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Baltic Palette

Summary

The mobility isthe core issue for a healthy society and sets the
possibilities for trading and exchange of culture. This report
focuses on the passenger, car and trailer traffic in the central Baltic
Sea area. The sea area encloses the Gulf of Finland and the mid-
east coast of Sweden.

The approach used in the report focuses on the past development
and present status of activities, techniques, legal and economic
conditions as well as the trading development to form a platform
for future development and possible changes in the transport
systems and related activities.

The Business environment

The shippers' choice of transport solutions and transport service
providers depend on a set of criteria varying in importance and/or
valueto different shippers. There istherefore a continuous trend
towards more sophisticated logistic solutions and higher transport
efficiency. In line with increased added value of services, we see
rising demand for higher transport quality such as higher time
precision and shorter lead times.

Cargo types are ever changing, causing operators and other
transport service providers to adapt, find other solutions and seek
ways of increasing productivity aswell as quality.

High- and medium-val ue semi-finished goods are now being
traded internationally more than ever, and this development is
bound to continue. For shipping, this means increasing demand for
primarily unitised transport media such as containers and trailers.

Ship operators' clients are increasingly appreciating safe and
environmentally-friendly operations. This changing attitude will
lead to great challenges, and opportunities, for ship owners and
operators.

The EU enlargement is already here but the timetable for EURO
zone enlargement will, according to several market actors, be
delayed since several countries will have difficulty meeting the
budget and inflation criteria. The Baltic countries are in the best
position among the new EU membersto join the ERM2 society.

Safety and environmental issuesis not only talks but real action
and new rules and regulations in shipping after a number of
accidents like Estonia, Erika and Prestige.

The economic growth and trade

Enlargement of the European Union will boost trade within the
union, but could put alid on trade to and from it. The net effect on
trade of incorporating the new EU member countriesis expected
to be positive. Even if short-sea shipping and inland navigation are
supposed to benefit more than deep-sea shipping, it will open up
business opportunitiesin awider market.

In 2004 the main engine of growth will be private consumption,
while in 2005 growth will be more broadly based, with larger
contributions from exports and capital spending.

The trade between the Baltic Palette countries with unitised or
palletised goods amount to some 4.2 M tons per year. These
figures thus exclude bulk cargoes and some other special type of
cargoes that are primarily transported by air. If the trade with
Norway is added then the total volume will amount closeto 5.6 M
tons. The figures for Norway should be considered since

MariTerm AB & Lloyd’s Register Fairplay Research

Page i



Baltic Palette

substantial parts of those volumes are transited through Sweden
and Finland.

Trade imbalances are substantial on most trades if measured in
tons. The largest imbalance is in the trade between Finland and
Russiawhere Finland exports 674 thousand tons more than it
imports. It isimportant to remember though that a considerable
part of thistrade is transported on land. Sweden'’ s trade with
Russiais also largely imbalanced as is Norway’ s trade with
Finland. It is also worth noting that some of the imbalances would
diminish if the trade were to be measured in cubic metres instead
of tons. Thus from aroad hauler’s perspective the imbalance
might be less of a problem.

Trade growth in 2002 was slightly negative with afew exceptions,
but in 2003 recovery was strong. The general outlook for 2004 to
2006 is positive following the expected continued upturn in the
business cycle.

The EU enlargement came into effect in May 2004 and provided
most likely some additional fuel for the intra-Baltic Palette trade
growth.

The outlook is bright, but the growth has to be put into a
perspective. The growth in 2001 in the intra-BP trade excluding
Norway amounted to 272 thousand tons. Assuming that all of this
growth was to be carried by trucks on Ro-ro vessels with an
average weight per trailer of 16 tons, the entire growth could be
carried by 17 thousand trailers. Thisislessthan the growth in the
sea borne trailer traffic between Sweden and Germany. Seventeen
thousand trailersin ayear isless than 47 per day — in the entire BP
region.

The Baltic shipping market other than ferries

The age and type of ships moving in the Baltic areavariesalot.
Therelationsin the countries are as follows:

Sweden; Older — Dry cargo, Newer — Tanker

Russia; Older — Bulker/Dry cargo, Newer — Tanker

Latvia; Older — Dry cargo/Bulker, Newer — Dry cargo

Finland; Older — Dry cargo, Newer — Ro-ro

- Estonia; Older — Dry cargo, Newer — Tankers

A conclusion isthat the older ships trading on the Baltic Sea
mostly are dry cargo ships and the newer mostly are tankers. One
reason for this can be the IMO demand of phasing out of single
hull tankers but also the fact that the ice class demands intact ships
to keep up theice class.

The group of 16 — 20 years old shipsisthe least represented with
just over 7 000 calls. The group of shipswith an age over 26 is
only just dominating over the 0— 5 years age group with 13 652
callsto 12 708.

Fairways and Dues

Dues on seatransports are of alevel that acts as a means of control
to shift transports to another transport mode. The strength of the
sea transports are the low cost per ton-kilometre and the
environmental friendliness in land use/land take, barrier effects,
noise, congestion, use of energy, low maintenance etc. Service that
isincluded in dues for aland transport mode, such as traffic
control, is an additional cost for seatransports today (pilots,
police, etc).
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Baltic Palette

The governmental dues per ton goods for domestic traffic in
Sweden are for a 500 kilometres long transport 7 times higher per
ton for a seatransport than for rail transport and almost twice as
high as for road transport. In the same way the governmental dues
in Finland are very high for ships without a higher ice class. The
reason for high-level duesin both the countriesis the same. In
both countries the administration of seatransports infrastructure is
run by Administrations acting as commercial® entities, i.e. they
should cover their own costs, while for the land transports the
Administrations are financed from the state budget. Even if the
ship’s fairway dues are not as high in Sweden asin Finland the
total feesfor industrial shipments from the region is almost twice
as high in Sweden asin Finland. The reason for thisis that dues
are also charged on shipped goods and also appliesto domestic
traffic. The dues act as means of control which in Finlandisin
favour for shipswith high ice class and in Sweden favour ships
with good environmental performance.

