days daily rate days

 (US$)  (US$)  (US$)
      

2011 11,570 5,390 5,920 4,760 16,630 3,050

2012 11,480 4,030 5,960 4,750 13,530 400

2013 11,650 2,610 5,950 4,750 13,830 370

2014 12,020 2,190 5,940 4,750 13,830 370

2015 11,930 2,190 5,910 2,590 13,830 370

2016 11,280 1,800 5,970 1,830 13,830 370

2017 11,000 1,120 5,840 610 13,830 370

2018 11,000 1,090 – – 13,830 150

2019 13,000 370 – – – –

2020 13,000 60 – – – –
      

Total  20,850  24,040  5,450
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At 31 December 2010, a provision against the handymax time charter contracts expiring in 2011 of 

US$2.0 million remains. It has been reflected in the above annual average daily charter rates.

Certain lease agreements provide the Group with options to purchase the related vessels at predetermined 

times and prices during the lease periods. The average price of the existing purchase options for the 

Group’s dry bulk vessels in the earliest years in which these options may be exercised, along with the 

number of vessels and the average age of such vessels in those years, are as follows:

Earliest year  Number of vessels  Average

in which  at 31 December 2010 Average purchase

options may Vessel Finance Operating age option

be exercised type lease lease of vessels exercise price

    (years) (US$ Million)
     

2011 Handysize 13 7 8 17.0

 Handymax – 1 6 15.2

 Tug – 1 2 2.8

2012 Tug & barge – 2 5 2.0

2016 Handysize – 2 5 38.8

 Handymax – 1 5 30.0

 Post Panamax – 1 5 66.8

2017 Handysize – 1 5 32.6

2020 Handysize – 1 7 36.2

2021 Handysize – 1 7 36.5
   

Total  13 18

Note: Includes certain purchase options priced in currencies other than US dollars.

During 2010, the Group exercised a purchase option to purchase one handysize vessel which was 

delivered to the Group during the year. Subsequent to the year end, the Group exercised purchase options 

to purchase three more handysize vessels which will be delivered to the Group in the first half of 2011.

‘Koombana Bay’ loading logs in Tauranga, New Zealand
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Dry Bulk Vessels

US$ Million

Year

Sale without purchase optionsSale with purchase options Purchase of vesselsNewbuilding instalments

2004

2005

2006

2007

2008

2009

2010

240

281

274

4HS3HS 2HM

6HS 1HM

12HS 1HS

309

2HS 4HS 2HM 5HS 1HM

14HS 1HM

300 200 100 0 100 200 300

8HS 2HM

6HS 1HM

7HS

366

2HS

Proceeds from Sale Capital Expenditure

266

7HS 1HM

111 155

105 8 51 59105

309 35 124 159

23343 74 166

40 51 23040

11327 3 110 113140

14 260

Note: In 2005, the Group sold and chartered back 17 handysize vessels for US$318.0 million. These were 

classified as finance lease and remained on the balance sheet as property, plant and equipment.

Tugs & Barges

Sale without purchase options Purchase of vesselsNewbuilding instalments

2007

2008

2009

55

4

13

9

57

20 34

6 tugs

2010 50

9 tugs 5 barges

60 2040 0 20 40 60

2 tugs 1 barge

1 tug

54

70

13

US$ Million

50

10 tugs
Year

Proceeds from Sale Capital Expenditure

RoRo Vessels

Capital Expenditure

2009

2008

80120160 40 0 40 80 120 160

2010

Purchase of vesselsNewbuilding instalments

3 RoRo 2 RoRo

US$ Million

51

116 195

 1 RoRo

96

146

79

95

3 RoRo

4 RoRo

96

Year

Capital Expenditure and Property, Plant and Equipment

During the year ended 31 December 2010, capital expenditure amounted to US$523.5 million resulting 

from the addition of seven handysize vessels, one handymax vessel, 10 tugs and two RoRo vessels as well 

as instalment payments on 16 vessels, including handysize, handymax, post panamax and RoRo vessels. 

Cash used for the purchase of vessels and proceeds from the sale of vessels are illustrated below.
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These commitments will be financed by cash 

generated from the Group’s operations, existing 

cash and additional long term borrowings to be 

arranged as required. Where the commitments are 

in currencies other than the functional currencies of 

the underlying assets, the Group has entered into 

forward foreign exchange contracts to purchase 

the currencies at predetermined rates.

