Cleaves Securities

06 July 2019 Professionalism & Qua W 6 1Ry 1

Key take: Market sentiment could not ignore the strong underlying market fundamentals forever. We see significant upside in all shipping segments

Shipping Quarterly: The Tide Has Turned

Shipping Coverage

SRS Dry Bulk: The segment has re-emerged from the abyss created by various black
Sector Ticker Rating TP Price g/q

Dy 2020 NS HOLD 900 900 swan demand shocks, including the Brazilian dam collapse and cyclone Veronica.

Dy BULKNO Buy 14 10 A July-loading supply glut in the Capesize market has seen spot rates surge and

D DSX US BUY 50 3.64 21% . o . . . .

v sentiment shifting. Although we believe the supply situation could change in the

Dry EGLE US HOLD 5.6 57 10%

Dy  GNKUS By 10 99 1% near term, we are firm believers of gradual improvements for dry bulk owners, and

Dry  GOGLUS BUY 90 64 2% forecast one of the longest cyclical expansion since the 1740s. We reiterate our

Dry SALT US BUY 70 57 30% . . X o

Oy  SBUS sy 2o 19 o BUY rating & expect our Dry Bulk share index to increase 47% over the next year.

Dy  SBLKUS BUY 150 106 44% ) ) ) ) )
BUTHIE s, Oil Tankers: Against an orderbook at its lowest level since 1Q 1997, we are highly

Ol  ADSCMENO BUY 490 198 2% optimistic towards demand growth in 2HI9 & onwards as the IMO'20 sulphur

Qil DHT US BUY 80 60 30% . ey . . . .

' regulations should positively impact the market balance in a myriad of different

Qil EURN US BUY 14.0 8.9 6%

ol FROUS By 1o so 1% ways. Continued growth in US oil exports is also a major demand growth driver,

Ol HUNTNO  BUW 80 37 2% while potential OPEC+ quota increases is a potential joker for 2020. The segment

Ol INSWUS BUY 320 1O 1% . . . o . . .

of  NATUS sy 33 a3 s Isourtop pick with an expected 143% surge in our Oil Tanker share index by 3Q20.

O OETNO BUY 153 70 4% . , ) ) )

ol TNKUS sy 36 13 s LNG Carriers: Spot rates have receded from 4QI8's all-time highs amidst

ol TNPUS BUY 90 34 % expected seasonality but also due to a warm winter in the Far East and restart of
Ol Tankers 5% nuclear power plants in Japan. We do however forecast spot rates to explode in

LNG ALNG NO BUY 42 35 -15% L s . . . .

NG FLNG NO soy 185 103 e 2HI9 to similar levels as last year's all-time-high. Given the elevated newbuild

ING  GLOG Us BUY 17 43 4%  contracting & lack of new liquefaction capacity coming online in 2021/22/23E, we
LNG Carriers -14%

expect 4Q20 to mark the cyclical peak. We maintain our BUY rating on LNGC
LPG  AVANCE NO BUY 63 256 33%

L BWPGNO  BUY 88 47 % equities & forecast shares to rise 40% over the next year.
LPG  LPG US BUY 17 Al 18%

LPG Carriers 2% LPG Carriers: US LPG exports are currently at all-time-highs, supporting VLGC

Shipping Cycles (2019E) spot rates not seen since the super-cycle of 2014/15. We expect the VLGC
segment to enjoy earnings far above mid-cycle on an annual basis at least until
2022, supported by continued double-digit growth in US exports. On average, the
VLGC companies we cover should return a free cash flow of 2.5x their market

capitalization over the next four years. We reiterate our BUY rating & see shares
LNG

Carriers

LPG

Carriers

80% higher an overage in one year.

Portfolio: We do limited changes to our optimal portfolio allocation since our April

Pry Gil report, with a 42% allocation towards Oil Tankers (42%), 26% towards VLGCs

fankers (29%), 22% towards Dry Bulk (17%) and 10% towards LNG Carriers (12%). We
forecast a 125% ly return on our portfolio. Our recommendations have outperformed
the shipping market & consensus by 450% since 2014, returning 88%.
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Our Universe at a Glance

