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Paul Bendy

Since 1997, Paul Bendy has been the Managing Director for Teekay Shipping Audrdia Prior to
this appointment, he was the Manager Shipping for both Catex and Audrdian Petroleum since
1993. He hasworked in many roles within the maritime and oil indudtries, from a see-going
engineer, engineer manager and then an operations manager within the Caltex refinery.

The Sydney office of Teekay Shipping is part of the globa network to support the transport
operations of Teekay’sflegt of shipsthet trade around the globe. Teckay have atotd of 98 ships,
but with the merging of the BHPBIlliton operation, the totd is doser to 120 shipsand asmdl

fleet of tugboets.

Paul’s prime role is to manage the Audrdian operations for Teekay Shipping Limited. The
Audrdian offices of Teekay nat only manage the Audtrdian flegt, but dso supports Teekay's
internationd fleet while trading in the Audtrdian and New Zedand region. This support isfor
both technical and operations. The functions of the Audtrdian office include marine operations,
technical, human resources, indudria reations, manning, payroll, purchasing, qudity
management and accounting.

Paul holds aFirgt Class Marine Enginear’ s Certificate and is currently a director on severd
mearitime related associations and severd companies within the Teekay group. With histechnica
background, Paul likesto think he brings avery practicd approach to managing Teekay's
operations and with a keen sense of knowing what the needs are to improve the Audtrdian
maritime indudtry.
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Trendsin Tanker Shipping
The Independent Shipowner Per spective

Presented by
Paul Bendy, Teckay Shipping Audrdia

Side 1:
Good morning ladies and genetlemen:

Side 2:

A little less than 12 months ago, tanker owners were facing the strongest freight marketsin over
25 years. Inthethird quarter of 2000 and in the early part of 2001 Clarkson’s Shipping
Intelligence Weekly had reported Aframax time-charters equivaent earnings of over $60,000 US
per day on some trade routes and they had dso reported that a VL CC had reached the $100,000
US per day milestone.

Thiswas afar cry from the $10,000 US per day that was averaged on the AG-East Aframax trade
route in 1999, where tanker owners were operating below variable cost bregkeven, and due to the
wesk market, ship vaues were plunging. This meant that many ship owners were in breach of
minimum hull vaue covenants on bank |oans where most owners hed either painful discussons
with their bank to buy themsalves breathing room, or grasping at over priced refinancing options

on the way down the dippery dope towards the brick wall.

But how did the tanker market get to these two extremes and in such a short period of time?

Side 3:

Looking at some dides that we had put together for our Shareholders on the tanker supply and
demand fundamentas, we can now see how we gat into this mess as well as why we recovered so
quickly. | thought I would kick off my commentstoday by sharing these with you.

The tanker businessis driven by the baance between the demand for globa oil trangportation and
the supply of shipping capacity. TCE rates are reflected in the balance between the two.
Voldility in these rates is created in by rapid fluctuations in demand in response to changesin the
world oil markets, while tanker supply responds much dower due to shipyard lead times. For the
past 25 years the effect of these fluctuations has been cushioned by a surplus of tanker supply.
This surplus, dthough difficult to measure, gopears to have diminished sgnificantly, causng a
sharp increase in the volaility of tanker ratesin 2000.

Looking firg a the demand sde, the first chart compares World Redl GDP growth (in red) to ail
demand growth (blueling, left axis), and oil production growth (green line) during the 1990s and
year 2000. Asyou can see from this grgph, oil consumption growth is a function of globa
economic growth. Oil consumption has been growing seadily, in fact, for the past 20 years.
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Looking at the grgph we see that world red GDP growth pesked in 1997 a 3.5%, then dowed in
1998 dueto Ada In 1999, the growth rate returned to the pre-Agacrissleve, with year 2000
paring even better. In Year 2001, things are not as bright on agloba scae, but | will get to that
later.

Inthelong run it is the demand (consumption) for oil that drives tanker demand. However
because of seasond variaionsin globd ail inventories, the short term leading indicator of tanker
demand istheleve of globd ail production.