Ship
Cargo ton GT NT Ice class Trips
10 000 21 000 10 600 1A 34
Annual shipment 340 000 tons
Shipment from Finland Fairway dues 109 140 €
Total Finland 109 140 €

77 538 € Max envir. discount
134 505 €
212 044 €

Shipment from Sweden Fairway dues
Cargo fairway dues
Total Sweden

Figure 1: Example of the annual cost in dues for an industrial
shipment service on Sweden and Finland

Y In Finland this covers only the daily services while in Sweden it should also
cover the infrastructure

Winter shipping conditions can be considered equal for Finland
and Sweden as regards the Gulf of Bothniaand equal for Finland,
Russia and Estoniafor the Gulf of Finland. The cooperation
between the Finnish and Swedish icebreakers in the entire area
works smoothly. The industries cover the total costs caused by the
ice conditions. These costs come in two forms, partly the added
cost for higher standard of ships designed for the winter
environment and partly the direct cost for the icebreaking service
paid in ports. These costs are covered by the shipper as fairway
dues and added cost for ships of high standard.

Most of the ferries are very powerful and do not need assistance
from icebreakers unless the conditions are severe. This
arrangement is necessary as the ferries cannot depend on
icebreaking service to uphold frequency. Ferries that need
assistance from icebreakers are recommended not to |eave the port
until notice is given from the ice office.

Today there are high-level discussions regarding the possibility to
have ajoint allocation of the icebreaking capacity under EU, this
in order to manage the whole Baltic Sea Areainstead of having
each country optimizing its recourses from a domestic demand.

Thereisno formal agreement and understanding between Finland
and Russia how the icebreaking resources in the Gulf of Finland
shall be managed in future. The only existing agreement is
between Russia and Denmark regarding the service through the
Belt.
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The ports in the Baltic Palette region

Table 1: The total annual turnover in the Baltic Palette region

Goods handled Whereof oll Passengers [1,000
[1,000 ton/year] | [1,000 ton/year] pass/year]

Stockholm 5,200 523 8,000
Kapellskar 2,200 - 1,300
Nynashamn 350 - 100
Port of Harg 500 - -

Port of Sddertalje 800 183 -

Port of Oxelésund 5,000 79 -
Kdping 1,500 - -
Vasteras 2,100 278 -
Uusikaupunki 1,300 -

Naantali 7,000 1,300 100
Turku 4,000 149 4,000
Hanko 2,700 - 170
Inkoo 2,000 109 -
Helsinki 11,000 483 9,000
Skaldvik 17,600 3,500 -

Kotka 8,500 18 25
Mariehamn - - 2,199
Ekerd - - 866
Hamina 5,000 440 -

St Petersburg 23,200 9,980 -
Lomonosov 450 -
Vyborg 1,300 100
Vysotsk 3,100 -
Muuga 30,000 6
Old Port of Tallinn 3,400 5,800
Paljassaare 2,000 1
Paldiski 1,800 130
Riga 18,000 4,300 250
Skulte 620 - -
Salacgriva 30,000 - 6
Total 190,620 32,053

The Cruise market

The cruise market is atourist market rather than a transport
market. The market grew by 13 to 14 per cent per year during

1998-2000, but in 2001 a close to zero growth was recorded
followed by 5 per cent growth in 2002. Last year 63 per cent of the
cruise passengers were American and 27 per cent were European.
Early figuresindicate that the cruise growth in year 2003 was
about 12 per cent. In 2002, European cruises accounted for 23 %
of the total market.

The Baltic Sea shows good geographical structure for cruises.
During agiven period, usually 7 or 14 days, it isimportant to be
able to combine interesting destinations, preferably every day.
Thisis not a problem on the Baltic market. Larger cities can easily
be combined with smaller, why the mix is miscellaneous and
interesting for the passengers. It is also considered to be a
politically stable and calm areawith very little risk of terrorism.
This gives agrowth of cruising in the Baltic Sea.

300

250

Number of calls in different ports

Bergen Copenhagen Rostock
@Y 1998 @Y 1999 oY 2000 oY 2001

St Petersburg
@Y 2002

Stockholm Visby

@Y 2003

Figure 2: The number of cruise calls in some ports in the region
According to ShipPax Information the number of American
tourists on the cruise shipsin 2003 were as many as the
Europeans, which is an interesting observation.
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Baltic Palette

The ships that travel in the Baltic Sea area show atendency to
grow in size. That does not only reflect the general trend among
cruise ships but also the fact that the big cruise operators these
days choose to |et the more modern ships cruise these waters. Out
of the about 70 cruise ships that moved in the Baltic Searegion
during July, the smallest are about 70 meterslong and can
accomodate 80 passengers. The largest has 2 496 lower berths and
the longest is 294 meters. 16 of the ships are longer than 200
meters.

The ferry market

Ro-ro Ferry; cargo Ferry; non cargo

RoPax High speed

High speed

Cargo Yes Yes Yes Yes Rarely No No

Trailers Rarely Yes Yes Yes Rarely No No
Passenger No 12 drivers 200 - 600 500 - 2000 200 - 600 500 - 100-1000

Train No Occasionally | Occasionally No No No No

Cars No Limited Yes Yes Yes No No

Day cruise No No Occasionally Yes Rarely Yes Occasionally

Conference No No Yes Yes No Yes Rarely

Entertainment No No Occasionally Yes Occasionally Yes Occasionally

Figure 3: The different kinds of ferries including Ro-ro ship with
capacity to carry drivers

There are severa different ship concepts that are referred to as
ferries. The definition of aferry isthat the ship has the capacity of
carrying passengers. Over the last years new ferry concepts has
been developed to meet the new market after the tax-free abolition
in Europe. Thistype of ferry is called RoPax that is short for a Ro-
ro ship having passenger capacity. The previous North

European/Scandinavian ferry concept was more focused to
passengers as the main source of income. A consequence was that
the most common tonnage was a combined ferry or acruise ferry.
Figure 16 illustrates the different type of ferries.

Historically the ferry traffic in Northern Europe has grown by
transporting passengers and offering on-board entertainment. Since
the abolition of the tax-free system the revenue focus has shifted
from passengers to cargo. A great deal of the ferry industry has
adapted the tonnage to the new situation.

Theferry serviceisto alarge extent alink in the land transport
infrastructure where the rail and/or road are connected to water-
ways that cannot be bridged by a permanent road connection. This
type of ferry operation is a shipping service in the way businessis
donebut asinfrastructureit isapart of the road /rail/land
infrastructure.