A combined view of the carrying value of owned 

vessels, vessels under construction and committed 

vessel expenditure is shown opposite:

Staff

■ At 31 December 2010, the Group employed a 

total of 375 full time, shore based staff (2009: 

356).

■ The Group incurred total staff costs (included 

in  d i rec t  ove rheads  and genera l  and 

administrative expenses as described earlier) 

of approximately US$41.5 mill ion (2009: 

US$43.8 million), representing 3.3% of the 

Group’s revenue (2009: 4.6%). Please see the 

paragraph headed “General and Administration 

Expenses” for more details.

■ Remuneration of the Group’s employees 

includes fixed basic salaries, discretionary 

cash bonuses (based on both the Group’s 

and individuals’ performance for the year) and 

long term incentives through the Company’s 

Long Term Incentive Scheme (“LTIS”). The 

At 31 December 2010, the Group had property, plant and equipment with net book value of US$1,518.6 

million, of which US$1,200.2 million related to 39 delivered handysize vessels, two handymax vessels, 37 

tugs and barges and three RoRo vessels. Handysize vessels continued to dominate the Group’s assets 

with an average net book value of US$17.9 million and an average insurable value of US$27.3 million. 

Tugs, barges and RoRo vessels are denominated in their functional currencies such as Australian dollar 

and Euro. As such, their United States dollar carrying values and commitments are subject to exchange 

rate fluctuation.

Vessel Commitments

At 31 December 2010, the Group had non-cancellable vessel commitments of US$321.4 million and 

authorised commitments of US$90.1 million. The vessels are for delivery to the Group between February 

2011 and January 2014.

US$ Million Number 2011 2012 2013 2014 Total
      

Handysize vessels 7 22.9 79.1 19.1 – 121.1

Handymax vessels 5 3.2 32.5 95.3 – 131.0

Post panamax vessel 1 22.1 – – – 22.1

RoRo vessels 3 47.2 – – – 47.2
      

Commitments at 31 December 2010 16 95.4 111.6 114.4 – 321.4

Authorised commitments

Handysize vessels 4 63.3 – 6.0 20.8 90.1
      

 20 158.7 111.6 120.4 20.8 411.5

LTIS allows the Company to award eligible 

participants with restricted shares and share 

options. More details of the LTIS can be found 

in the “Report of the Directors” of this Annual 

Report.

■ The Group’s principal retirement benefit 

scheme is the Mandatory Provident Fund 

Scheme, a defined contribution scheme 

provided under the Hong Kong Mandatory 

Provident Fund Schemes Ordinance for those 

staff employed under the jurisdiction of the 

Hong Kong Employment Ordinance.

A Combined View of Vessel Carrying Values 
and Commitments
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Dry bulk RoRo Tugs and barges

US$ Million

Vessel carrying values US$1,200 million

Progress payment made US$314 million

Future instalments amount US$411 million

Total US$1,925 million
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The purpose of risk management is to ensure that management understands the risks the Group is exposed to and acts to mitigate 

these risks where considered appropriate.

Operational Risks

1. Insuffi ciently Experienced Staff

2. Insuffi cient Insurance

3. Critical Software or System Failure

Audit Committee

Risk Management Committee

(Headed by Group’s Chief Executive Officer)

Reporting

Communication Feedback

Monitoring

Business

Operations

Investor

Relations

Technical

& IT

Asset

Management

Human

Resources

Strategic & Business

Developments

Finance & Company

Secretarial

Market Risks

1. Earnings Volatility

2. Vessel Value Volatility

3. Bunker Price Volatility

4. Interest Rate Volatility

5. Foreign Exchange Volatility

Our risk monitoring structure Our risks

Financial Risks

1. Use of Forward Freight Agreements 

(“FFAs”) 

2. Counterparty Risk

3. Liquidity Risk

‘Esperance Bay’ at Bluff, New Zealand
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Market Risks

 

Risk Area Context Mitigation

1. Earnings Volatility The Group’s operating revenue 

pr inc ipal ly  compr ises income 

generated from voyages carried 

out by its fleets of dry bulk vessels, 

tugs and barges and RoRo vessels. 

Such income is highly dependent 

on prevailing market conditions, as 

reflected in freight and job rates.