In 1999, there was an unprecedented degree of disconnect between oil demand and ail production
(green line) and was one of the reasons which led to the weak freight market. Thiswas, of
course, the effect of OPEC production cutbacks which resulted in a sgnificant drawdown of
world ail inventory leves. In 2000, OPEC increased production as aresult of low inventory

levels and escalating demand.

Side 4:

Because of the distance |leverage factor, the shift in incrementd oil production growth away from
the North Sea, where it was in the 1990s, to Middle East OPEC is very postive for tanker
demand. This graph illudtrates the close relationship between OPEC production and tanker rates
which has developed over the past two years. The red line on this graph represents the average
between AG/Eagt and Caribs-US Gulf Aframax rates, which closdy resembles the rates achieved
by Teekay's tanker fleet. Because Middle East OPEC production has become such akey factor in
the world' s incrementd oil supply Stuation AND because tanker rates are so highly levered to
M/East OPEC production, it is not surprising thet there is a strong correlation between tanker

rates and OPEC production.

Three OPEC production cuts this year have reduced near-term tanker demand. However, present
production iswel below thelevd of typicd globd winter oil demand and, consequently, ail
andyds are widdy forecagting production increases later thisyear or if we do not get a
production increases there will be a sgnificant draw in world ol inventory levels

Side5:
Turning now to tanker supply.

The“Erika’ oil soill in December of 1999 quickly became a catay4 for the need to accderate the
phase-out of old, substandard tankers. In April of 2001 the Internationd Maritime Organisation
pased alegidation for the acceleration of the phase-out of the older 1970's - built tankers. Over
the next five years, for the firgt time there will be enforced scrapping of alarge number of

tankers, regardiess of the level of tanker rates. The pink barsto the right of the graph represent
the new IMO phassout schedule. During the next five years 82 mawt or 28% of current world
tanker fleet will be scrapped. It should be noted that these are the latest dates at which this
tonnage hasto leave the fleet. Many affected vessals will actualy be scrapped in the 24 month
period prior to their phase out date as they face maintenance expenditure hurdles, such asthe 5"
specid survey, for example,
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If you take the mandatory phaseout detes (ie: take the most pessmigtic scrapping scenarios) and
add the effect of typica annud growth world tanker demand, you will need very high
newbuilding ddiveries over asustained 5-year period in order to prevent further tightening in the
tanker supply/demand baance. Shipyard capacity will be a serious condtraint during this 5-year
period, asthe yards are shifting production to gas carriers (amore profitable and fagter growing
sector), aswel as building other kinds of ships, such as dry bulkers, container ships, passenger
and cruise vessdls. We beieve that it is possible for the yards to build enough tankers to keep
thingsin baance, BUT thereis very little room for error: We could see supply squeezes for
example, whenever OPEC steps up production suddenly, asthey did on severd occasions last
year.

Side6:

Although tanker rates have come off their recent highs, and the world economy has dowed, we
are fill experiencing year over year increased oil demand. If you look at this chart you can see
that firgt half production of thisyear is greater than last year and it has had a positive effect on
tanker demand, which has resulted in higher earnings over the same period last year.

Side 7:

So, does this mean the tanker business has reached the promised land of perpetud profitability?
Unfortunately not, in my view. 1’'m not sure how the rest of you view this but | for one tend to
get nervous when there is nathing but blue sky above. Shipping, after dl, has been abusnessin
which one has never been dlowed to be happy for very long.

While| would be ecgtetic if | am proven wrong, | see no reason to conclude thet the tanker
business has suddenly ceased to be deeply cydlica. Over-ordering of tankerswill eventudly
occur. The economic cyde will eventudly turn. There will eventudly be amarket downturn,
possbly asevere one. 1t may be 3 years or 5 years away, but it will occur.

Why am | dready worrying about this now? Because despite today’ s euphoria, we tanker owners
cannot earn our cost of capita by relying soldy on the tanker cyde. Our fragmented industry has
historicaly been a notorious destroyer of shareholder vaue for the average owner of tanker

assets. More about this later.

