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What is on the menu today?

Introduction to cost cutting

Saving fuel through energy management
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Objectives for this seminar is to share DNV points of view on safe and
sustainable cost cutting

OBJECTIVES KEY ELEMENTS

Present DNV points of view and The key elements that will be
discuss cost cutting initiatives focused on in the seminar are:
that will - OPEX

* reduce long term cost and = Voyage Costs

= improve company capabilities

NOTE: Initiatives for reducing CAPEX and
or increasing revenue will not be covered in
detail.
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A CEO illustrated the challenge with a capability GAP as a key driver
for rapidly increase of cost

Caq_ability = New technology

= Growing fleet

= More complexity

= Increased competition
» Regulations

* New markets

/
o
v

Status quo

m -
pany Capability Outlook Lower employee retention

= Lower industry attractiveness

> Time

14

By addressing improvement of capabilities, the company closed the gap
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The key to sustainable cost cutting is the ability to
strengthen organisational capabilities

Policies & guidelines

Process
&
organisation
Resources
Tools People
& &
Technology Competence
S~

Capability
Framework conditions

Capability = Capacity + Ability

Sustainable Cost Cutting
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A
st cutting
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Sustainable cost cutting requires a structured approach
Sustainable cost cutting must focus on controlling the cost drivers

The critical success factor is strengthening core company capabilities, thus using the
“‘opportunity” to improve the competitive edge

30 May 2010 w
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Situation & Challenges - the total costs are dominated by the fuel
costs and crew costs and they are not likely to drop

Drivers: Driver;:
= Increase in lube oil prices Stores Administration " G.rowmg SUP.POFt org.
o o = Higher salaries
9 % 6 % = External requirements

Repair & maintenance

Drivers: 9 % Crew costs
= Increased spare part costs 21 %
= Increased # of breakdowns —_
= Increased yard repair cost Drivers:
Insurance = Rapid growth of fleet and
5 04 need_for seafarers push
salaries
= Poaching pushing salary
increases

Drivers:

= Increase in accidents
probability and cost

= Linked to manning issue and
neglected maintenance

= Financial market

Drivers:
= Market supply & demand
= Increased charterer focus

Typical cost distribution for tank and bulk
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Common pitfalls in cost cutting projects — Various initiatives are
being undertaken by ship owners & operators

Increasing

Doing the
things right

EFFICIENCY

REDUCED
COST BASIS

* Outsourcing

CAPACITY
ADJUSTMENTS

IMPROVED PRACTICES

* Fuel/energy mgmt

* Maintenance mgmt

* Procurement mgmt

* Business Process
Reengineering

» Competence

velopment

POSTPONEMENT OF
COSTS

* Reduce staffing onboard / « Delay purchase

ashore

» Slow steaming

* Lay up & Scrapping

» Cancel new buildings

* Delay maintenance
* Postpone development

e Put investments on hold

Increasing

EFFECTIVENESS

Doing the right things

Sustainable Cost Cutting
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Common pitfalls in cost cutting projects
What do we mean by cost cutting?

INCOME

Time

Sustainable Cost Cutting i ﬁ
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How do you obtain sustainable cost cutting in shipping companies?

dentify opportunities Utilise the momentum: Identify indicators to
covering; - initiate Quick Wins follow-up cost cutting
« Leading practice vs current - start developing long results & how to measure
« Prioritise term solutions

* Risk assessment
» Set cost baseline

1 2 4

Identify Identify Initiate
cost drivers opportunities quick wins

Get overview of your Adjust company - Understand the

cost drivers (& under- strategy, tactical plans change challenges

stand the impact of & goals to avoid fatigue - Develop a plan to

cost cutting) and frustration manage the change
process

Cook book “How to create a competitive edge through cost cutting”

Sustainable Cost Cutting
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Step 1 Identify your cost drivers

Stores
9%

Repair & maintenance
9%

Insurance
5%

Administration
6 %

Repair and

Maintenance

Planned
Maintenance

70 - 90 % 5-20 % 5-20%

= Time spent on .
planned
maintenance
(overtime)

=  Spares used

= Service supplier .
cost

Damages*

Replacement
cost of
equipment
Repair team
cost

Deductible
from
insurance

Consequence

cost

Crew costs

Unplanned
Maintenance

=Time spent on
unplanned
maintenance
(overtime)

=Spares used

=Service supplier
cost

2,

. I -
Identify Y dentity
cost drivers I-’)ppOVlUnIUGS

Interest Income:
0,0

Turnover
5454

Contribution margin
1487

| 269.3

Result before

financial expenses

93,0

Depreciations,
39,3

Direct costs
3968
jp— —
- 'lf 15,0
1

s .\I_Ship management
¥ -—v 115 |:ENII—|Oﬁ-hireduelo Maint
1= |\| Docking | — 34 Tndirect costs
'Ir | 164

Crew costs Commercial off hire

| | 744 |_ | 129 |_
- = I [ 1
I_ - \'I | Other indirect costs
| Other costs |

Turnover
545,4

I
1
]
: Funds
1 2105
1
I
!