Following the enlargement of the EU alcohol tourism will increase
but the ship operators will mainly be credited by an increased
number of passengers. The increase cannot be compared to the
income from tax-free sales onboard the ferriesin the past. The
only way the ship operator can be compensated isto increase the
ticket price and the freight on the ferries. This development has
aready started.

The newly developed market for shopping taxed alcoholic
products from a country that has lower taxes on alcohols attracts a
lot of travellers. Before the abolition of tax-freein the EU, a
number of polls and “stated preference” studies where made. The
studies show that the passengers have strong price awareness that
was clearly demonstrated by the responses. Crossing time and trip
frequency are not as important for the shopping category of
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travellers. The travelling relates to tourism in the summer season.
The new tourism for shopping alcohol is more related to private
occasions and seasons such as Easter, Christmas etc.
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Figure 4: The ferry links within the BP area 2003. (Million passengers)
The passengers put great value to the service onboard. It is
important to them to have access to both shops and restaurants.
The business and visiting travellers appreciate the transport
function rather than the service onboard but give priority the ticket
price. This means that they would travel more frequently if the
price of the ticket were reduced. They also give priority to afaster
servicein way of shorter crossing time.

The ferry services

18

16

14

12

Million Passengers, yearly

6 -

4

1993 1994 1995 1996 1997 1998 2000 2003
OFinland-Sweden, Kvarken excluded
ORussia-Sweden

O Estonia-Sweden

1999 2001 2002

W Estonia-Finland*  source: ShipPax Information
B Latvia-Sweden

Figure 5: Passenger traffic between the Baltic Palette regions
* include cruise traffic and temporary service Helsinki-Tallinn-Riga
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Figure 6: The annual and monthly trends of passengers between
Finland and Sweden, excluding across Kvarken

Thousands Passenger, Monthly
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AsFigure 5 indicates the passenger flows at an aggregated level
within the region has been stable over the last six years. A large
part of the passengers are heading to or from Helsinki, Finland.
The tax-free abolishment is hardly noticeable due to the exception
from the tax rulesin EU for Aland. The ferry operator are till
benefiting from the system as the sales of products onboard are
profitable for the operators. The service between Stockholm and
Finland has a character of conference, cruising and visiting
passenger service. The variations over the year can aso be noticed
in Figure 6 where the summer traffic is twice the volume of the
winter traffic.

The cargo transports on ferries
The factors that determine the choice of transport system are:

Destination Character of consignee (end user or agent)
Transit time Schedule and frequency of the service
Batch size Type of cargo carrier

Costs Cargo handling equipment

The cost of the transport can be a dominating part of the cargo
value for some shippers. Hence, the design of the transport
systems is as important for the shipper as for the consignee. The
integration of storage and logistic functions between manufacturer
and the consignee increases. It is quite common that when the
manufacturing industry assumes the responsibility for the supply
of the products to the clients, it also includes guarantees to manage
the clients stock and the frequent supplies/deliveries from stock.
The higher the goods value the stronger the integration. The
logistics is more and more considered to be an active means of
competition and is presented as a sales argument for the
customers.

Ferry services are designed from ademand of short lead-time,
customer controlled production and safety regulations. The result
is adoor-to-door service that reduces handling and storage which
justifies the higher frequency of shipping and more expensive way
of distribution. In this context truck, trailer and Ro-ro based
traffic has the advantages of short lead times, high time precision
(due to door to door transportation) and lower risk of damage (the
driver can supervise the loading and unloading and is personally
responsible for the cargo all the way on road between the ends).

The combination of the location of the terminals, the speed of the
ship and the timetable will give the prerequisites for the chance
that one specific industry favours the specific ferry service.

450 -

400 -
350 -

300 -

250
200 1
150 -
100 -
50 1

T T T

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

OFinland-Sweden, Kvarken excluded M Estonia-Finland - Shi i
@ Russia-Sweden B Latvia-Sweden -V ShipPaxinformation
O Estonia-Sweden

Thousands Trailers, yearly

Figure 7: Trailer traffic between the Baltic Palette regions

The trailer traffic within the region has increased the last decade.
It isthe traffic to and from Estoniathat has shown the strongest
development. As opposed to the passenger numbers, in Figure 26
the traffic between Estoniaand Sweden is clearly visible. Most of
the ferry activities are combined trailer — passenger transports.
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Thetrailer isthe most flexible transport unit reaching from door to
door. The trailer can be shipped as an individual unit or with truck
and driver that will make sure the products are delivered to the
proper address in good shape.

In parallel to the ferry service there are container feeder servicesin
the Baltic Seathat connects the ports. The main function of these
servicesisto transport containers between the continental hubs
and the Baltic ports. Asyet avery limited number of containers
are employed in an intra European service.

The European infrastructureis not built up for container handling.
The consequence of thisisthat the container in Europeis a port-
to-port unit that is stuffed and stripped in the port and moved to
the container depot. The depot is the base or home of the container
from whereit is employed by its operator.

Most countries have aforwarding routing systems where the
trailers are employed and handled by the local hauler between the
terminals. Thetrailer is aso better suited for the handling structure
in Europe where al pallets normally are handled over the side of
the trailer by forklifts. To enable this the normal type of trailer is
the so-called tilt trailer, atrailer that is covered by atarpaulin that
allows access from the side by lifting or folding away the
tarpaulin. A disadvantage with these types of trailersisthat it
lacks the protection of safety, as the tarpaulin isthe only cover.
The cover isgood enough for a TIR classification but it does not
require all that much violence to open up the trailer.

The future and demand on spatial planning

The increased trade with the liberated Eastern Europe has created
anew demand for transports of passenger and goods in the last
decade. Thisdemand is still growing and the growth in trading in

the east — west direction is growing at a high path. The demand
stresses the ports and communities to arrange for increased
capacity.
In a stage where a long-term establishment of aterminal is at hand
the ports and their communities that can be of interest in the
region often are eager to participate in building up aterminal to
meet the service. The competition isin this respect strong and the
communities are all interested in being selected asit can give
added valuein:

employment

stronger infrastructure

additional services around the port activities

increased turnover in the port
The demand on the shipping system differs alot when it comesto

the different kind of trade or passenger transport. Table 42 gives
indications of differences, all very important when it comesto
gpatial planning.