Side 8:

At Teekay, we often remind each other about the fact that our company isredly in two digtinctly
different business, namely the highly cyclicd asset owning business and the non-cyclica service
business.

What | have just described in the firgt part of my comments today was of course related to our
cyclical business. Because of its capital intensive nature, our asst businessis the biggest sngle
driver of our company’s per ship-day topline, or revenues. Y et, the trade in the commodity of
ship hullsis essentidly an undifferentiated part of our business, in which anyone with enough
money can participate. Since we do not conclude asset transactions very often, thisis not the
maost time consuming part of our busness.
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We spend far more of our time thinking about the service and operating Sde of our business.
Thereisagood reason for this if you get it right, you can actudly differentiate your company
from othersin the eyes of your cusomer. Thisis very sgnificant.

On the next few dides, | will discuss how a shipowner might think about his service busnessasa
means to build his franchise and, a the same time, enhance his bottom line.

Side 9:
Running tankersisarisky busness. Therefore, the first set of issues weighing on the mind of the
shipowner revolves around the safe and competent running of his ships, induding:

- long term avallability and competency of crew
- ship qudity and fegtures

- maintenance policies

- safety practices

- emergency response preparedness

- qudlity control

- and ovedl ship menagement philosophy

The minimum standards in each of these areas are of course dictated by regulation and it requires
alot of work just to meet these dandards. However, in my view it makes excdlent business
sense to go the extramile and drive for the highest possible sandard in these areas. 1n doing so,
you help your cusomer minimize his risk. This should get you preferred supplier status, which

in turn builds the value of your franchise as new business opportunities are crested.

For example, at Teekay we know that when our ships cdl a a customer’s termind, the
gppearance of the ship reflects on our cusomer. A big part of the reason why we place such a
high priority on the fabric maintenance of our shipsisto assst our cusomer maintain a podtive
public image. In return, our satisfied customer rewards us with repest business

Side 10:

Next on our mind isthe area of customer service. Most owners talk about service, but many
merely offer the minimum expected product. Service innovation and credtivity are value added
features that help our customer’ s bottom line. These might include:

- convenience

- flexibility

- condstency/predictability
- information

- and respongveness

Offering operationd scdeis agreat way to provide flexibility to the customer. The other day
when | checked, | found thet in 15-20% of Teekay’s spot contracts with customers, we effect a
subdtitution of the origindly intended vessd before the loading date. These subdtitutions are
typicaly necessitated by a change in the customer’ s loading program or by adday to the origind
vesH onitsprior voyage. Due to the Sze and homogenous nature of our flegt, our cusomers are
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rarely forced into the inconvenience and cost of having to cancel a contract with Teekay at the
last minute and look for ancther owner.

The use of the Internet will be an important toal in providing efficient and convenient customer
sarvice. Our industry must embrace the Internet, but information technology is merely onetool.
Service arganisations should have cross-functiond teams organised around customer processes,
and not functiond teams. A responsve organisation structure staffed with empowered peopleis
essentid to being atrue service company. Thismugt be driven from the highest levels of the
organisgtion.

The customer service aspect of our business has been under-prioritised for years. Intomorrow’s
world, you ether add value or get out!

Side 11:
The third big issue on the owner’ s mind is achieving his gods in risk management and customer
sarvice in the mogt cogt efficient way. Thisissueistackled by trying to build:

- higher vesd utilisation
- an effective organisation
- economies of scale

- IT sygems

- and process efficiencies

This year Teskay will spend US$10 million on continuous improvement initiatives and new
infrastructure projects which will dlow usto raise our qudity of service further. Y, dueto
significant economies of scae, our per ship day operating expenses and overhead cogs ae dill
expected to fdl.

Scde and cod efficiency lay the foundation for providing a superior product a a competitive
price.

Side 12:

Today’s cusomersin the tanker business are bigger, more focussed on their core oil busness,
more quaity conscious and more sengtive to reputation risk. They increasingly expect their
suppliersto ddiver vaue, and to do s, suppliers must have sgnificant resources, be it people,
shipsor cagpitd. Consolidation in the tanker indudtry is beneficid for customers because it

crestes more capable suppliers. Customers want cost effective operators - they don't want cheap
operators.