1
| _I Inventory tumover rate | _ _ [ Inventory + WiP Current assets
a 84 3029

|

Capital turnover
048

Total Capital
1129,7

Trade Debtors Fixed assets.
84,0 8267

= Areas influenced by maintenance mgt

Capital aspects

50 _

3. 4.
Adjust Initiate Manage
goals quick wins change

Operational aspects

Return on capital
employed
8.2%

|7

Break down the overall cost aspects and create hypothesis of main drivers and analyse how addressing

Sustainable Cost Cutting
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Step 2 - Carry out gap analysis and capability assessment

P —

Maint. People Capabilities

Maint.
Results & Improvement

Maint.
" Organisational Capabilities

Maint.
Reporting & analysis =

Maint.
. Goals & Requirements

Maintenance

Procurement

4= Organisation & Strategy

C

]

GEJ Fuel Management Voyage Performance
S

3

Energy Consumers Ship Performance

)

T

Main & Aux Engines
Sustainable Cost Cutling
30 May 2010
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il 2 3. 4
Identify Identify Adjust Initiate
cost drivers '\ fopportunities goals quick wins

In order to know where to focus
and prioritise, current practice and
standards needs to be established
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Step 3 - Adjust company strategy, tactical plans and expectations in
order to avoid fatigue and frustration

Policies & guidelines
Process

& ) 5

Organization Maintenance cost”
Availability?
Resources Technical standard?
Tools People
& &
Technology Competence

When reducing the resources into the maintenance management process, the process has to be made

more efficient or the expected output needs to be adjusted

Sustainable Cost Cutting
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Step 4 — Establish improvement portfolio and Initiate quick win

Idel tly \de]tfy Adjusl |nll'ale >Manage
cost drivers fopportunities [LE qU'CkWWS change

\
Impr. rep of unplanned .
[ corr. maintenance Standardize tech.
Hiah account structure
I
g Improve monitoring Utilize PMS for dry ) [ Improve culture ]
of maint performance dock planning & follow-
up
Incr. Performance ] / Improve onboard ]
monitoring and trending J — i ___Sparepartmgt  }
Training — practical
maint. best practise

Optimize
. Establ. fra ork for maintenance p|an
Medium j enefit tracking

[ Strengthen cont. ]
L )

improvement ability

Financial impact

Better follow-up of
service suppliers

Small Sirzrgien (o [Est. manning strategy]
relationship to makers
Easy Medium Hard

Difficulty of implementation

Sustainable Cost Cutting
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Key observations

1. Few succeeds with sustainable cost cutting

2. Significant improvements contribution to bottom line can be achieved

3. Cost cutting should focus on
= Effectiveness — doing thing smarter
= Addressing the total cost bases, when identifying key improvement areas
= Set up a project covering all the different initiatives

4. The critical success factor is strengthening company capabilities, thus improving
the competitive edge

Sustainable Cost Cutting
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© Det Norske Veritas AS. All rights reserved. 16 MANAGING RISK : i i



What is on the menu today?

Introduction to cost cutting

Saving fuel through energy management

Maintenance and Procurement

Mgt & measurement of change
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Being smarter on energy consumption will reduce fuel costs and
emissions to air

"FU,E',‘l efﬁ{:iﬁ'ﬂcy Will bECOHlf,' kﬁ’.‘yu (Source: Fairplay web links)
Herald ¥ Eribu, _ - Z™="T7

éﬂ‘g‘ i‘ ' s ABY/ON £ _

“This could be the biggest game changer” - Loh wai Kiew, CEQ shell Marine Products

On the international
agendal!

= Shipping is responsible for greenhouse emissions of around 1 billion tonnes of CO, per year —
3,3% of total emissions

= Improving fuel efficiency have positive effect on
- Green house emissions
- Fuel costs

Sustainable Cost Cutting
30 May 2010
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Fuel cost is the largest cost element for shipping companies.....

Stores Administration
9% 6 %

Repair & maintenance
9%

Insurance
5%

= Energy efficiency and behaviour changes
Crew costs . .
21 % can give cost savings of 5 — 15%

= Many areas influence the fuel cost

= Systematic and dedicated effort is needed to
realise the saving potential

Typical cost picture for tank and bulk

...and have to addressed in a cost cutting setting.

Sustainable Cost Cutting

30 May 2010
© Det Norske Veritas AS. All rights reserved. 19 MANAGING RISK [E00



OCIMEF is promoting new TMSA requirements addressing Energy
Efficiency and Fuel Management

Organisation & Strategy

Energy Efficiency and

Fuel Management Voyage Performance
Fuel Management

Energy Consumers Ship Performance

Main & Aux Engines

Par Best industry performance Company X

From the introduction :

_ _ _ The TMSA requirements has been
“...management guidance with the aim of

encouraging companies to introduce CO2
reducing practises...”