Pacific Basin Dry Bulk

Through long term cargo contracts, we reduce volatility in 

our achieved freight rates. Cargo contracts typically have a 

term of 12 to 36 months. We rigorously measure and manage 

our coverage levels. Our future revenue depends on our 

counterparties performing their obligations under these long 

term cargo contracts. In addition, the Group enters into long 

term cargo contracts with a variety of international customers 

who operate in a wide range of industries across the world.

The Group complements its portfolio of cargo contracts 

with limited use of outward time charters and Forward 

Freight Agreements (“FFAs”) to further reduce volatility and 

its exposure to the freight market. For more details on the 

management of FFAs, please refer to the Financial Risks 

section.

PB Energy & Infrastructure Services

The Group’s towage business seeks to diversify the Group’s 

earnings through its harbour towage operation in Australia and 

its offshore and project towage business in Australasia and the 

Middle East.

PB RoRo

The Group’s RoRo business seeks to further diversify the 

Group’s earnings through exposure to the European and US 

Gulf short sea trailer market, which is engaged in the carriage 

of industrial and consumer products.

2. Vessel Value 

Volatility

The value of dry bulk vessels 

may vary significantly. The Group 

needs competitively priced and 

high quality vessels to provide its 

services to customers. As a result, 

the Group manages its exposure to 

vessel values through the purchase 

and sale of both newbuilding and 

second hand vessels.

The Group evaluates potential investments and divestments 

based on available relevant market information and estimated 

future earnings and residual values, so as to maximise returns 

to shareholders.

Newbuilding transactions

The Group contracts with leading, reputable and financially 

viable newbuilding shipyards or with other yards whose 

performance under the newbuilding contracts is guaranteed 

by a first-class bank or a financially trustable related company 

acceptable to the Group.

Newbuildings on Order Dry Bulk RoRo

At 25 February 2011
 

12 3

1

Shipbuilder’s country of origin:

 China  Denmark   Japan
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Risk Area Context Mitigation

Sale and charter back transactions

The Group considers the possible sale and charter back of 

vessels on terms which may also include options for the Group 

to repurchase the vessels at predetermined times and prices 

during the charter periods. Such sale and charter back carry 

the benefit of transferring the residual value risk of the vessels 

from Pacific Basin to third parties, whilst enabling the Group to 

maintain operational control of the vessels.

Second hand vessel transactions

In the case of second hand vessel transactions, the Group 

considers closely the creditworthiness of its counterparties. 

When selling ships, sale contracts contain an industry 

standard clause of a 10%-20% pre-delivery deposit as 

security for the fulfilment of a buyer’s obligation. When buying 

ships, the risk of non-delivery would primarily be covered by an 

arrest of the vessel in question.

3. Bunker Price 

Volatility

The Group’s  resu l ts  may  be 

s ign i f i can t l y  a f fec ted  by  the 

fluctuation of bunker prices as 

bunkers represent s igni f icant 

payments of the Group.

To mitigate the risk arising from future oil price fluctuations 

between the date a cargo contract is signed and the date 

the cargo is carried, the Group hedges its expected future 

bunker requirement for each long term cargo contract. This 

is achieved by entering into bunker swap contracts or bunker 

forward contracts at the time of the conclusion of each long 

term cargo contract in the Pacific Basin Dry Bulk segment.

Bunker swap contracts’ maturity by percentage
Metric Tonnes

2011
93,500 (70.3%)

2012
32,700 (24.6%)

2013
4,600 (3.4%)

Total bunker
hedge volume:

133,000

2014
880 (0.7%)

2015
880 (0.7%)

2016
440 (0.3%)



Risk Management

Pacifi c Basin Shipping Limited Annual Report 2010 41

Risk Area Context Mitigation

4. Interest Rate 

Volatility

The Group’s interest rate volatility 

risk is associated with its interest-

bearing bank loans.

The Group aims to manage centrally its exposure to interest 

rate movements on its borrowings and minimise interest 

costs. Risk associated with interest rate volatility is mitigated 

through a process of actively managing the fixed and floating 

interest rate components on our borrowings and through the 

use of derivative products such as interest rate swap contracts 

on our longer term borrowings.

Sources of borrowings by percentage
US$ Million

Finance lease liabilities

184.5 (21%)

Convertible bonds

306 (36%)

Total
borrowings:

859.5

Bank loans

369 (43%)

The Group enters into interest rate swap contracts mainly with 

its lending banks with terms that typically match the profile 

and tenor of the underlying borrowings. The Group’s hedging 

portfolio is reviewed and adjusted on a regular basis to adapt 

to changing market conditions.