The highly fragmented tanker indudtry is gradudly responding to thischalenge. Thereisdill a
long way to go, but the pace of consolidation is quickening. We should fully expect to seethe
consolidation trend among shipping companies continue.

Owners should not pursue consolidation in the hope thet it will lead to an eroson of the
competitive nature of the tanker market. Even a subgstantidly more consolidated industry will see
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continued price competition. Ownerswill nat have pricing power. Just look & the oil companies
themsdves for proof of this

A consolidated market structure would see a greater number of financidly hedthy tarker
companies who can ddiver aqudity product. Companiesthat are able to meet its customer’s
needs for flexible service will be rewarded with better profit margins. In turn, these companies
will drive further consolidetion through ther financid strength.

Side 13:

| promised | would get back to the subject of shareholder value destruction. Let me show you
one of my favourite charts - favourite because it 0 dearly illugtrates how consstently bad things
have been in the industry and how badly consolidation is nesded.

The chart shows the return on invested capitd for three dternative investments during the 1990s.
If you hed invested in 3-month U.S. Treasury Bills (green line), you would have earned 4.7% on
average. If you had been an investor in Teskay Shipping, your return would have been 7.1%.

Y ou would have beet the T-Bill return on anomina basis, but not on arisk adjusted bass. And,
if you hed invested in Teskay' s peer group of public bulk shipping companies, you would have
managed only a2.8% return!

If the largest, mogt professiondly run companiesin our industry cannot earn their cost of capitd,
what are the chances that smaller operators will survive?

How much longer should we expect investors to support the tanker indudtry if we don't ddliver
adequate returns.

Side 14

| sad earlier that Teekay isintwo busnesses. Since Teekay did not manage to generate a
sufficient return on capital over the past decade, let’slook at how each of our businesses fared.
Looking fird at the assat owning business, in the early 1990s Teekay took ddivery of alarge
number of newbuilding tankers ordered far too expensvely. At the same time we were phasing
out anumber of old ships. Asyou can see from the green bars on the chart, our average invested
capita per vessd dmogt doubled during the firgt haf of the decade. Our net income TCE
breskeven per ship day (the ydlow dot line, right axis) rose from $13,500 per day in 1991 to
around $16,000. Thismade it difficult to meke aprofit, even in arisng market. We were
basicdly not disciplined enough in our asset businessin the early 1990s. Weinvested unwisdy
when the price of shipswas high.

In the second half of the 1990s, we were far more disciplined. By kegping our powder dry during
the strong market in 1996-1998, we were able to make a mgor counter-cydica move during the
wesk market in 1999, with the acquistion of Bona Shipping. Thetiming of this transaction
reduced Teekay's net income breskeven consderably.

The good newsisthat if you get your asset purchases more right than wrong, on average through
the shipping cyde, you are laying a solid foundetion for profitability in the future. The bad news
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isthat no matter how good you are a timing such purchases, you cannot build a barrier againgt
entry by others.

Side 15:

This chart isagood way to describe the results of Teekay’s service businessin the 1990s.
The chart compares Teekay' s cash flow per ship day to that of our peer group. The Teekay
advantage is the combined effect of asset utilisation, cost advantage, and strategic focus.

If you get the service business right, you can build a franchise that congstently enhances profit
margins. The stronger the franchise, the higher the margins. However, such margins are
insufficient to overcome the effect of poorly timed asset acquisitions.

Side 16:

So what isthe difference a Teekay compared with many others who get into the tanker market?
There are ill many operators who believe that dl you need to do is buy abunch of ships and
move as much cargo as you can get your hands on. | bdieve this sums up the Srategic rationde
used by many an opportunistic shipowner over the years

This gpproach isno longer suiteble. The only way to create long term shareholder vaue isto be
good & both the assat business and the service business. Companies that succeed in both will
drive the consolidation of our industry. In doing thisthey have ared chance of scding the
consderable barrier to achieve sustaingble profitability in our business.

