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MARKET SITUATION

THE DRY BULK MARKET
The freight market ended year 2005 in a negative
trend which continued into early 2006. The Baltic Dry
Index (BDI) reached its lowest level in January at
2 033-points, down 17 % from the end of 2005. This
downward trend was caused by high fleet growth and
slower demand growth. However, the BDI bounced
back strongly and increased 37 % to 2 798-points by
the end of February with the Capes leading the way
on the back of strong iron ore shipments into China.
From March until June the Cape rates again lost value,
contrary to both the Panamax and the Handymax/
Supramax rates which increased steadily.

The Cape market bottomed out at 27 394 USD/day at
the beginning of June, and trended upward for the
remainder of 2006. The Cape market ended 2006 at
67 663 USD/day, compared to about 26 000 USD/day in
January 2006. The growth in iron ore shipments into
China, in combination with improved cargo availability,
increased shipments from Brazil and global coal price

differentials are the main factors for the high rates that
have been seen during the second half of 2006.

The Handymax/Supramax market lost some value in
the first month of 2006, but since then the Supramax
index increased steadily throughout the year and was
30 066 USD/day on the last index day in 2006, more
than double the rates that were seen in January. The
record trading of cement from China/Far East to the US
and the growth in world steel demand, were the main
reason for the increase in the Supramax freight rates.

The Panamax index remained relatively stable through-
out the first half of 2006 and traded at a discount to
the Handymax/Supramax in Q2. At the end of May the
Panamax index showed signs of recovery. High iron
and coal shipments as well as rising Chinese coastal
coal movements and a change of wheat trade patterns
following severe Australian drought, caused the
market to more than double its rates from levels seen
at the start of the year.

Rates in USD/day Capesize Panamax Supramax BDI (Index)

Average 45 139 23 778 22 619 3 180

Max 69 428 35 713 30 066 4 407

Min 25 753 13 267 14 505 2 033
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C4TC, P4TC and S5TC is the average of the Time Charter routes for Capes, Panamaxes and Supramaxes, respectively. BDI is the Baltic Dry Index.

PANAMA CANAL

The Panama Canal cuts through the narrowest section of Panama, from Colon on the Caribbean Sea to the east

to Balboa on the Pacific Ocean to the west. The canal serves as a shortcut for ships between the Atlantic and

Pacific Oceans via the Gatun Lake. 5% of the world’s trade passes through the Panama Canal.

The canal, which was constructed between 1902-14 by the United States following an unsuccessful attempt

by France, measures 81.6 km in length and has two channels, allowing ships to pass in both directions

simultaneously. Six sets of double locks can let ships of up to 40,000 register tons pass through the canal.

The largest ships that pass through the canal are known as Panamax.
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The Euro appreciated by approx. 9% against USD in
2006, driven by reduced yield spreads as well as higher
relative contractions in the US economy. The NOK has
weakened against EUR, from approx. 8 at the begin-
ning of the year to 8.13 at the end of 2006.

Driven by company earnings well above expectations,
the equity markets outperformed expectations in
2006. By end of 2006, the Oslo Stock Exchange index
had increased by approx. 32 % and the Dow Jones
Industrial Index increased by approx. 16%. Both
figures are considerably above historical averages as
well as above market expectations at the beginning
of the year.

Another factor which played an important role in
2006 is the high liquidity in the market. The number
and size of IPO’s at the Oslo Stock Exchange has never
been higher than the figures seen in 2006. Oil and
oil services as well as real estate have taken huge
amounts of liquidity into the market place. The Oslo
Stock Exchange has been very attractive for foreign
investors, who have financed a high share of the IPO’s.

MACROECONOMIC TRENDS
The world economy is strong with world GDP growth
for 2006 estimated to 5%, significantly above the

4%+ estimated at the beginning of the year. The main
driver in the current cycle is China, with GDP growth
well above 10%. The strength of the Chinese economy
is mainly driven by:

A significant growth in net exports. China reported
a 27% yoy growth in exports and a 20% yoy increase
in imports in 2006. Trade surplus reached approx.
USD 175 billion.
Fixed asset investments growing at approx. 24%
p.a., somewhat reduced from 2005 growth rates at
27%.