Shipping bulk commoditiesisin away very simple but since the
products has avery low value the transport cost has to be low.
This givesthat no oneis prepared to put up alot of money for the
shipment and especially not for the infrastructure around the
shipment. When developing a bulk trade initially the business will
try to fine the closest facility that can meet the basic demands to
ship the products. When the trade is settled both the seller and the
buyer will try to work out the best way to reduce shipping costsin
order to establish along term trading relation. If avery long term
trading settlement can be agreed upon both parties can be willing
to invest in a suitable terminal for the future shipment or contract a
port to provide the facility on along term basis.
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Table 2: Demand on the shipping system

Demand on shipping system
Type of Product Value Cost Terminal Quality Location Infrastructure
Land Sea
Bulk Low Lowest Functional Low None Heavy rail/road to port Deep
Ferry Ro/Ro High Lowest Functional Medium Close to land infra. ]Close to main road/rail Short access
Ferry Passenger High Lowest High quality High Urban centre Close to main road/rail Short access
Container High Lowest Demanding High None Main road/rail to port Deep, short access

Table 3: Link character determines the demand of service

Terminal 1 Terminal 2 Link Pass.capacity | Trailer capacity
Capital city |Capital City TEN road- High High
TEN road
Capital city |Terminal TEN road- Drivers ++ High
TEN road
Smaller city |Smaller city/ TEN road- Medium Medium, must carry the
terminal Main road cost of the service
Smaller city |Terminal TEN road- Drivers + Medium, must carry the
Main road cost of the service
Smaller city |Terminal TEN road- Drivers Medium, must carry the
Access road cost of the service
Smaller city |Terminal Main road- Drivers Medium, must carry the
Access road cost of the service

The main character of the route determines the demand for
passenger capacity. See Table . In general the two tables above say
that only pure passenger and combined passenger and road traffic
can be located to the city centres while all other traffic rather
demands a high quality access to the best land transport
infrastructure giving as little disturbance on urban areas as
possible. The shorter the trip the higher the number of passengers
that choose to travel in combination with a short vacation.

In the east-west direction, the tourism has increased. Asthe
tourism practically was zero historically it is not surprising. Today
it is mainly the wealthy people that afford to travel and to them
there are no aternativesto fly and to go to the large cities for
shopping and entertainment.

The cruising people are assumingly:

from alarge city

of middle class west European level

enjoys dancing, eating and a good show

valuate the opportunity to shop in another large city

can assimilate and function in an international environment
St Petersburg is a city that could fit into the profile of a category

that it can be the base for aregular ferry service

Astheferry serviceisan open “transport infrastructure” the
operator normally iswilling to take some risk in starting up the
service. Therefore there are and will continue to be services that
starts up an operation over the Baltic Sea but terminatesiit after a
while. Thisis acostly operation for the operator. The testing of the
market can in some cases |lead to bankruptcies but if the operator
on the other hand is successful he will have the advantage of being
first and could sign good long term contracts with the clients.

The Ro-ro service can be based on;

aroad situation that needs a Ro-ro service to connects major
roads as abridge

an existing industrial shipping capacity that is offered to
external clients

ashortcut of theroad

MariTerm AB & Lloyd’s Register Fairplay Research

Page ix



Baltic Palette

The most common base for a service is the provision of afloating
bridge. The ferry system does function as a part of the land
infrastructure and they even in some odd cases also carry rail cars.
Asthe commercial traffic values the time the shorter passage the
more cost effective crossing. The trailer operators choose normally
the shortest sea passage (best service level) in comparison to other
alternatives.

In the area we have seen a build up of the container handling at the
Finnish side since the port in Russiawas not able to handle them,
but that is changing. The benefit of the container isthat the
products are delivered to the consignee through a number of ways
depending on how the customs regulations are built up. Some
products are shipped to Finland and;
- the containers are transferred to rail and customs cleared at
the border
- the containers stripped and the products stored in the
forwarders warehouse awaiting delivery order to be
delivered by truck
- the containers are trucked to the destination and cleared at

the local costumes clearance office
There may be additional options but the result of the shipping

system and the unbalanced transport flows are a surplus of
containersin the region. The surplusis mainly absorbed by the
domestic Finnish demand for containersin distribution service of
forest products to the deep-sea market. The Finnish —Russian
example show how the shipping systems are interacting to cover
the demand created by the market.

The container operation is almost totally controlled by the deep-
sea operators who decide the way the containers are going and
were they are handled. The operator can choose between using a
feeder operator for moving the containersin the area or to employ

afully dedicated feeder service under own flag. In container
operation the most significant increase of containers are found in
St Petersburg and in the ports in the vicinity of St Petersburg.

General strategies for the ports

From a spatial point of view there are a couple of basic strategies
that must be followed:

» Bulk ports, General cargo ports, Ferry cargo ports (trailer
operation) and Container terminals should never be located
in or close to habitat areas but close to major rail and road
systems
» Oil terminal should preferably be located at a distance
from habitat areas
» Passenger ferry terminals should be located acloseto a
city centre as possible for operational point of view. From
an environmental point of view the terminals should
always be able to:
= Providereceptionsfacilities for grey and black water
* Providereception facilities for sludge and oil contained
water

* Provide reception facilities for garbage, sorted in
fractions

= Provide high voltage current (10 kV) from the quay for
power service during ships stay in port

= Terminal areafor parking car on it way in and out

> All port should fulfil the IMO ISPS code of port safety. In
this respect it means that the port areais enclosed and
controlled by gates

A few of the ports concerned are today built from these criteria.
Other and mainly the oldest ports has problems mainly because of
lack of areafor modern operation and the fact that the habited
areas demands space and are more has strong economy that gives
added value to the owner in comparison to the port operation that

alwaysisin competition to other ports and terminals.
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1 Introduction

This report presents and analyses the sea borne transportsin the
middle part of the Baltic Sea areathat is covered by the EU
Interreg 111 b project; The Baltic Palette. The focus of the report is
to support Action Group 2, “ Transport Corridors’, by assessing
the sea transport of passengers and trailers. Thisgivesa
description of the present and future mobility asbasic information
to be used in the spatial planning.

1.1 Objectives

The objective of the report is to describe the present sea corridors
in the area concerned and their development in the future. In the
presentation the historical development is described statistically
with comments on events that have resulted in effects on the
transports. Comments are also given on anticipated future
development will affect the market as a guidance for spatial
planning.