Thank you very much for ligening.
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Aframax Average TCE Rates
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GDP Growth vs. Oil Demand
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JPEC Production vs Aframax Rates
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World Tanker Fleet

EE
deliveries/Scrappings Fleet Size (mdwt
(mdwt)
30 320
25
20 =+ 310
15
10 1 300
5
0 10 |+ 290
-5
-10
_15 1T 280
-20 |
-25 — + 270
-30 |
-35 260
o — o [0) <t Te) © N~ © o)) o - o I90) <t Te) © N~
o)) o o o)) o o)) o)) o o)) o)) S o o =) =) o =) o
o)) )] o) o)) )] o)) o)) o o o)) S o o S o o S o
— — — — — — — — — — AN AN AN AN AN AN N AN
Calendar Year
ClDelivered I Scrapped/Removed B Expected Deliveries
IMO Scrapping Fleet Size
‘ce: Clarkson World Shipyard Monitor 7/01 5

11 Scrapping/Deliveries is up to June 30, 2001

RETURN TO PROGRAM NEXT PAGE PREVIOUS PAGE EXIT



PRINT

ZOOM IN

Z00M OUT

Off the Chart!

OIL PRODUCTION Y TANKER DEMAND ?
MBD Change Change
Jan-Jun, 2000 75,750
A +1.52% +2.3%
Jan-Jun, 2001 76,900
TANKER RATES(TCE/Day) ¥
Aframax Suexmax VLCC Change (avg)
Jan-Jun, 2000 $25,358 $31,764 $36,921
+36%
Jan-Jun, 2001 $37,181 $41,720 $48,440

1) Source: IEA July 2001 2) Based on Fearnley ton/mile model
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..But don't sall your worry beads yet!

B Tanker market will remain cyclical in nature

B Basic barrierstoentry remain low

B Market cycle alonewill not stop

shar eholder value destruction

RETURN TO PROGRAM NEXT PAGE PREVIOUS PAGE EXIT



PRINT ZOOM IN Z00M OUT

One Company - Two Businesses...

Asset Owning

Business
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1) Risk Management and Controls

Performing to the highest standards:
Crew

Ship Quality Opportunity?
Maintenance

Safety

Emergency Response

Quality Control

Ship Management Philosophy

=> MIinimizes customer’srisk
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2) Customer Service

Add valueto your customer:
B Convenience

B Flexibility

B Consistency/Predictability
B Information
u

Responsiveness

=> |mproves customer’s bottom line

10
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3) Cost Efficiency

M anaging costs successfully:
B Vesse Utilization

Effective Organization
Economies of Scale

N
_
B |T systems

B Process Efficiencies

=> Foundation for providing superior

service at a competitive price
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Consolidation:
“cost effective’ - not “ cheap”
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Poor Historical Returns

on I nvested Capital
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11 based on First Quarter ended March 31, 2001
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Learning aLesson The Expensive Way

Invested Capital Per Ship Net |ncome Breakeven Per Day
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35 22,000

30 4 20,000

25
+ 18,000

20
+ 16,000

15 1

+ 14,000

10 A

+ 12,000

r 10,000

FY1991
FY1992
FY1993
FY1994
FY1995
FY1996
FY1997
FY1998
FYMar99
FYDec99
FY2000

I Average Invested Capital per Ship
— —Net Income Breakeven (excluding asset sales)

14

RETURN TO PROGRAM NEXT PAGE PREVIOUS PAGE EXIT



PRINT ZOOM IN Z00M OUT

The Advantage of A Strong Franchise

Operating Cash Flow Per Ship Day
(US$)

18,000

16,000

14,000
12,000
10,000 -
8,000
6,000
4,000
2,000
0 .
o 2 S R & & S & o o S
o)} o)} o)} o)} o] o)} o)} o)} o)} o)}
- — — 4 - - - - - — «
B Teckay Fleet Average B Average of Peer Group
15

RETURN TO PROGRAM NEXT PAGE PREVIOUS PAGE EXIT



PRINT ZOOM IN ZO0OM OUT

Fresh thinking needed!

* Strategic Planning
at the Bendy household”
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