Sustainable Cost Cutting
30 May 2010 /!
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The challenge is not to list areas that influence fuel cost, but to identify
and prioritise the most efficient initiatives for your company

Voyage Performance Main propulsion and AUX engines

Fleet planning, route and ship allocation Main boiler efficiency

= Chartering/contracts Main turbine efficiency

= Voyage planning = TG efficiency and utilisation

* Speed Management Main Engine efficiency

" Weather routing & sea current Aux Engines efficiency & utilisation

= Port/harbour operations
P = Aux boilers efficiency and utilisation

Ship Performance Consumers

Hull condition

Cargo Operations
= Propeller condition Insulation and energy losses

= Autopilot & rudder Thruster operations
= Hull Appendages & tech. mod. Ventilation, HVAC, lights
Water productions

Incinerating

Fuel Management (HFO

Pre-bunkering Strategy and tactical plans

= During bunkering = Performance Management

= Post-bunkering = Competence and training
= Culture and awareness
=  Environment and CSR

= Life-cycle perspective

Sustainable Cost Cutting i&
30 May 2010
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Energy Management requires cross departmental cooperation

CEO/BOD

Finance

Commercial / sales Procurement Operation

Management and org

Projects & NB

Fuel Management

Main and aux engines

Paradox - nobody is fully accountable for fuel consumption either on-board or on-shore

Sustainable Cost Cutting
30 May 2010 /!
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“You get what you measure” — energy efficiency requires measuring
and analysis

Overall fleet performance

2,8%

1,5%
0,2%

4,4%

4,5%
5,49
1,7%

Q

Q

L*]

@ e e ©

2,5%

1,9%
2,1%

2,7%

4,0%
3,0%
2,3%

0,380
0,453 @
0,457

0,380

0,401 @
0,416 @
0,360 @

Hull & propeller

Hull & Propeller Propulsion Efficiency Indicator

4,0E-03

3,5E-03
3,0E-03
2,5E-03
2,0E-03

(kn/HPhr)

1,5E-03
1,0E-03

19.12.2006 08.01.2007 28.01.2007

Date

17.02.2007 09.03.2007 29.03.2007 18.04.2007 08.05.2007

—s— Liberty Eagle Loaded Liberty Eagle Ballast

Energy efficiency are typically defined as specific energy consumption

Buffertime Target

Vessel speed mgt

0.045
0.04
0.035
0,03 o o o O |
0,025
0.0z
0.015
0.01
0.005

N

Bl Buffertime
O Target

Engine performance

Main Engine assessment TestDate  31.122007 Warninglevels —~ Result |

Engine balance (compared to avereage)

Prnax Maximum combustion pressure
Peomp Compression pressure

FPI Fuel Pump Indicator

Texn Exhaus gas temperature

Engine efficiency (compared to new building sea trial)
Prnax Corrected comb. press. drop compared to engine ref.
Peomp Corrected compression pressure drop compred to engine ref.

Texn Corrected exhaust gas temp. increase compared to engine ref.

ATyc Turbo charger differential temp decrease compared to ref.
Engine thermal load - MCR achivable
AP,  Scavenging air cooler air side fouling (mm H,0)

Engine overload

a_Pmax  Angle of maximum pressure less than 11,5 or greater than 16°

Pignton  Max pressure rise more than manufacturer's recommendation
Fuel oil consumption (compared to NB sea trial)

tid FO consumption increase to refence per day @ NCR [+4,31 (t/d)]

Yellow

5

4
5
7

10
15

11,5

Red
7

5
10
9

10
15
15
20
100
280

16
30

Value
%
%
%
%

%
%
%

34%
©51%

32%

Sustainable Cost Cutting
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What is on the menu today?

Introduction to cost cutting

Saving fuel through energy management

Maintenance and Procurement

Mgt & measurement of change
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Sustainable cost savings opportunities can be identified when
you scrutinized your cost drivers

Stores Administration
9% 6 %

Repair & mgintenance

Crew costs
21 %

Insurance
5%

Sustainable Cost Cutting
30 May 2010
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Example Maintenance - Increasing requirement

Change from
DOS to%Nindows of the 'S\'M code

|

Number of jobs

Time

New jobs are often inserted into the PMS, but not very often removed

Sustainable Cost Cutting \'&
30 May 2010
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Example Maintenance — “Dry-cleaning” of the PMS database

50 % reduction of automation
jobs

30-60 % reduction of all
maintenance jobs

Reduced risk of breakdown or
off hire

10-20 % reduction of
maintenance cost

Enable fleet wide
standardisation and
continuous improvement

1.