A brief reader’ s introduction to the report:

Chapter one describes the methodology used in this report.

Chapter two presents the general business environment with focus

on the enlargement of the European Union and other factors with
effect on sea borne transports. The chapter narrows down to
specifics concerning the Baltic Palette (BP) countries.

Chapter three gives an overview of the economic growth and
trade both in Europe in general and in the BP countries. It also
covers the sea borne trade within the area.

Chapter four takes us through the Baltic shipping market, which
highlights the port calls, fairway dues and the ice conditions.

Chapter five browses through the different portsin the area.
Statistics of tons handled and type of commodities are presented.

Chapter six handles the cruise market, first world-wide and then
with afocus on the Baltic.

Chapter seven presents the ferry market in both ageneral and a
Baltic perspective. Monthly traffic figures are presented for the
1993 to 2003 period for both passengers and trailers. Thisis
followed by a description of the competition for cargo between the
Ro-ro (ferry) systems versus the container and general cargo
systems.

Chapter eight outlines the anticipated picture of the future for sea
borne transports within the Baltic Palette area. The chapter gives a
background for the anticipated devel opment based on past events
and development. It also discusses strategies for handling thisand
the different demands put on the spatial planning of ports and
terminals from the various types of commaodities.

Chapter nine highlights the complexity of the development and
which knowledge is needed to develop a better understanding of
how to meet the futurein the region.
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1.2 Methodology

Thefigureto theright illustrates LIoyd' s Register — Fairplay
Research standard analytical approach. In brief; changesin
demand for sea borne transport capacity are afunction of
economic growth and international trade, which in turn result from
changes in the business environment.

The effects of changing demand for sea borne transport capacity
depend on how the markets are organised; the market structure
(e.g. monopoly, oligopoly etc), strategies used to meet demand
and products and services developed to meet demand, aswell as
the different components of utilisation.

Hence is the development afunction of all the conditions that
appliesto do business, supply the demand of transportsin order to
distribute the products in the local, regional, continental and global
markets.

The approach focuses on the past development in activities,
techniques, legal and economic conditions as well as the trading
development to form a platform for future development and
possible changes in the transport systems and related activities.

Business
environment

Demand for
transport

Market

Legal framework
Politics, Policies, Form of government
Production factors
Labour, Capital, Material
Technology
Technical solutions, Innovations
Ecology

Global, Regional, Local

Social factors
Religion, Ethnology, Ethics

Economic growth
Global, Regional, Local

Trade
Global, Regional,
Local

Structure
Actors, Ownership, Managéement
Strategies
Low cost, Differentiation, Cyclic adaptation
Products & services
Market segments, Production factors
Capacity utilisation
Demand & Supply
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2 General business environment

The world population is growing at a pace causing great concern
to everyone. According to UN forecastsin 1998, the world
population stood at 5.7Bn in 1995 and was projected to be 6.3Bn
in 2002 and 7.3Bn in 2013. The average annual growth rate was
estimated at agood 1.3 %. Another billion people will lead to an
enormous increase in demand for energy, even if living standards
arefrozen at current levels.

Changes in total consumer pricesin the OECD have been faling
slowly for almost ten years; from close to six per cent in 1996 to
some 2.5 % by the end of last year. During the same period,
energy prices fluctuated dramatically.

Inflation stopped being a problem in the economy during the
1990s.

SHIPPING

The rapid development of information and communication
technol ogies affects transactions between consumers and
producers as well as co-operation between organisations. This
takes place by integrating parts of or the entire flow of
information. We will see a development of global transport and
logistics service providers based on outsourcing of services and
third party logistics.

The shippers' choice of transport solutions and transport service
providers depend on a set of criteria of varying importance or
valueto different shippers. There is therefore a continuous trend
towards more sophisticated logistic solutions and higher transport
efficiency. In line with increased added value, we seerising

demand for higher transport quality such as higher time precision
and shorter lead times.

Cargo types are ever changing, causing operators and other
transport service providers to adapt, find other solutions and seek
ways of increasing productivity aswell as quality.

High- and medium-value semi-finished goods are now being
traded internationally more than ever, and this development is
bound to continue. For shipping, this means increasing demand for
primarily unitised transport media such as containers and trailers.

Ship operators' clients are increasingly appreciating safe and
environmentally-friendly operations. This changing attitude will
lead to great challenges, and opportunities, for ship owners and
operators.

Competition authorities around the world monitor conference
freight rates even more closely, making it difficult for liner
operators to make unannounced rate rises. Recent actionsin
Australia and the EU support this.

2.1 Europe

ENLARGEMENT

On May 1, 2004, Estonia, Latvia, Lithuania, Poland, Hungary, the
Czech Republic, Slovakia and Sloveniaas well as Malta and
Cyprus become members of the European Union. All except
Cyprus have held referendums. A majority in favour of accession
has been achieved in all these countries. The next stage on the path
towards the introduction of the EURO in these countries will be
participation in the EU’ s Exchange Rate M echanism (ERM2),
which means that each respective national currency will be pegged
to the EURO at afixed exchange rate, known as the central rate. A
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fluctuation band will also be established. Some time may pass
after the beginning of EU membership, but as early asin the
summer 2004 the first countries can participate in the ERM2. The
establishment of the ERM 2 central rate will be an important issue,
since in most instances the central rate that has been selected has
also become the conversion rate upon a country’ s transition to the
EURO.

The timetable for EURO zone enlargement will, according to
several market actors, be delayed since several countries will have
difficulty meeting the budget and inflation criteria. The Baltic
countries are in the best position. In order to switch from a
national currency to the EURO, a country must fulfil the
convergence criteria according to the Maastricht Treaty.

The inflation rate may be no higher than 1.5 percentage points
abovetheinflation rate in the three EU member countries that
have achieved the best results in terms of inflation

The public sector deficit may not exceed 3 % of GDP
The public sector debt may not exceed 60 % of GDP

Participation in the ERM must last at |east two years and no
devaluations may have occurred during that period

The long-term interest rate may be no more than 2 percentage
higher than in the three EU countries that have achieved the
best resultsin term of inflation

Some flexibility seemsto exist as regards the convergence criteria,
especially for the debt and deficit criterion. The actual time for
EURO transition will thus vary from one country to another, but
EU would most likely work with groups of countries.

