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Q. 
Please state your name and business address.
A. 
My name is Peter Norfolk.  My business address is Lloyds Chambers, 1 Portsoken Street, London, E1 8PH, United Kingdom.

Q. 
By whom are you employed and in what capacity?

A. 
I am employed by Simpson, Spence & Young Consultancy & Research Ltd, where I am a director.

Q. 
Please describe Simpson, Spence & Young Consultancy & Research Ltd.
A.
Simpson, Spence & Young Consultancy & Research Ltd (SSY) is the world’s largest independent ship brokering group.  SSY has established an organic and dynamic organization over the last 125 years that delivers traditional brokering expertise with technological sophistication and innovation.  We have taken a proactive approach to brokering and advise our clients of future market trends, developments, and opportunities, as well as anticipating their own growing and changing requirements.  SSY provides global coverage to our clients through our offices in 11 countries.  We provide a broad range of shipping services to our customers.  The services we provide focus in the following areas: 

· Dry cargo chartering.
· Tanker chartering.
· Sale and purchase.
· Freight futures.
· Agency and towage.
· Consulting services and research.
Q. 
Please describe your educational background and experience.
A. 
After gaining my degree at Oxford University, I worked in shipping journalism for 5 years, and then joined SSY as an analyst in the summer of 2002.

Q. 
Are you sponsoring any exhibits to your testimony?
A. 
Yes.  Exhibit __ [PN-1] is a copy of my résumé.  Exhibit __ [PN-2] is the dry bulk carrier freight rate projections for coal imports into Florida developed by SSY.

Q. 
Are you sponsoring any sections of the Taylor Energy Center Need for Power Application, Exhibit __ [TEC-1]?
A. 
Yes.  I am sponsoring Section A.4.6.7, which was prepared under my direct supervision.

Q. 
What is the purpose of your testimony in this proceeding?
A. 
The purpose of my testimony is to present the projections of dry bulk carrier freight rates for coal imports into Florida.  Projections were developed for coal deliveries originating in Bolivar, Colombia (which is also representative of coal deliveries from Venezuela) and terminating at facilities in both Tampa and Jacksonville, Florida.  Panamax bulk vessels lift approximately 65,000 tons with a draft of about 12.9 meters, and Handymax bulk vessels lift approximately 45,000 tons per shipment with a draft of about 10.7 meters.  Forecasts were developed for both Panamax and Handymax vessels for delivery to Jacksonville and for Handymax vessels only for delivery to Tampa due to the lower draft capability in Tampa (10.2 meters at high tide). 

Q. 
How did you become involved in this proceeding?
A. 
Hill & Associates retained SSY to provide a forecast of dry bulk carrier freight rates.  I was responsible for developing the forecast, which is presented in Exhibit__ [PN-2].
Q.
Describe the approach you took in developing the projections of dry bulk carrier freight rates for coal imports into Florida.
A. 
The analysis was conducted by using the spot charter basis for applicable types of vessels.  The Florida ports being considered were analyzed for types of vessels they could accommodate and discharge capacity.  Additionally, SSY considered the global seaborne shipping demand, as well as the life cycle of existing vessels and construction of new vessels.   

Q. 
Please describe how global seaborne shipping demand was factored into your analysis.
A. 
The continued industrialization and commercialization in China is the primary driver in the expected growth in dry bulk trade.  China’s port and rail infrastructure had difficulty handling the volume resulting from the growth in the country’s dry cargo imports in 2004.  Together with the economic slowdown measures introduced by the Chinese government at the end of April 2004, growth in China’s imports of raw materials was temporarily moderated.  Further measures were introduced in 2005, signaling the Chinese government’s determination to prevent certain sectors of the economy from growing at an unsustainable rate.  However, SSY believes that China is expected to remain a strong influence in the growth of dry bulk trade, estimating that annual imports of iron ore will increase substantially through at least 2010.


World trade in key industrial cargos (for example, iron ore and coal) is expected to increase, including the prospect of increased Asian steam coal imports, because of the introduction of new coal fired power generating capacity, plus expansion in the steel industry of India and upside potential for China’s grain imports.  Combined, these factors will likely ensure that dry bulk trade over the balance of the decade remains above historical averages.

Beyond 2010, SSY assumes that the rate of demand growth will slow and gradually return to the long-term annual average growth rate of between 2.5 and 3.0 percent per year, compared to the 6.0 to 8.0 percent per year growth experienced over the past 3 years.  The expected easing of demand growth is a result of assumed development in the Chinese economy towards more consumption rather than investment-led growth, which would be less steel-intensive.

Q. 
You mentioned China and India as influencing global seaborne shipping demand.  What other international influences are factored into your analysis?
A. 
Increasing environmental concerns and legislation, such as the Kyoto Treaty, will slow the worldwide rate of steam coal demand growth.  Additionally, in more industrialized economies, such as Europe, North America, and Japan, there is relatively limited growth in the demand for steel.  