5. Foreign Exchange 

Volatility

The functional currency of most of 

the Group’s operating companies 

is the United States Dollar, as the 

majority of our transactions are 

denominated in this currency. A 

major part of the Group’s exchange 

rate fluctuation risk arises from the 

purchase of vessels.

The Group aims to manage or minimise the risk associated 

with fluctuations in foreign exchange rates through hedging 

its future foreign currency payment instalments to the 

counterparties by entering into forward foreign exchange 

contracts with our relationship banks on terms that match the 

payment schedule of those contracts until delivery.

Pacific Basin Dry Bulk

Most of the dry bulk newbuilding vessels are paid for in United 

States Dollar, which is the functional currency of the operating 

unit and some are paid for in Japanese Yen, which is hedged 

according to the Group’s treasury policy.

PB Energy & Infrastructure Services

Most of our newbuilding towage vessels were paid for in 

United States Dollar, which is different from the functional 

currency of the operating unit and is hedged according to the 

Group’s treasury policy.

PB RoRo

Most of the RoRo newbuilding vessels are paid for in Euro, 

which is the functional currency of the operating unit, therefore 

hedging of currency is considered unnecessary.
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Financial Risks

Risk Area Context Mitigation

1.  Use of Forward 

Freight Agreements 

(“FFAs”)

The Group enters into FFAs on a 

limited basis primarily as a method 

to hedge part of its forward freight 

exposure in the Pacific Basin Dry 

Bulk segment, where a ship is not 

yet booked with a ‘physical’ cargo 

contract or where a ‘physical’ cargo 

contract is not yet covered by a 

vessel commitment.

To manage the use of FFAs, the Board sets out policy under 

which the Group enters into FFAs. Such policy clearly defines 

authority levels and limits for hedging purposes and reporting 

requirements. FFAs normally run for a period of three to twelve 

months. The Board has established a Board subcommittee to 

review the Group’s mark to market exposure level during the 

year. Day to day responsibility of monitoring adherence to the 

policy is delegated to the Executive Committee.

2. Counterparty Risk The Group’s counterparty risk 

mainly relates to its long term cargo 

contracts, outward period charters 

and der ivat ive contracts. The 

Group’s losses from uncollected 

freight and charter-hire receivables 

amounted to 0.2% (2009: 0.5%) of 

profit attributable to shareholders in 

2010.

Pacific Basin Dry Bulk

Trade counterparties

The Group has the following measures to mitigate this risk:

■ Securing long term contracts with a diversified customer 

base, including large agricultural, industrial and mining 

companies or companies with a successful track record, 

prevents reliance on a single source of income. Our top 10 

customers account for around 25% of our total dry bulk 

revenue.

■ Following industry practice, 95% to 100% of contracted 

freight is payable upon completion of loading, with the 

balance payable after completion of discharge.

■ Adopt ing and improv ing pol ic ies to assess the 

creditworthiness of customers to ensure vessels are 

chartered to customers with an appropriate payment 

history. Credit terms are normally not given to customers.

FFA counterparties

■ Trading through a clearing house, a third party, to settle 

trading accounts and maintain margin monies.

Bunker swap contract counterparties

■ Trading mainly with creditworthy oil companies and 

trading houses which have sound Standard & Poor’s 

credit ratings.

PB Energy & Infrastructure Services and PB RoRo

In-house and external advice are sought to assess the 

creditworthiness of customers to ensure customers with an 

appropriate payment history.
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Risk Area Context Mitigation

3. Liquidity Risk L iqu id i t y  r i s k  r e l a t es  to  t he 

avai labi l i ty of bank borrowing 

facilities for funding the Group’s 

activities. Liquidity risk increases 

when the credit markets tighten.

The Group manages liquidity risk in line with the Group’s 

treasury policy approved by the Board to ensure sufficient 

funds are at its disposal at all times to meet its financial 

commitments including complying with covenants under 

loan agreements. This is achieved through actively managing 

the Group’s cash portfolio and ensuring that sufficient 

borrowing facilities are available to meet existing and future 

commitments.

The Group’s cash portfolio comprises mainly deposits with 

financial institutions with sound credit ratings with tenors 

ranging from overnight to 12 months depending on our cash 

needs.