Table 1: ERM2 accession and transition to the EURO

Country ERM2 Euro
accession transition
Czech Republic 2007 2009-2010
Estonia 2004 2008
Hungary 2004 2008-2009
Latvia 2004 2008
Lithuania 2004 2008
Poland 2006 2009-2010
Slovakia 2005 2008-2009
Slovenia 2005 2008
Source: SEB Baltic Outlook - October 2003

SHIPPING

In the aftermath of the Erika and Prestige accidents, the EU has
formed its own shipping governmental body; the European
Maritime Safety Agency (EMSA). EMSA’s role should not be
regulatory, but rather to ensure that maritime safety legislation is
applied properly across the EU. Some players however speculate
that the Commission intends that EM SA eventually replace
national bodies, describing it as “the thin end of the wedge
towards uniform European standards’.

A recent example of thisis the European MPs vote at the
beginning of June 2003 for afaster phase-out scheme of single
hull tankersin EU waters and for a ban on such vessels carrying
heavy grades of oil asfrom September 1 |ast year.

The proposal by the European Commission to tighten pollution
regulations has met strong opposition by the industry and to some
extent by European transport ministers. Thisis yet another step by
the Commission to go beyond rules agreed in the International
Maritime Organisation (IMO). The IMO is seriously concerned
with the EC activities that might undermine its position.
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Meanwhile, the EC has an ambition to become a“full” member of
the IMO?. The EU currently enjoys observer status since only
states can be members under the present convention.

Another effect of the EU enlargement is that the manning issue
has become a delicate problem for the EU-member states. With
the applicant countries entering the EU, this matter will be
revisited since the manning costs are significantly lower in these
registers.

2.2 The Baltic, focusing on the Palette countries

In Poland the government has a rather limited public support follow-

ing corruption scandals and other events, but most observers seem to

think they will stay in office at least until next election in 2005.

In Lithuania preparations for next autumn’s parliamentary election
have begun. The opposition is there so the outcome is by no means
clear. There are afew government alternatives that could emerge.

ESTONIA

Since the liberation from the Soviet Union, Estonia has been the
economically most stable and successful of the three Baltic
countries. The budget policy has been disciplined, and the public
sector debt is clearly lower than elsewhere. This picture is clouded
nowadays, reason being the current account deficit and the
absence of apolicy for corrections. At the same time imports have
risen faster than exports. One strong reason behind the weaker
export demand is that Estonian sub-contractors are hard hit by the
global telecom and electronics slump. Since 2000-2001 the current

2 International Maritime Organisation, IMO a UN organisation that sets the
rules for the world wide safe and environmentally sound sea transports

account deficit has more than doubled. The government enjoys a
majority in the Parliament (about 60 %) and there are currently no
speculations about a change of government. There is however
some sensitive issues such as the reform of local government
boundaries that are on the agenda the next couple of years. The
Estonian government has a detailed five year programme with
major issues, one being the implementation of amajor tax reform.

Thereisalatent risk that Latvia' s lagging economic policy reform
work could lead to an economic crisis. If not addressed properly,
an economic crisis could turn into a political crisis.

LATVIA

Government changesin Latvia have been frequent over the recent
years. As per the beginning of 2004 Repse is the tenth prime
minister since 1990 and new parties can emerge rapidly and
unexpectedly. Latvian politicsis more focused on individual
politicians rather than on political parties. Should the government
fall the alternatives are uncertain.

Speculations have it that a government without Repse could mark
the end to the fight against corruption and the clean-up of the state
civil service. The Latvian Latsis pegged in anarrow fluctuation
band to the IMF Special Drawing Rights (SDR) currency basket,
in which the US dollar weighs heavily. According to plans, on
January 1, 2005, Latviawill peg its currency to the EURO asa
preparation for transition to EURO.

Putting alid on inflation will be ahigh-priority issue for economic
policy over the next few years, since Latviawill be working to
qualify for EURO zone accession by 2008 and must show low
inflation in the preceding years, according to the Maastricht
criteria. Unemployment will probably remain above 10 %. There
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are structural problems on the labour market in the forms of
educational gaps between urban and rural areas. Thus more
attention is needed on basic and higher education.

The rising current account deficit is perhaps more serious, should it
become unsustainable. Credit growth is rapid, especialy to
households. Real wage and salary growth, at a historically high 8 %
rate during the first half of 2003 and low interest rates for the next
year at least point towards continued rapid growth in borrowing.

RussiA

Presidential power is strong but a cooperative Duma has been
crucial to the reforms so far in the new century. Given his75 %
support in public opinion, the re-election of President Vladimir
Putin is probably not threatened. Positive to long-term economic
and political stability in Russiawill be continued effortsin
smplifying bureaucracy and reforming the banking and energy
sectors as well asthe judiciary. The Russian economy is
dependent on the oil sector, but the sensitivity to declinesin oil
and raw material pricesis substantially less today than previously.

The banking sector is slowly being reformed and lending has
expanded, but capital spending isfinanced mainly by the mgjor
exporting companies, which are bringing home arising share of
their hard currency earnings. They have also taken advantage of
the access to loansin the international capital market. Initial
progress in improving corporate governance has helped boost
foreign direct investments, mainly in the oil industry.

The long-term prospects for increasing direct investments are
good, athough the arrest at the end of October of the managing
director of Y ukos-Sibneft — the fourth biggest oil company in the
world — with charges of tax evasion, fraud and embezzlement has

been areminder of the instability of the Russian system. Stability
in recent years is seen by analysts as the main contributor to
Russia’ s growth. The action on Y ukos highlights the problems that
still exist in doing businessin Russia, and some ventures are now
at stake.

FINLAND

Theinflation has fallen during the past six months and stands at
one per cent — clearly lower than the EURO zone average.

The strengthening of the EURO during the first half of 2003 has
not yet had a full impact on pricesin Finland. Capacity utilisation
is expected to remain fairly low over the next few years while
inflation will be pushed down following the lowered taxes. One of
these tax cutsis on alcoholic beverages and tobacco products
following Estonia s upcoming EU-membership. Unemployment
was unchanged up to the beginning of 2003, when the number of
lay-off notices and dismissals climbed significantly.