Q. 
How has dry bulk carrier vessel supply reacted to the recent increases in seaborne shipping vessel demand?
A. 
Record volumes of new vessels have entered the seaborne shipping fleet in recent years.  A large number of those vessels are alternative vessel types, such as oil tankers, containerships, and gas carriers.  Consequently, shipyards’ abilities to build dry bulk carrier vessels has been somewhat constrained.
New capacity is, however, coming on stream in China, and over the medium to longer term, it is assumed that this will raise the underlying rate of dry bulk carrier new building additions.  After 2010, the potential for a period of bulk carrier oversupply becomes more pronounced for three primary reasons:

· Regulatory requirements for the replacement of the single-hulled oil tanker fleet will be complete.

· Adequate fleet supply will be available to meet known liquefied natural gas (LNG) projects.

· As a result of the above factors there is likely to be a significant overhang of surplus shipbuilding capacity.

Q. 
Please describe the life cycle of existing dry bulk carrier vessels.
A. 
In response to the current demand for dry bulk carriers, relatively older vessels have remained in service and profitable.  The rate of vessel demolition is extremely responsive to the freight market cycle.  Typically, dry bulk carriers are scrapped after 25 to 30 years of age.  Currently, over 10 percent of the dry bulk vessels (on a tonnage basis) are older than 25 years, and an additional 20 percent (on a tonnage basis) are between 20 to 24 years old, providing a large potential for accelerated demolition once the freight markets enter a period of severe downsizing.  

Q. 
What effect does this have on your analysis?
A. 
The large number of demolition candidates can act as an automatic stabilizer for the dry bulk markets.  Although the situation cannot in and of itself prevent a fall in freight rates, their eventual removal from service can ensure that supply and demand remain balanced.  As a result, it is unlikely that very weak freight markets would exist for prolonged periods of time.
Q.
What is SSY’s assumption related to the future supply and demand balance for dry bulk carrier vessels?
A. 
SSY believes that growth in vessel supply will increase faster than demand during 2006 and 2007.  However, we do not expect a major increase in surplus tonnage.  

Q.
How does SSY’s forecast reflect these trends?
A. 
Once fleet supply increases are constrained by resumption of demolition, and with a sustained upward trend in iron ore and coal shipments, we expect a quick turnaround in the market resulting in a sharp increase in rates in 2008.  SSY expects that freight rates for dry bulk vessels over the next 4 to 5 years will, on average, be higher than those over the last 10 years.  

We also expect that the freight markets will be extremely volatile.  The potential for shipbuilding overcapacity described previously in my testimony will likely lead to a relative decrease in rates during the first half of the next decade. 

Beyond 2015, SSY expects that freight markets will maintain a cyclical pattern as demand growth rates return to their historic long-term average.  We do not expect a continuous upward trend in rates.
Q.
Does this conclude your testimony?
A. 
Yes.  
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	Dry Bulk Carrier Freight Rate Projections
	

	
	
	Constant 2005 US$/short ton
	

	
	
	Handymax
	Handymax
	Panamax
	

	
	Year
	Bolivar/Jacksonville
	Bolivar/Tampa
	Bolivar/Jacksonville
	

	
	2006
	$11.34 
	$12.02 
	$7.26 
	

	
	2007
	$9.07 
	$9.53 
	$6.35 
	

	
	2008
	$11.79 
	$12.47 
	$8.62 
	

	
	2009
	$13.15 
	$14.29 
	$8.85 
	

	
	2010
	$12.25 
	$13.15 
	$8.71 
	

	
	2011
	$11.34 
	$12.02 
	$7.26 
	

	
	2012
	$8.85 
	$9.30 
	$5.90 
	

	
	2013
	$8.89 
	$8.85 
	$5.22 
	

	
	2014
	$9.07 
	$9.53 
	$6.35 
	

	
	2015
	$11.34 
	$12.02 
	$7.26 
	

	
	2016
	$11.61 
	$12.38 
	$8.39 
	

	
	2017
	$11.34 
	$12.02 
	$7.26 
	

	
	2018
	$10.21 
	$10.89 
	$6.71 
	

	
	2019
	$11.34 
	$12.02 
	$7.26 
	

	
	2020
	$11.79 
	$12.70 
	$8.62 
	

	
	2021
	$12.25 
	$13.15 
	$8.71 
	

	
	2022
	$11.57 
	$12.25 
	$7.44 
	

	
	2023
	$10.43 
	$11.11 
	$6.80 
	

	
	2024
	$12.25 
	$13.15 
	$8.71 
	

	
	2025
	$13.15 
	$14.29 
	$8.85 
	

	
	2026
	$12.47 
	$13.38 
	$8.75 
	

	
	2027
	$11.34 
	$12.02 
	$7.26 
	

	
	2028
	$11.79 
	$12.70 
	$8.62 
	

	
	2029
	$12.93 
	$13.83 
	$8.85 
	

	
	2030
	$13.38 
	$14.29 
	$8.94 
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