Technical hierarchy .
breakdown structure

Standardisation of jobs
Risk based maintenance

Condition based .
maintenance

Useful job attributes

Duplication and
overlapping

Job descriptions -

Exporting database for
selected vessel(s) from the
PMS to a dry-cleaning tool

Defining the standard
technical hierarchy

Defining the risk level and
adopt the maintenance
plan

Introduce condition based
maintenance where
applicable

Removing unnecessary
jobs when duplicate or
overlapping jobs

Dry-cleaning of the PMS database can unleash immediate effect and enables long term improvement

Sustainable Cost Cutting
30 May 2010
© Det Norske Veritas AS. All rights reserved.
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Example Maintenance — Dry-cleaning of the PMS database
1 Standardisation of technical hierarchy breakdown structure

= The technical hierarchy breakdown structure is the skeleton of the planned maintenance

system

* Focus on numbering structure and naming rules (SFI does not provide required detail

level)

= Consequences of no standard and rules:

Same number, but
different naming

_ Vessel 1

Vessel 2

Vessel 3

al
OO T IACD T ROUTCCCCIN T CAINTO TINCLE, TVO. | =t

631.001.001 Propeller
| 631.003.002 Propeller Shaft
631.003.003 Shaft Coupling Bolt & Nut For Shafting

OOT TIACD I NOTNCCCIN T CAINTO TINCLE, VO

631.001.001 Propoeller & Prooeller Shaft

| e ) FTTTIALCLUD TINUNCLLCLIN T TEAINT O TINUL. TNU. | = e )
/331.001_001 Propeller & Nut

631.003.001 Propeller Shaft Coupling Bolt & Nut

631.003.001 Propeller Shaft
631.003.010 Shaft Coupling SKF

631.007.001 Intermediate Shaft

631.007.001 Intermediate Shaft

631.007.001 Intermediate Shaft |

ggl'g Different number and ; N°;
' different naming
631.. ubrication

1631015001 Fwd Stern Tube Seal

631.013.001 Intermediate Shaft Bearing No. 2
631.013.002 Intermediate Shaft Bearing No. 1

631.017.001 Fwd Stern Tube Bush
631.017.002 Aft Stern Tube Bush
631.021.001 Stern Tube Seal Aft

631.013.00 mediate Shaft Brg

Same number, and
631..015.001 ST Bearings, S¢ same naming

631.015.002 Aft Stern Tube Seal

631.021.002 Stern Tube Seal Fwd

Establishing a technical hierarchy is a prerequisite for database dry-cleaning and continuous improvement

fleet wide

Sustainable Cost Cutting
30 May 2010
© Det Norske Veritas AS. All rights reserved.
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Example Maintenance — Dry-cleaning of the PMS database
2 Standardisation of jobs

Allow continuous

Do not include :
- improvement on the
[ Strive for interval in the job mp
standardisation of jobs Reduce the total number descrioti intervals and use of
|[ of different jobs by 80-90 escriptions

to reduce total number same job with

of different jobs % different interval

Job title Job code Interval

Replace Thrust Bearing KSOMC/MCE 48M BET0036 48
Renew Thrust Bearing Segments 48M BET0506 48
Check Thrust Bearing K90OMC/MCE 8000H BET0035 8000
Check Clearance In Thrust Bearing 8000H BET0505 8000
Survey Holding Down Bolts and Chocks 60M BEDO0029 60
Retighten Hold Down/Stay Bolts 8000H BEDO0023 8000
Retighten Hold Down/Stay Bolts 8000H BEDO0023 8000
Retight.Hold Down/End Chock Bolts 8000H BEDO0030 8000
Retightening Of Stay Bolts 8000H BEDO0031 8000
Replace Aux Blower BLWO0040 0

Replacement Of Auxiliary Blower BLWO0046 0

Proposal Legend

$S5- MOE 3 1 0 1 -ST|Full job code

SS- Identification of ship specific job code (only for one off jobs)

Indicates component type alternatively if class job (if so DNV Is the companent

Be smart and use to job MOE type)
. . 0 Description of type of activity (Overhaul = 01, Inspection = 02, Lubrication = 03,
code for categorisation of 7 Functional test = 04...)

- b 0 Counter value, no logic
J obs 1 Counter value, no logic
_ST |Identrfication of ST andard job code (only for standard jobs)

Sustainable Cost Cutting
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Example Maintenance — Dry-cleaning of the PMS database

3 Utilise the job attributes

= Job type (Yard, Internal, External)

Preventive and corrective job
Class related job (PMS/EQ)

Planning window

Mandatory history

Yard jobs can be used as input dry-dock
specification

Easy to get overview of external jobs that
need special planning and follow up

Overview of the corrective jobs enables
monitoring and continuous improvement of
the maintenance plan

Identifications of class related jobs makes it
easy to retrieve information during class
surveys

Utilising a planning windows enables easy
planning as only relevant jobs appear due

Focus the reporting on the critical jobs and
ensure sufficient quality on the reporting