SWEDEN

The official target of apublic sector budget surplus totalling 2 %
of GDP currently appears distant. The government seemsto be
forced to borrow more than SEK 40Bn in 2004. Budget policy is
subject to the alliance between the Social Democratic Party, the
Left Party and Green Party. This grouping will effectively
postpone structurally changesin the tax system, and only minor
adjustments are expected. Unemployment has risen over the last
few years and necessary structural changes on the labour market
are hard to come by with the current parliamentary situation. In
addition, sick leave has increased drastically. The number of
people actually working fell by 0.7 % during 2002 and has
continued to fall at the same pace during 2003.

MariTerm AB & Lloyd’s Register Fairplay Research

Page 6



Baltic Palette

3 Economic growth and trade

World economic growth isin afragile situation where the gloomy
2001-2002 years should be replaced by a healthy market upturn.
The upturn isthere and the International Monetary Fund (IMF)
expects a business cycle peak in 2004 with a global GDP growth
of 3.1 % (revised down from four per cent).

The US economy has been the growth engine in the world for a
long time. Long-term interest rates are very low in the US now,
but investments are not yet materialising. The main reason for this
is the surplus capacity in the American industry built up during the
long growth period.

There are significant differencesin growth ratesin different parts
of theworld. It isimportant to keep in mind that even if growth
rates are higher in many countries/regions in the developing
world, North America, Western Europe and Japan will continue to
account for almost two-thirds of world trade in the next five years.

Growth and welfare depend on afunctioning transport system.
The production system, from raw material to end-user product, is
increasingly fragmented geographically.

The trade flows between countries of comparable size, per-capita
income and culture, to a large extent consist of differentiated but
similar products being traded in both directions (e.g. cars &
electronics). For many of these products, branding and marketing
are important.

For dissimilar countries, trade is mostly one way; low- to medium-
value goodsin one direction and finished goods the other.

The success of the World Trade Organisation’s (WTO) Doha
Development Agendais extremely important to global growth and

development. According to estimates by the World Bank and the
IMF, elimination of barriersto trade in both industrialised and
developing countries could result in gains amounting to as much
as $620Bn annually, of which a significant part would be to the
benefit of developing countries.

The US economy holds the key to the momentum of growth in the
rest of the world. In order to secure consumer demand and overall
growth, employment has to increase. In addition, increased
employment levels would send positive signals across the board
that would probably increase confidence enough to trigger further
investment and recruitment decisions. Businesses are still

cautious, though.

Unemployment levelsin Europe and Japan seem to have
stabilised, but at a much higher level in the Euro zone than in the
other areas. In Germany the labour market situation still is
worrisome and in France there are few signs of relief. Southern
Europe is providing the Euro zone with crutches, however rickety.

Long-term GDP forecasts (2001-2025) put US growth at an
average annual rate of 3 %, Western Europe at 2.3 % and Japan at
1.8 %.

3.1 Europe, General

Enlargement of the European Union will boost trade within the
union, but could put alid on trade to and from it. The net effect on
trade of incorporating the applicant countriesinto the EU is
expected to be positive. Even if short-sea shipping and inland
navigation are supposed to benefit more than deep-sea shipping, it
will open up business opportunities in awider market.
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Europe needs a growing US economy to ignite its growth engine.
The current €/$ exchange rate is not helping, but at least consumer
spending in France and consumer confidence in Italy are positive.

The EURO zone is at the bottom of its economic cycle and the
upturn will be alengthy process. Domestic demand is hampered
by the weak capital spending needs of companies, as well as by
slow household income growth and an uncertain |abour market.
Export growth is being held back by the stronger EURO. Euro
zone GDP will grow by 0.5 % thisyear, 1.7 % in 2004 and 2.4 %
in 2005.

Next year, the main engine of growth will be private consumption,
while in 2005 growth will be more broadly based, with larger
contributions from exports and capital spending.

3.2 The Baltic, focusing on the Palette countries

The enlargement of the EU sets the scene for increased trade
within the Baltic, which islikely in the long run to result in
increased demand for short sea shipping (Ro-ro & ferry; cargo and
intraregional container trade).

According to SEB Baltic outlook in September 2003 the three
Baltic countries remain Europe’ s fastest-growing region. They
anticipate that the annual GDP growth will bein the 5.5-7.0 %
range over 2004 - 2005. The growth so far has been driven by
strong domestic demand, but will broaden as demand in Western
Europe gradually strengthens.

The abolition of tax-free sales onboard ferriesin the Baltic Sea
region will also change the demand structure, favouring Ro-ro
cargo.

With the exception of Russia, the Baltic Seaisto becomein effect
an inland waterway of the European Union. Shipments of goods to
and from the Baltic states are bound to increase, yet transit to and
from Russia viathe three states might fall further.
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Figure 1: GDP growth; EU, Germany, Poland & Lithuania

Lithuania’ stight fiscal policy haslaid the ground for accelerating
economic growth, with private consumption contributing more
and more viarising real wages. 1999 was an exception year with
the Russian crisis affecting Lithuania. Exports have shown good
growth figures despite a stronger currency and the current
deflation will most probably turn into mild inflation this year.

Poland is right now experiencing export-led recovery at a higher
level than the EU. A highly expansive fiscal policy isfuelling
domestic demand, but as aways there is chance that this kind of
policy leads to budget crisis.
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Figure 2: GDP growth; Sweden, Finland, Estonia, Latvia & Russia

ESTONIA

In asharply formulated statement in August 2003, the IMF called
for tighter fiscal policy in Estonia. Thereis no sign of that yet
however, despite Estonia s past record of tight fiscal policy in the
mid-1990s. Meanwhile inflation will climb due to EU
harmonisation of taxes as well as higher prices for energy and
water. This meansthat real interest rates will remain low. Real
wage and salary increases will decelerate marginally from this
year's 7-8 %.

The GDP growth is however quite stable on the above four per
cent level.

Estonia’s public sector debt remains low and the financial markets
have not reacted to the imbal ances in the Estonian economy
thanks to the EU-accession. Interest rates have been relatively
stable and have followed the international pattern. Furthermore,

interest rates on lending have been pushed downward by stiff
competition in the banking sector.

Both Nordea and SEB predict an export growth the next years of
around 10 % and imports at a high 10-15 % annual rate, driven by
strong private consumption and capital spending. Capital spending
will be fuelled further by Estonia’s accession to the European
Union and transfer payments from this.