The Group also invests some of its surplus cash in financial 

products with financial institutions with sound credit ratings 

according to the requirements in the Group’s treasury policy in 

order to enhance the yield of the Group’s cash resources.
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Operational Risks

Risk Area Context Mitigation

1. Insufficiently 

Experienced Staff

The Group is heavily reliant on the 

quality of its sea and shore based 

staff to minimise the operational 

risk in relation to vessel grounding, 

collision, pollution or violation of 

Group and statutory regulations. 

Such events could result in financial 

losses in the form of loss of hire, 

cost of vessel repairs, third party 

claims and penalties for statutory 

violations or from loss of reputation 

caused by delay and customer 

dissatisfaction.

To achieve a high standard of ship operation through good 

management systems, the Group has established the internal 

Pacific Basin Management System which observes the 

requirements of the mandatory ISM Code and the voluntary 

International Standards ISO 9001, ISO 14001 and OHSAS 

18001. In addition to annual internal audits of the Group and 

its fleet, the Group is audited annually for compliance with the 

standards by external auditor, Lloyd’s Register of Shipping.

In order to maintain a stable and competitive team of sea and 

shore based staff, Pacific Basin has implemented the following 

measures:

■ Sea staff are recruited from more than one country without 

placing undue reliance on one manning source.

■ Continued investment in the training and development of 

sea and shore based staff. Policies in this regard include 

pre-joining briefing and training of officers, on board 

training of crew by the Fleet Training Superintendents, 

the provision of training seminars and courses ashore for 

masters and officers, training manning agents to ensure 

compliance of employment policies, and the provision of 

in-house training and external seminars to shore based 

staff to keep them updated of industry and regulatory 

developments.

■ An annual staff performance appraisal system is used to 

identify strengths and correct weaknesses in staff, and 

an incentive scheme is in place to encourage and retain 

employees.

Visiting bankers and 
auditors are introduced 
to a handysize log/bulk 

carrier
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Risk Area Context Mitigation

2. Insufficient 

Insurance

The inherent risks incidental to 

the operation of vessels include 

collision, sinking, piracy, other 

marine disasters, environmental 

pol lut ion, cargo and property 

damage and loss and business 

interruption.

To minimise the likely financial consequences, the Group 

centrally enters into and manages a range of insurance 

products, including hull and machinery, war risk, P&I cover, 

freight demurrage and defense, bunker insurance, charterers 

liability, purchasers’ interest, charterers’ advance loss of profit, 

ship owner liability, cargo liability and property risk cover. We 

insure to the highest standards in the industry.

Insurances are only arranged with reputable underwriters. We 

use a wide range of well-known international underwriters at 

competitive premiums. The insured value of our fleet is not 

less than the vessels’ market values. Regular reviews of the 

insurance strategies, policies and insured values are carried 

out to ensure insurance coverage is adequate.

3. Critical Software or 

System Failure

Certain software and systems are 

critical to the continued and smooth 

operations of the Group’s business. 

They include the database systems 

which record all of the Group’s 

business activities, the electronic 

communication system and the 

financial accounting system. Their 

failure could have a severe negative 

impact  on  the  bus iness  and 

earnings.

The maintenance and protection of software and systems, 

and the development and implementation of policies, are 

carried out by the Group’s IT department and governed 

by the Group’s IT Governance Committee headed by the 

Chief Financial Officer of the Company. It is responsible 

for the development of the Group’s IT infrastructure in 

accordance with the Group’s requirements and, in particular, 

the development and maintenance of anti-virus and firewall 

systems to protect our computer systems, servers, laptops 

and other fixed or portable computer devices from viruses or 

similar hazards.

The Group manages this risk by:

■ Regular meetings of the IT Governance Committee to 

oversee the Group’s IT policies and procedures to ensure 

that organisation objectives are met.

■ Developing and maintaining certain preventive or 

contingency measures to minimise the risk of system 

failures and to deal with system breakdowns according to 

the Group’s IT policies.

■ Providing external technical training to our IT staff.

■ Providing internal technical training to the general staff 

members.
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Our ambition at Pacific Basin is to grow and 

improve our business, strengthen our market 

posit ion, and secure our place as the dry 

bulk operator of choice for our customers, 

investors, employees and stakeholders at large. 

We recognise that such ambition comes with 

responsibility in a large number of areas. In this 

vein, we are committed to maintaining high 

standards of corporate citizenship through our 

pursuit of excellence in the areas of Environment, 

Workplace and Community.