Sustainable Cost Cutting
30 May 2010
© Det Norske Veritas AS. All rights reserved.
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Example Maintenance — Dry-cleaning of the PMS database
4 Define the level of details for the job descriptions

the job description

Use same layout and level of details

Too much details will lead to excessive number of similar jobs in the system

Explicit document or manual references can be given on the component level and not in

Strive for standardisation on similar components and system for easy updating later

Basic rules for writing job descriptions:
= Use simple language

- the “common denominator” (E.g. instead of “ensure”, say
“make sure”)

= Use language that you would use if you were talking to a
colleague over a cup of coffee

- This is referred to as “conversational style

= Maintain time logic sequence
- E.g. Ifyou find cracks inthe X ... doY and Z
- Use ACTIVE VERBS (action-based verds) (E.g. Any
anomalies should trigger opening up of the bearing for
further investigation. If you find anything unusual / out of
the ordinary, open up the bearing for further
investigation)

= Read your text as if you were the reader

- Getin the reader’s head and make sure you have written
an APPROPRIATE amount of detail

Personalise your text — direct the text at the reader
- use “you” when you can BUT don’t overuse it either

Use short sentences
- divide sentences into manageable quantities

Put the important words as early as possible in the
sentence

Ask yourself control / quality assurance questions

- can this text be in any way misunderstood by the reader?
Check with your own colleagues too as a final quality
control

Don’t be afraid to oversimplify

Check your thesaurus (synonym dictionary) for simple
words

Numbers 1 to 10 are written in full (one, two, three ...)

Use commas for pauses in your sentences and to split your
sentence into two distinct parts

Sustainable Cost Cutting
30 May 2010
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Example Maintenance — Dry-cleaning of the PMS database
5 Utilising risk based maintenance

Detailed Detailed
analysis? analysis!

Risk matrix

Consequence
z 2
Slight

Extreme

More than 100
5 times per ear 5

10 to 100 per
year

1to 10 per

(110

Frequency
w

> Once pe

10 years
Less than o
1 per 10 years 4 &
inale fatality , Severe
Safety inor temporary disability Minor permanent disability permarici.icahility Multiple f-ialities
§ Medium long term impact Long term impact to
c Environment Low impact wigi no lasting  Temporary or medium term Short or medium term impact with some impairment to ecosystem function.
3 effect. Migfimal area impact. Minor effect to small on local area. Not affecting ecosystem function. Widespread effects of
8' sed. area ecosystem Widespread sensitive areas
o )
c ? Cost US$ >X> 0 K$ 100 >X> 10 K$ 1 M$ >X> 100 K$ 10 >X> 1 M$ X> 10 M$
8 8 Very serious damage, Off
@ Veslsel / Insigngficant damage to, Off Superficial damage, Off hire Moderate damage, Off hire  Major damage, Off hire more hire more than 3 months,
5] Equipment hife less than one day more than one day more than one week than two weeks total loss

Minimum
survailence

Risk based maintenance will focus the maintenance to the most critical systems and reduce the overall

maintenance cost at the same time

Sustainable Cost Cutting i&
30 May 2010 .
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Example Maintenance success story — Complete vessel review
Results from maintenance optimisation process

Consequence
3
Medium

1 5

More than 100
times per year

10 to 100 per
year

1to 10 per year

Frequency

Once per 1to
10 years

Less than once
per 10 years

Benefits Function risk distribution

Low Medium High )

= Provides a tool for prioritization of maintenance

= Provides support in day to day operations and compliance of

vetting/TMSA risk req. Safety risk 72% 23% 5%
R a st Envionmentalrisk | 88% | 1% | 1%
Results Business risk 46% 52% 2%
= Fit for purpose maintenance plan assuring availability, requirement ;/
compliance and HSE factors, reduced maintenance scope by 50% 120 30 10 ( ] 0

-> Substantial savings for client!
Allowable downtime | 8% | 10% | 9% | 39% | 34%

\

"<

\

Current Recommended
(jobs/Year) (jobs/Year) Change
Vessel 8498 3929 -54%

Sustainable Cost Cutting i&
30 May 2010 .
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Approaching your procurement activities in a holistic manner will
reduce your operations cost

[9A87 921AISS 199|4
Aanonpoud Jre1s

Service cost
Freight cost

Product cost
Cost of inventory

|011u0d % Alfenb ssaoo0.d

Sustainable Cost Cutting
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Each company should get an overview of their spend amount for the
main cost components

Engineering
Srores & services
0
Consumables Administration 19%
9 6 %

Repair & maintenance ),
9 %
rew costs

Insuranc
5%

Spares
42%

Lubricants
16%

Stores &
Provissions
17%

Costs should be broken down into main elements in order to get a clear overview and to enable measuring

and benchmarking of costs across the fleet

Sustainable Cost Cutting
30 May 2010
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Core Process within maritime procurement

O

E Supplier Material Fleet Relations Inventory
o Relations Information NEnaaenent Manaagement
3 Management Management J °

