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Global Certificate in Ship Brokerage

Shipping Finance

Shipping Finance is a critical area in the maritime industry that deals with the provision of funds for the
acquisition, construction, and operation of ships. This field requires a deep understanding of various
financial instruments, legal frameworks, and market dynamics. Here are some key terms and vocabulary in
Shipping Finance:

1. Ship Finance: This refers to the process of raising capital for the acquisition, construction, or operation of
ships. It involves various financial instruments, including debt and equity financing, leasing, and chartering.
2. Debt Financing: This is a type of ship finance where a shipowner borrows money from a lender to finance
the acquisition, construction, or operation of a ship. The loan is usually secured by the ship as collateral.
3. Equity Financing: This is a type of ship finance where a shipowner raises capital by selling shares in the
company to investors. The investors become part-owners of the company and share in its profits and losses.
4. Leasing: This is a type of ship finance where a shipowner leases a ship to a charterer for a fixed period.
The charterer makes regular lease payments to the shipowner, who retains ownership of the ship.
5. Chartering: This is a type of ship finance where a shipowner contracts with a charterer to transport goods
or passengers on a specific route. The charterer pays the shipowner for the transportation services.
6. Ship Mortgage: A ship mortgage is a legal document that secures a loan against a ship. The mortgage
gives the lender the right to take possession of the ship if the borrower defaults on the loan.
7. Maritime Law: Maritime law is a legal framework that governs the operation of ships and the maritime
industry. It covers various aspects of shipping, including contracts, torts, and criminal law.
8. Flag State: A flag state is a country that registers a ship under its flag. The flag state is responsible for
enforcing international maritime regulations on the ship.
9. Port State Control: Port state control is a regulatory framework that allows port authorities to inspect
foreign ships in their ports to ensure compliance with international maritime regulations.
10. International Maritime Organization (IMO): The IMO is a specialized agency of the United Nations
responsible for regulating international shipping. It develops and implements international conventions,
codes, and guidelines for the maritime industry.
11. Ship Registry: A ship registry is a database of ships registered under a particular flag state. It contains
information about the ship, including its ownership, construction, and operational history.
12. Vessel Value: Vessel value is the market price of a ship. It is determined by various factors, including the
ship's age, condition, and market demand.
13. Freight Rate: A freight rate is the price charged for the transportation of goods or passengers by sea. It
is usually expressed in terms of the cost per tonne-mile.
14. Time Charter: A time charter is a type of chartering where a charterer rents a ship for a fixed period. The
charterer is responsible for the ship's operating expenses, including fuel, crew, and insurance.
15. Bareboat Charter: A bareboat charter is a type of chartering where a charterer rents a ship without a
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crew. The charterer is responsible for providing a crew and operating the ship.
16. Demise Charter: A demise charter is a type of chartering where a charterer takes possession of a ship
and operates it as if it were their own. The charterer is responsible for all operating expenses, including fuel,
crew, and insurance.
17. Sale and Purchase Agreement (SPA): An SPA is a legal document that outlines the terms and conditions
of the sale of a ship. It includes details such as the purchase price, delivery date, and warranties.
18. Memorandum of Agreement (MOA): An MOA is a legal document that outlines the terms and conditions
of a shipbuilding contract. It includes details such as the ship's specifications, delivery date, and payment
terms.
19. Builders' Risk Insurance: Builders' risk insurance is a type of insurance that covers the construction of a
ship. It covers damages or losses during the construction process, including theft, vandalism, and natural
disasters.
20. Protection and Indemnity (P&I) Insurance: P&I insurance is a type of insurance that covers liability claims
against a shipowner. It covers damages or losses caused by the ship, including personal injury, property
damage, and pollution.

Example:

A shipowner wants to finance the construction of a new ship. They can raise capital through debt financing,
equity financing, or leasing. If they choose debt financing, they can secure a loan by providing a ship
mortgage to the lender. The loan agreement will include details such as the loan amount, interest rate, and
repayment schedule.

The shipowner can also choose to sell shares in the company to investors through equity financing. The
investors become part-owners of the company and share in its profits and losses.

Once the ship is constructed, the shipowner can charter it to a charterer for a fixed period. The charterer
makes regular lease payments to the shipowner, who retains ownership of the ship. The shipowner can also
transport goods or passengers on a specific route through chartering.

The shipowner is responsible for complying with international maritime regulations, including those
enforced by the flag state and port state control. They must also ensure that the ship is registered under a
particular flag state and appears in the ship registry.

The vessel value is determined by various factors, including the ship's age, condition, and market demand.
The freight rate is the price charged for the transportation of goods or passengers by sea and is usually
expressed in terms of the cost per tonne-mile.

Challenge:

Identify a real-world example of a ship financing transaction and analyze the financial instruments used, the
legal frameworks involved, and the market dynamics that influenced the transaction.
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