GDP estimates for almost all regions of the world were
lifted during 2006, with the exceptions of the US. In
the short term, Klaveness continue to be optimistic
about the world economy. The growth and structural
change in China and India are likely to support world
economic growth for a significant period ahead.

Looking beyond 2007, strong forces are changing the
distribution of economic wealth in the world. The
drivers of world GDP are expected to move from the
industrialized countries in Europe and the US to the
developing countries in Asian as well as Russia and
China.
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CAPE HORN

Cape Horn is named after the city of Hoorn in the Netherlands and is the southernmost headland of the

Tierra del Fuego archipelago of southern Chile. Cape Horn, commonly known to sailors simply as “The

Horn”, is the most southerly of the great capes, and marks the northern boundary of the strait between

South America and Antarctica, also known as the Drake Passage.

For many years Cape Horn was a major milestone on the clipper route, by which sailing ships carried trade

around the world. Today the Panama Canal has reduced the need for cargo ships to travel via the Horn.
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As part of the operation in the pool, MV Barkald is
partly operating as a transshipping vessel outside
Bridgeport, Connecticut. The combination of pana-
max ships and the transshipping services have enabled
customer to import low-sulphur coal from Indonesia.
Both the panamax and the transshipping contracts are
handled by Klaveness. KML are exploring possibilities
to expand this specialized business in the Americas.

The intensive trade in densely populated areas on the
US East Coast demands a constant focus on identifying
and minimizing the operational and technical risks.
The beltunloaders comply with an increasingly strict
regime of safety, security and environmental regula-
tions. Further development of systems for risk assess-
ment in order to improve the quality is nevertheless
high on the agenda.

Cabu/Probo
The Cabu/Probo fleet continued its combination
caustic/alumina trade in 2006. The larger-sized Cabu
vessels have proved to be the most efficient way to
transport caustic soda. The customers have either
adapted their infrastructure or started to cooperate
with each other to accommodate the larger lot-sizes
and benefit from the increased efficiency.

Both KML and customers have been highly dependent
on effective scheduling in order to maximize the
utilization of the vessels in the volatile market
experienced in 2006. The quality of communication
and cooperation across boundaries has as a conse-
quence been improved, and KML consider it important
to further expand on this ability in the future.

In one of the main ports of loading, significant conge-
stion was experienced for most of the first half of 2006
which caused substantial delays to the fleet.

The Pool has a long term contract structure giving
satisfactory earnings outlook for the next 2-3 years.

KML’s charter commitment for the last 3 Probos
ended mid 2006. The charters were not extended.
Consequently, the Pool is now concentrating on the
Cabu vessels. The last Cabu in the series that has been
contracted – no. 6 - will be delivered from Oshima
shipyard in August 2007.

Ship Management
Klaveness’ Ship Management unit (Torvald Klaveness &
Co. AS) was fully incorporated into Klaveness Maritime
Logistics AS from February 1, 2006. The total number of
vessels on management as per December 2006 was 73
including full ship management contracts for 24 vessels
and crew management for additional 49 vessels. The
activity includes owned and partly owned vessels, as
well as third party owned vessels.

During 2006, KML implemented its Competency Mana-
gement System for its seastaff, enabling the Company
to supply its competency needs in a more structured
way.

The Klaveness Academy was established in 2006. The
Academy will ensure that the training activities cover
all competency needs – utilizing onboard training
resources, onshore training centers and in-house
designed courses.

Furthermore, a large number of other strategic mea-
sures have been implemented on the crewing side,
which will have a positive effect in the months and
years to come.
One of these is an upgraded recruitment programme.

The Company’s Quality Management System (QMS) is
ISM-Code accredited and in compliance with the ISO
9002 standard.

BOSPORUS

The Bosporus, also known as the Istanbul Strait, forms the boundary between the European and Asian parts of

Turkey. It is the world’s narrowest strait used for international navigation and connects the Black Sea with the

Sea of Marmara. It is approximately 30 km long with a maximum width of 3700 m at the northern entrance

and a minimum width of 700 m. The depth varies between 36-124 m in midstream. Straddled as it is by the city

of Istanbul and its 11 million inhabitants, the shores of the strait are heavily populated. Two bridges cross the

Bosporus; the Bosporus Bridge, completed in 1973, and the Fatih Sultan Mehmet Bridge, completed in 1988.
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Klaveness Invest (KI) is re-
sponsible for all investments
and portfolio management
within the Torvald Klaveness
Group, with the exception
of investments made by
Klaveness Maritime
Logistics. The equity value of
KI’s total portfolio is estima-
ted to approximately NOK
2.1 billion by year-end 2006.