Environment

At Pacific Basin, we challenge ourselves to do the 

best we reasonably can to minimise our impact 

on the environment and ensure the environmental 

sustainabil ity of our Company well into the 

future. We therefore operate our vessels in strict 

adherence to applicable environmental legislation, 

exceeding regulatory requirements where 

practically possible.

We own modern fleets of dry bulk, towage and 

RoRo vessels which consume less fuel and 

produce fewer emissions than the average vessel 

in the sectors in which we operate. Even so, with 

a focus on our cornerstone dry bulk fleet, we 

endeavour to further improve – and continually 

improve – our vessels’ environmental performance 

through a range of efforts including:

■ monitoring and analysis of our ships’ outputs 

such as carbon dioxide (CO
2
) emissions, fuel 

sulphur (SOx) content, and the discharge of 

operational and household wastes;

■ review and adjustment of our operational 

practices to reduce such output;

■ adoption of technical measures to reduce such 

output;

■ m o n i t o r i n g  a n d  r e v i e w i n g  i n d u s t r y 

developments to minimise the environmental 

impact from ships; and

■ continual renewal of our fleet for environmental 

and economic reasons, with a focus on the 

latest fuel-efficient machinery and hull designs.

The most topical and perhaps also the most 

challenging shipping outputs to reduce are the 

greenhouse gas emissions (including CO
2
) released 

through the combustion of fossil fuels which, for 

the foreseeable future, are the only realistic energy 

source for the primary propulsion of large dry bulk 

ships. We are therefore particularly interested in 

The PB Sea Tow team competing in an outrigger race on Lake Pupuke, Auckland, New Zealand
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pursuing initiatives and technologies designed to increase our vessels’ fuel efficiency thus reducing volume 

of fuel we burn and, in the process, generating increasingly significant cost savings.

Despite the current greenhouse gas focus, we remain mindful of the need to reduce our other emissions 

and discharges where we still can, and those efforts are not limited to our business at sea. Environmental 

protection is pursued also ashore through a range of practices that reduce our consumption of electricity, 

water and materials and we recycle our waste where possible.

Whilst some of our initiatives might make a relatively modest positive impact on the environment, we 

believe that every effort counts, and most of our environmental efforts have also resulted in significant cost 

savings.

Key Performance Indicators Summary

KPI 2008 2009 2010 Target 2011

CO
2
 Index (grams of CO

2
 per tonne-mile) 9.07 8.94 9.37 9.37

Environmental Pollution Incidents # 2 2 0 0

Zero Deficiency Success Rate in External Inspections 71% 76% 77% over 77%

Regulatory Deficiency Rate in External Inspections 0.88 0.65 0.52 0.52

Lost Time Injury Incidents (8 or more hours lost) 10 11 12 Minimise

Occupational Health & Safety

Lost Time Injury Frequency (LTIF)

1.37 1.56 1.54 Minimise

# Pollution incidents in 2008 included a minor spill in Singapore of 400 litres of heavy fuel oil due to actions of 

the supplier, and a spill of 5-30 litres of marine diesel oil spilled whilst bunkering in Auckland due to an air lock 

malfunction.

We have been developing a formal programme of tracking, analysing and mitigating our ships’ 

environmental impacts over the past six years and, since early 2008, we have summarised through our 

Annual and Interim Reports our growing commitment to environmental stewardship and our emissions 

reduction initiatives. Last year, we published our climate change strategies and our 2009 carbon emissions 

via the Carbon Disclosure Project (www.cdproject.net) and, in the interest of greater transparency, 

we will be accounting more fully for our environmental performance with the production of a detailed 

Environmental Report to be published later this year.