Q— ——

Create .
specification & | _, Select supplier Select freight

—> —> Place order

Maritime
Supplier

Transactional processes

SR Vessel Onshore
eedback to 3 i

; P t reception & reception &
supplier aymen control control

Most Shipping companies do not realize the impact of the strategic Procurement process on their bottom line

Sustainable Cost Cutting
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Performance (KPIs) as compared to leading practice and industry

average

Performance Drivers How they are measured

Company
performance

Industry average

Leading Industry
practice

Spend on contract

Product Cost

30-50%

Cost of freight and inventory

Staff Productivity

Fleet service level

Contract compliance >95% >95% >95%

% urgent order >50% 10-20% 0-10%
% airfreight shipment >40% 20-30% <10%
Cycle time (PR to delivered

onboard) 40-55 40-55 days 30-40 days
Cycle time (PR to PO issued) 8-14 days 8-14 days <8 days
No. of vessel per purchaser >13 vessels 7-9 vessels >13 vessels
% on time delivery 50-70% 85-95% >95%

% of correct delivery 50-70% 81-95% >95%

Sustainable Cost Cutting
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Example 1 — Reducing the airfreight cost by improve planning

Ratio of airfreight shipments: Saving potential for decreased use of airfreight

Company Industry average Leading practice 200000 ¢ T 30%
>50% 20-30% <10% 160000 ="
+ 20%
120 000 +
. . . @
Observations: Too much money spent on airfreight 2 T 9%
= Air freight is used above 50% of the time ] T
40000 + 1 5%
= |n general an airfreight solution is at least 20% >
1 1 0 } 0%
more expenSIVe than Other SOIUtlonS Future high case (best practice) Future low case (industry average)
u DHL |S Used aS defaUIt fOf' a|mOSt evel"y frelght —1Expected annual saving —e— percantage of airfreight used

3 v

Solution: Better planning of need for spares

» Segmenting of materials and planning of requirements enable increased consolidation and selection
of optimal freight solutions

= Being clear on when and how to use “Urgent” or “Emergency” order function reduces need for air
freight. Communicate misuse and illustrate the potential savings due to urgent orders

I:l.h.
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Example 2 — Control material information to reduce onboard
Inventory

10000 — -+ 25000 o g
@ 21600 @ Reduce duplication of spares
@ 20507 + 20000
7500
6000 15000 Depending on how spares are being
1 10000 inserted in inventory system same
2500 1 | 5000 type of spares might be_ msertec_j W|_th
- different names conveying duplication
= 109
0 0 of spares
Total value of alue of duplicates Total value of Savings
inventory r/ inventory
Today Future
No of unusable items 3340 (o |
Spares connected to Average value per these
. items 47 USD X
scrapped items N (| e B
Total value of spares [ I e e -
Spares connected to onboard 375 000 USD
SC_r_apped components not Total value of unusable 156 337 USD 1 !
utilised spares (42%) AN Lowod

Optimise processes @
Define process to manage

theses aspects

nnnnnnnnnnnnnn
sssssssssss

Knowing what is in the onboard inventory can save a lot of money in terms of reduced spare cost and

inventory value

Sustainable Cost Cutting i&l
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Example 3 —Reducing the total spare cost by optimising contracts

Percentage of total purchase/spend on contract Savings due to increased percentage of contracts used

Company Industry average Leading practice _ — 80%
500 000

5% 30-50% >70%

Observations: Insufficient use of contracts
= Contracts are managed in hard copy

= 20 contracts in place but only 5 is used

= The other 15 are not utilised . | .

n On average the ContraCtS |n pIaCe have a 100A) Future high case (best practice) Future low case (industry average)
discount compared with spot transactions E==IExpected annual saving  —e—Y% spent on contract

§ 250 000 | 1 a0%

. i

A,

o~
-
<&

o

F
L=
B
<57

Solutions: Utilise existing contracts and place more items on contract
» Make sure current contracts are being used

= Take control of existing contracts by monitoring and measuring contract performance

» Evaluate which items to have on contract based on money spent and importance (segmentation)
» Enter into contract with identified key suppliers to realise savings

Sustainable Cost Cutting
30 May 2010
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Evaluation of alternatives
“should use the Total Cost of
~Ownership (TCO) approach

There are other components that need to be considered such as:

.
Repair and’aintenance cost ‘

Power consumption

Warranty
Availability of replacement parts
Expected lifespan )

Residual/Resalealue™

After-sales service (e.g. tec
support)

Decisions should not be made
by simply comparing the

acquisition price.



What is on the menu today?

Introduction to cost cutting

Saving fuel through energy management

Maintenance and Procurement

Mgt & measurement of change

Sustainable Cost Cutting
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How do you obtain sustainable cost cutting in shipping companies?