The portfolio consists of investments with different
risk profiles, and includes investments in shipping, real
estate and various equity instruments. The shipping
investments consist of market exposed investments

in small tanker and chemical carriers, supply vessels
and exposure to the FPSO and rig market. In addition
there are a number of investments in bareboat deals,
where the risk exposure is mainly residual value risk
and credit risk.

Investment portfolio allocation as per end 2006:

Equities 52% Real Estate 28%

Ship Investment
Non Drybulk 8%

Bareboat 12%

The business unit is divided into the following areas, reflecting the investment activities undertaken:

KLAVENESS INVEST

Investments

Standard
Dry Bulk

Bareboat
Deals

Non
Dry Bulk

Real EstateShipping Equities

Hans Thomas Holbye

Shipping Investments

• Standard Dry Bulk investments
KI is responsible for the Group’s ownership in standard
bulk tonnage (i.e. Capesize, Panamax, Handymax and
Handysize vessels). As of December 2006, KI had no
ownership of such standard tonnage.

• Investments in other segments than Dry Bulk with
market exposure
Through 2006 KI increased the investments in small
tankers, chemical carriers and supply vessels as well as
exposure to the FPSO and rig market.

Since 2003 KI has built up knowledge of the other
shipping sectors through participations in various
investments. These investments involve a mix of direct
market exposure through spot operation and residual
value risk after initial charter periods. Investments in
segments outside dry-bulk are done together with
partners having experience in the respective segment.

The continents of Africa and Europe meet at the Strait of Gibraltar. This narrow stretch of water separat-

ing Spain and Gibraltar in the north and Morocco and Ceuta in the south is the seaway between the Atlantic

Ocean to the west and the Mediterranean to the east. The Gibraltar Strait is 300 m deep and 15 km wide at its

narrowest point. Because the strait hinders the flow of water between the two oceans, the salt content of the

Mediterranean is extremely high. The Strait of Gibraltar is strategically situated. Ships pass directly below the

Rock of Gibraltar, popularly known as “Gib” or “The Rock”.

STRAIT OF GIBRALTAR
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Properties owned per 31.12.06 m2 Property Type TKG Share

Development projects in Oslo

Drammensveien 155C (Skøyenhagen AS) 15 000 Building site/Residential 35.00 %

Drammensveien 155C (Skøyenhagen Næring AS) 12 000 Building site/Office 50.00 %

Harbitzalléen 2A 12 000 Office 84.00 %

Kirkegaten 17 6 100 Office/Retail 100.00 %

Karenslyst Allé 54-56* 31 000 Building site/Office & Retail 100.00 %

Running yield projects

Drammensveien 133 (Oslo) 6 200 Office/retail 100.00 %

KombiEiendom Invest AS (Skien, Drammen) 85 000 Logistic centre/warehouse 31.00 %

Helsfyr Eiendomsinvest AS (Fyrstikkalleen 1-3, Oslo) 19 800 Office 35.00 %

AK Eiendomsinvest AS (Kristiansand, Stord, Arendal, Lier, Sotra) 88 000 Warehouse/industrial 20.00 %

Åsenveien 3 (Ski) 8 400 Office/retail 25.00 %

* Acquired 01.02.07. TKG share to be reduced to 90.5 % in February 2007.

REAL ESTATE INVESTMENTS

The Suez Canal (Arabic: Quana al-Suways) runs from Port Said on the Mediterranean in the north to Suez

on the Red Sea in the south. The canal, which is the longest in the world for large ships, is 171 km long, and

makes water transportation between Europe and Asia possible without circumnavigation of Africa. The canal,

which passes through several lakes, can take fully laden ships of up to 150,000 tons and ships in ballast of up to

370,000 tons. The largest ships that pass through the canal are known as Suezmax.

The canal was constructed by the French engineer Ferdinand de Lesseps between 1859-69 and has since been

extended several times. The British had control over the canal until 1956, when it was turned over to the Egyp-

tians. A tunnel running under the canal was opened in 1980.

THE SUEZ CANAL

Drammensveien 133, Oslo