Departmental Christmas dinner offers an 
opportunity for fun and team building

PB Towage deckhands attending to a 
barge loaded with aggregate at 
Musansean Rock, Oman 
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1

5

9

3  we adopt fuel-efficient voyage planning, speed 

reduction programming and other operational 

measures to achieve increased fuel savings

4  we fit and use garbage compactors on our 

ships to facilitate easy storage and handling 

of all our domestic operational garbage for 

disposal at shore-side facilities

7  we monitor and engage in regulatory debate 

via various industry bodies, now particularly 

regarding climate change in preparation 

for eventual carbon emissions abatement 

measures to be imposed on international 

shipping

5

2

3

7

10

66

1  we fit boss cap fins to all our ships’ propellers 

to reduce shaft torque and improve fuel 

efficiency

2  we apply low-friction anti-fouling paints to our 

ships’ hulls as far up as the summer load line to 

reduce drag

8

4

5  we employed the Computerised Analysis of 

Ship Performance (CASPER) system to verify 

the effectiveness of our in-house systems for 

monitoring hull performance over time allowing 

us to maximise fuel efficiency

6  we record Environmental Key Performance 

Indicators (KPIs) in our monthly Environmental 

Management System (EMS) Report allowing for 

effective performance tracking

8  we support marine-related environmental 

causes such as Project Kaisei, a non-profit 

making organisation established to increase 

understanding of the scale and impact 

of debris in our oceans and how we can 

introduce solutions for both prevention and 

clean-up

9  our environmental performance and initiatives 

have  earned us  awards  f rom var ious 

organisations including the Port of Long Beach 

and, most recently, the Green Awareness 

Award 2010 from the Hong Kong Marine 

Department

10 our GHG emissions data has been published 
via the Carbon Disclosure Project
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Community

We recognise our obligations as a responsible 

member of the community both in Hong Kong and 

the cities and ports where Pacific Basin carries out 

its worldwide trades.

We are active contributors within the shipping 

community through our membership of maritime 

organisations and bodies such as Intercargo, 

BIMCO, the Baltic Exchange and the Hong 

Kong Shipowners Association, as well as via 

our participation on the Shipping Consultative 

Committee of the Hong Kong Administration, 

Technical Committees of Lloyd’s Register and 

ClassNK, and the Safety and Loss Advisory board 

of Standard (Asia) P&I Class. We are members 

of the Hong Kong delegation to the IMO’s STCW 

Convention Manila Amendments Conference and, 

since August 2010, we sit on the Hong Kong 

Marine Department’s Seafarer Advisory Board.

As one of the largest foreign employers of Chinese 

crew, we continue to be a major supporter of the 

Chinese seafaring community and the training of 

Chinese officers and ratings. We also employ a 

large number of Filipino crew, and have invested 

in recruiting, training and crew retention in the 

Philippines as we have in China. Our strong 

presence in and commitment to these major 

crew resource pools enables us to man our fleet 

with experienced crew despite the ever present 

shortage of maritime personnel in the industry. To 

counter the shortage of qualified and experienced 

officers, we launched an officer cadet training 

programme in June 2010 and recruited ten cadets 

from the Philippine Merchant Marine Academy.

We make contributions to charity and community 

programmes, recognis ing the need to be 

supportive of maritime industry projects and 

other causes as a measure of giving back to the 

community. In 2010, we supported a number of 

good causes:

■ We donated to The Hong Kong Mission 

to Seafarers and the Sailors Society, The 

Hong Kong Port Welfare Committee, The 

Community Chest of Hong Kong, The World 

Wide Fund for Nature, Concern Worldwide, 

The Children’s Cancer Foundation, and Oxfam 

(through sponsorship of staff who successfully 

completed the 100km Oxfam Trailwalker event 

in Hong Kong);

■ We have expanded our support of the Hong 

Kong Maritime Museum Trust with a donation 

to help fund the relocation and expansion of 

the Museum in new and much larger premises 

in Hong Kong’s new Central Harbourfront in 

2012;

■ We sponsored a fundraising dinner for 

the Sailors’ Society in Singapore at which 

significant funds were raised through a charity 

auction of shipping and other memorabilia to 

support the work of the Society. We continue 

to sponsor a minibus in Manila for the use of 

the Society. This vehicle was used in 2010 to 

provide free transport to nearly 350 seafarers in 

Manila, and has facilitated over 1,400 ship visits 

by the Manila port chaplain.

■ We participated in a fundraising effort in which 

a staff member scaled the three highest peaks 

in the UK in under 24 hours to support the Help 

For Heroes foundation which provides care to 

wounded servicemen and women; and

■ We have committed to sponsor one student 

per year on the 3-year BBA (Hons)  in 

International Shipping and Transport Logistics 

programme at the Hong Kong Polytechnic 

University.

Cricket legend David Gower 
recognises Pacific Basin for its 
sponsorship of the Sailors Society

Pacific Basin joins forces with 
Project Kaisei for a marine debris 
awareness boat trip