Identify opportunities based Utilise the momentum; dentify indicators to
covering; - initiate Quick Wins follow-up cost cutting
« Leading practice vs current - start developing long results & how to measure
« Prioritise term solutions

* Risk assessment
» Set cost baseline

1 2 4

Identify Identify Initiate
cost drivers opportunities quick wins

Get overview of your Adjust company - Understand the

cost drivers (& under- strategy, tactical plans change challenges

stand the impact of & goals to avoid fatigue - Develop a plan to

cost cutting) and frustration manage the change
process

Cook book “How to create a competitive edge through cost cutting”

Sustainable Cost Cutting
30 May 2010
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Recipe for success: Change management as enabler

Why is change management in shipping so special?

COMPLEX INDUSTRY

n Mobii'e- assets
GLOBAL INDUSTRY COMPETITIVE

m Operationally oriented
°P 4 m Cost focus

m Many cultures ,
m Demanding clients m Low margin

m Many locations . .
x. . TR — Soft factors vs hard
Maiicl] Y OL] LI O N IR . ‘technieal issues
entities'& units involved - m
-._ -1 -

o -

RISK DRIVEN

m Safety &
compliance

' — : e - m Offhire
HANDSON&LEAN e — ' ._ - m Volatility of
m Operationally = = S : markets

pHeRtE ————— —

—

m Stretchedon —  — °
resources

30 May 2010
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Recipe for success: Change management as enabler

What typically goes wrong when ship management companies change?

“IT system drives
the solutions”

“Lack of
communication”

“BOHICA”

“Change culture

“It has always based on “Resistance is
worked — “enforcing” not underestimated”
why change “motivating””

it?”

“Taking the change too
lightly — it will always
be tougher than you

think”

“Lack of
management
attention and
support”

“Risks are not
monitored and
managed”

“Implementation
by email”

“Too many
initiatives at the
same time”

“Implementation takes
time & resources”

“Failing to
measure
progress”

“Change efforts
comes on top of

the day job”
Sustainable Cost Cutting A
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Recipe for success: Change management as enabler

What typically goes wrong when ship management companies change?

1) Reason for change not properly 2) Vision for the change process not
identified formalized and communicated

4) Communication
with organisation

3) Roles and responsibility Insufficient
in the transformation 5) Success of process not
process not clearly defined sufficiently measured &
tracked
30 May 2010
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Recipe for success: Change management as enabl

Process blueprint shoul
process guidance

Why do you need to change
and when will it happen?

Eaeey

i RO

s

Who needs to know what at
what time in the process?

o How do we measure progress,
o success and/or failure?




How do you obtain sustainable cost cutting in shipping companies?

Identify opportunities based Utilise the momentum; dentify indicators to
covering; - initiate Quick Wins follow-up cost cutting
« Leading practice vs current - start developing long results & how to measure
« Prioritise term solutions

* Risk assessment
» Set cost baseline

1 2 4

Identify Identify Initiate
cost drivers opportunities quick wins

Get overview of your Adjust company - Understand the

cost drivers (& under- strategy, tactical plans change challenges

stand the impact of & goals to avoid fatigue - Develop a plan to

cost cutting) and frustration manage the change
process

Cook book “How to create a competitive edge through cost cutting”

Sustainable Cost Cutting
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What gets measured, gets done

= No action, without reaction

= A cost cutting initiative is a very specific

action, with an expected reaction or

output

= |t is crucial to measure the reaction, in
order to evaluate how successful our

actions are

Are we meeting
our targets?

No? What do we
need to change?

Celebrate
success!

Sustainable Cost Cutting
30 May 2010
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Fuel reduction is common knowledge today — most companies have a
long track record

)

-~

Energy efficiency initiative

Mere idea
Done some
analysis
Awaiting

[
2
=]

o
3

[

3]

£
Q@

[
£

Develop KPI structure for monitoring of vessel performance

Establish database for vessel performance data

Improve seafarer knowledge and competence to reduce fuel consumption
Create procedures for optimal settings for trim and ballast

Create procedures for optimal vessel speed in voyage planning
Determine optimal antifouling system to be used

Determine optimal hull cleaning programme

Determine optimal propeller cleaning programme

Implement WNI reporting on all vessels

Include more time in voyage planning to allow for speed reduction

Create procedures for engine, hull and propeller monitoring

Ensure fully functional sensors and equipment for engine performance monitoring
Install system for engine performance monitoring

Optimisation of cylinder oil consumption

Tune engines that have shown low performance figures

Review NB specification to ensure required sensors are installed for performance monitoring

The real challenges occur when it comes to implementation and benefit tracking

Sustainable Cost Cutting i&
30 May 2010
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Recipe for cost cutting: What gets measured gets done

Benefit tracking is a key role of the cost cutting initiative

High case - all areas

TOTAL, all areas | /44

<

Setting targets..