Return Last Target/ ad;j. EV/EBITDA Dividend yield
Company Sector ly b Price  Price equity 2019 2020 2021 2019 2020
ADSCME NO Qil BUY 49.0 19.8 147% 0.72 0.44 o Q.77 70% 4.1 15 1.2 2% 60% 76%
DHT US Qil 30% BUY 8.0 6.0 32% 1.07 0.59 0.21 1.03 43% 6.8 4.0 29 3% 12% 17%
EURN US Qil 1% BUY 14.0 8.9 57% 0.92 0.56 Q.16 0.95 53% 6.2 34 21 1% 7% 1%
FRO US Qil 45% BUY 120 8.0 49% 1.42 0.69 0.29 113 30% 82 5.2 45 0% 1% 27%
HUNT NO Qil 8% BUY 8.0 37 15% 0.88 0.43 0.27 0.94 34% 25.1 6.8 38 0% 0% 14%
INSW US Qil -19% BUY 320 19.0 68% 0.63 0.47 014 0.81 50% 7.7 39 2.6 0% 12% 18%
NAT US Qil -18% BUY 33 23 46% 0.96 0.60 0.20 0.98 43% 5.6 34 23 4% 24% 32%
OET NO Qil -3% BUY 153.0 | 70.0 | 119% 0.89 0.4 0.38 0.97 26% 17.2 6.1 5.0 2% 17% 23%
TNK US Qil 7% BUY 36 13 181% 0.64 032 0.27 0.88 30% 49 2.6 1.4 0% 20% 30%
TNP US Qil -5% BUY 9.0 34 168% 0.59 0.28 0.45 0.91 20% 6.0 35 2.0 4% 9% 26%
Average, Oil Tankers 5% 98% 0.87 0.48 0.25 094 | 40% 9.2 4.0 2.8 2% 17% 27%
2020 NS Dry HOLD 90 91 -1% 177 1.54 033 123 30% 7.6 0% 4% 7%
BULK NO Dry BUY 134 110 22% 1.04 0.73 Q.15 1.01 60% 54 4.6 25 8% 7% 1%
DSX US Dry -27% BUY 5.0 36 37% 0.74 0.68 0.17 0.86 48% 81 8.4 53 2% 1% 4%
EGLE US Dry 4% HOLD 5.6 5.7 -1% 120 0.94 0.19 1.09 42% 127 82 6.6 1% 1% 4%
GNK US Dry -36% BUY 16.0 9.9 62% 0.65 0.56 0.15 0.78 52% 7.8 47 32 2% 2% 8%
GOGL US Dry -23% BUY 9.0 6.4 41% 0.92 0.86 0.18 0.97 42% 14.6 n7 87 3% 6% 8%
SALT US Dry -21% BUY 7.0 5.7 23% Q.73 0.65 0.22 0.89 38% 18.2 13.0 9.8 1% 1% 2%
SB US Dry -45% BUY 22 19 16% 1.05 0.91 0.38 1.01 23% 7.4 6.6 49 2% 2% 6%
SBLK US Dry -21% BUY 15.0 10.6 42% 0.96 0.96 0.26 0.99 35% 9.4 5.4 43 2% 6% 1%
Average, Dry Bulk -24% 27% 1.01 0.87 0.23 0.98 A% 10.5 7.8 59 2% 3% 7%
ALNG NO LNG -29% BUY 4.2 35 20% 0.91 0.53 0.98 18% 89 6.2 7.8 0% 1% 6%
FLNG NO LNG -16% BUY 185 103 80% 0.70 0.28 0.89 35% 9.2 52 47 0% 9% 21%
GLOG US LNG -21% BUY 17 14 19% 4.42 212 116 4% 8.8 9.0 9.0 4% 4% 4%
Average, LNG Carriers -22% 40% 2.01 0.97 1.01 19% 9.0 6.8 7.2 1% 5% 10%
AVANCE NO LPG 16% BUY 63 26 146% | 0.70 0.42 0.26 0.89 34% 49 31 21 6% 39% 57%
BWLPG NO LPG 27% BUY 88 42 mo% 0.77 0.47 0.22 0.91 38% 5.1 35 19 7% 19% 31%
LPG US LPG 14% BUY 17.0 9.1 87% 0.69 0.44 0.18 0.84 50% 52 42 2.7 8% 22% 30%
Average, LPG Carriers 19% 15% 0.72 0.44 0.22 0.88 AN% 5.1 3.6 22 7% 26% 39%
Average of all segments -5% 70% 115 0.60 0.42 0.95 35% 8.4 5.6 4.5 3% 13% 21%

Indicative 2Q19 Reporting Schedule

SALT US 22-Jul-19 Dry 46 50 6l -9% l 16 -2 -30% -15 -1 1 -4
DSX US 30-Jul-19 Dry 51 53 53 -3% 22 23 -5 -7% 2 4 2 -2
DHT US Ol-Aug-19 Qil 57 62 34 -7% 34 36 -37 -5% -8 -7 -28 0
GLOG US Ol-Aug-19 LNG 145 159 n.a. -9% 101 m n.a. -9% 3 4 -4 -1
SB US 07-Aug-19 Dry 40 45 45 -11% 18 23 o] -22% -4 3 4 -7
SBLK US 07-Aug-19 Dry 14 2 13 [ ] 1
07-Aug-19 Dry -3% -1 1
07-Aug-19 Dry 53 Il o] -1 -7 3 -4
07-Aug-19 Qil 50 16 2
40 n.a. 18 n.a. -8 n.a.
Qil n.a. -5% -5
QOil n.a. n
Qil 12 22 -2
Qil 4 n.a. n.a. n.a. 1 n.a. n.a. n.a. -1 n.a. n.a.
22 n.a. 4
6l n.a. 36 -28 2
LNG n.a. n.a. -4 -7 1
Qil 0] n.a. n.a. n.a. 0] -1 n.a. 0 0] o] 0
LNG n.a. n.a. 0]
Qil n4 -5% 57 53 -1
Dry 2
Qil 53 53 n.a. 1 0 1
Dry n.a. 0] 4 -8
QOil n.a. -5% n.a. 0]
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