36

Total savings, Organisation and Strategy i 9,5
0| 0,0
Chartered-in vessels | 195
Training and awareness i 0,0
Performance monitoring | 0,0
Total savings, Energy Consumers e 9.2 1
e ] = 0o ..and following up
AE performance monitoring i (] 1,4
ME performance monitoring i | — l
Total savings, Total Fuel Management e 9.4 . . . .
Short notice supplies | 104 Total savings - Time to realisation
500 cSt specification i @mo,7
Claiming density differences 1 /12,1 50 = -
) E ’ High Case
Bunker Quantity Control 6,5 45 |
E Low Case
_ | 40 Mid Case
Total savings, Voyage Performance ' 16,3
Hull condition | /329 35 1
Propeller condition | m1,4 = 30 -
Draft/ Trim 01,0 % 25
Voyage planning & execution i 10,0 =
Autopilot 7[| 1,0 20
T T T 15
0,0 10,0 20,0 30,0 10 1
Potential savings [MUSD] 5
0 T T T
0 2 6 12 24
Time to realisation [months]
Sustainable Cost Cutting
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Recipe for success: Change management as enabler

Cost cutting is not among the change projects that are the easiest
to succeed with

Share of transformations described as extremely/very successful

= Moving from good
to great performal

Objective af geographically
the transformation:

goals the company

wishes to achieve

. Fleducm costs
+ Turning arpund a
crisis situation

Froacuve
. ﬂutmme of annual sirategic

transforming, what sparked the transformation

Source: 2008 McKinsey global survey on performance transformation

Success is achieved by proactively strengthening capabilities as part of the cost cutting program

Sustainable Cost Cutting 7 &
30 May 2010
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Sustainable cost cutting requires a structured approach
Sustainable cost cutting must focus on controlling the cost drivers

The critical success factor is strengthening core company capabilities, thus using the
“‘opportunity” to improve the competitive edge

30 May 2010 w
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DNV Advisory Services

Approach Expertise
= .~

e Our projects are process driven %"!F!“”“"llﬂ m‘
Rl

¢ The solutions are implemented in

close cooperation with our clients : s‘ SIS
e Transfer of knowledge and i o { —t |

competence is a key success factor DNV Managemisnt Consutting

S From Boardroom
e Sharing industry best practice and ; : .
benchmarking results with our Solutions Technology Consulting to Englne Room...

clients is a central part of our model

13

Our goal is to make our clients winners '

* We offer our clients advice on all aspects relevant to / ’
running a maritime business - from strategy and
management related issues to technical and

operational decisions and improvements
e helplng unlock our * \We offer best practice implementation assistance

Clients’ potential o e
Our contribution has a proven positive impact on

e Clients' bottom line
o Asset values

¢ Ability to maintain competitive advantages

Sustainable Cost Cutting i&
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Industry best practises are used as basis for enhancing maritime &
shipping capabilities

COMMERCIAL OPERATIONS

SAFETY & RISK ® Maximizing yield and controlling
. : cost
m Operating vessels with world I : .
class in accident and incident m Achieving optimal fleet utilization
levels m Achieving customer satisfaction
CREWING MAINTENANCE
m Attracting, retaining and m Maintaining a fleet with high degree of
developing highly competent reliability in operations and maintenance
crew costs
m Doing structured competence m Maintaining the fleet technical standards at
development to client's the appropriate levels
standards
FUEL EFFICIENCY DRY DOCKING
STRATEGIC ADVISORYI | | ™ Optlmlze fuel Consumption | CondUCting dOCk|ngS with a h|gh

m Decision making degree of cost predictability
support

B chai ¢ NEW BUILDING
. am m Feasibility studies
m Maritime Cluster e

| E— _ m Developing innovative ship designs
development ! that support the business objectives

BUSINESS PERFORMANCE MGT
m Proactive management capability
PROCUREMENT m Performance mgmt system

m Effectively managing vendors to
minimize procurement costs and quality

— Automated processes and vendor
integration

- Minimal ad-hoc purchase orders




Focus areas for Management Advisory Middle East

UAE-KSA-IRAN-KUWAIT-OMAN-QATAR-BAHRAIN

Industry Segment

Service Portfolio

Govt. Entities

= Maritime Transport
Ministries

= Ports Authorities
= Navies & Coastguard

= Maritime
Organisations

Maritime & Energy

= National Oil
Companies

= Ship-owners /
operators /
managers

= Terminal
Operators

= Others (eg Banks,
Financial Inst.)

Strategy & Business
Development

- Market & Feasibility Study

» Benchmarking & Strategy Development

* Organisation Capability Building

Operational
Excellence

- Maintenance Optimization & Procurement
» Energy Management
* Process Improvement & IT Solutions

Safety , Security &

Risk Management

- Safety, Security & Risk Assessment
* Tailor-made Safety & Security Solutions
* Project Risk and Due Diligence

Environmental
Solutions

« Environmental Performance Mgmt

» Green Shipping & Green Port Solutions

* Cleaner energy & green supply chain

Advisory

- Competence Management System
» Customized Training
» Competence Development

Sustainable Cost Cutting
30 May 2010
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Safeguarding life, property
and the environment

www.dnv.com
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