LATVIA

Of the three Baltic countries Latviawas the one |east affected by
the Russian financial crisisin the late 1990s. L atvia has enjoyed
high growth coupled with low inflation since 2000. Growth
prospects for the next couple of years remain good. The growth
will remain broad with positive contributions from both domestic
demand and foreign trade. Capital spending will be an
increasingly powerful driving force.

In the short and medium term import growth will lead to a high
(and expanding) current account deficit.

Exportswill probably grow more than 15 % this year. Despite the
economic slowdown of the past few yearsin the West, Latvia's
exports have risen by 11-12 % annually in recent years.

Imports will aso grow by more than 15 % this and next year,
thanks to the ever devel oping economy with huge domestic
demand growth. A large proportion of imports are investment-
related goods, which is positive for economic growth viewed in a
longer perspective.

RussiA

Since 1999 Russia’' s GDP has doubled in dollar terms to more than
$400Bn, about the same as Sweden and Finland combined.
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Growth looks like exceeding six per cent in 2003, provided that oil
prices do not collapse.

Private consumption is driven by continued high real pay
increases. Capital spending rose significantly in 2003, reflecting
an improved business climate and greater faith in economic and
political stability.

FINLAND

SEB forecasts a continued strong increase in consumption during
2004 and 2005, with gradually rising support from exports and
capital spending. Overall, they expect the Finnish GDP growth to
strengthen from 1.3 % in 2003 t0 2.3 % in 2004 and 2.9 % in
2005, initially driven by increased private consumption.

The appreciation of the EURO will result in a very modest export
growth. In value terms the exports fell last year due to price
pressuresin telecom and forest products.

SWEDEN

Private consumption is the engine of the Swedish cyclical upturn.
In short term the outlook is favourable with low inflation and
modest wage increases. In the long run, however the increasing
long-term sick leave and disability retirements will cut the growth
potential.

Robust balance sheets will give households room to cut back on
their high savings. Despite atighter fiscal policy, the growth in
private consumption can accelerate. Exports will rise relatively
fast despite a stronger krona. Sweden will probably have afaster
growth than the EURO zone both this year and in 2004.

Overall, exports will grow by some five per cent in 2004.

3.3 Sea borne trade between the Baltic Palette countries

The trade between the Baltic Palette countries with unitised or
palletised goods amount to some 4.2 M tons per year. These
figures thus exclude bulk cargoes and some other special type of
cargoes that are primarily transported by air. If the trade with
Norway is added then the total volume will amount closeto 5.6 M
tons. The figures for Norway should be considered since
substantial parts of those volumes are transited through Sweden
and Finland.

The figures are based on trade rather than transport. From that
followsthat not all of that trade is sea borne. The Finnish-Russian
trade incorporate significant volumes that are transported on land
and aminor part of the Swedish-Finnish oneisland borne as well.
Other relations where the majority of the trade is transported on
land are the ones between Latvia-Estonia, Latvia-Russia and
Estonia-Russia. However, these latter three categories are not
included at all in the trade figures above.

Table 2: Intra-Baltic Palette trade, tons

Exports+Iimports; tonnes

1993 1994 1995 1996 1997 1998 1999 2000 2001
Finland-Sweden @ 1,255,792 1,393,543 1,345,106 1,518,794 1,668,455 1,793,485 1,676,964 1,773,677 1,714,853
Finland-Latvia 17,406 56,585 42,412 58,182 74,045 79,196 70,755 91,501 94,635
Finland-Estonia 175,908 233,219 242,082 287,294 353,585 391,592 372,326 427,965 455,769
Finland-Russia 484,265 691,442 638,376 837,259 1,110,044 1,026,014 879,034 1,006,303 1,242,727
Sweden-Latvia 20,595 57,890 51,195 77,130 91,081 117,256 98,967 125,251 133,134
Sweden-Estonia 53,404 101,471 75,632 128,981 185,925 200,351 180,799 225392 252,924
Sweden-Russia 88,921 246,872 200,267 232,132 256,999 236,532 176,232 245834 274,149

Direct trade 2,096,290 2,781,022 2,595,070/ 3,139,772, 3,740,133/ 3,844,427 3455078 3,895,923 4,168,191
Norway-Finland | 507,462 656,185 687,924 729,236 945,023 1,056,918 1,062,500 1,193,594 566,424
Norway-Latvia 21074 29128 41688 71925 98,078 50821 34,453 48,764 58,508
Norway-Estonia 4850 17,012 23498 24,368 48051 37,828 36,183 49,283 82499
Norway-Russia 166,317 299682 560,616 675013/ 739,317 606,307 671,127 689,714 734,740
Total trade 2,795,994| 3,783,030/ 3,908,796/ 4,640,313/ 5,570,602 5,596,301 5,259,341! 5,877,277 5,610,362

In volume terms, trade with Finland dominates followed by
Sweden and Russia and the exchange between Finland and
Sweden adds up to 1.7M tons.
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The intra-Baltic Palette regional trade doubled in volume over the
1993 to 2001 period despite the marked effects of the Russian
crisis back in 1998.

Table 3: Intra-Baltic Palette imports, tons

Imports - tonnes

1993 1994 1995 1996 1997 1998 1999 2000 2001
Finland-Sweden 544,218 610,849 608,489 676,091 868,076 914,947 816,553 862,994 841,312
Finland-Latvia 5,871 6,416 6,320 9,301 10,471 11,223 11,150 16,160 20,143

Finland-Estonia 71,209 80,072 88,549 94,179 118,600 144,174 155,494 184,180 213,432
Finland-Russia 166,411 168,109 122,826 128,062 132,400 149,646 168,582 227,261 284,374
Sweden-Latvia 3,300 23,957 8,236 21,937 21,164 26,478 30,610 31,901 36,829
Sweden-Estonia 16,500 45,892 23,133 63,845 77,739 92,614 102,124 112,384 134,127
Sweden-Russia 19,439 161,292 74,735 101,006 83,945 98,783 66,589 92,480 69,642

Direct imports 826,948 1,096,585 932,288 1,094,420 1,312,395 1,437,863 1,351,101 1,527,360 1,599,859

Norway-Finland 287,857 335,457 339,099 368,687 347,393 357,183 355,741 436,058 432,635
Norway-Latvia 20,387 14,055 4,290 2,511 2,464 3,015 11,465 19,444 32,973
Norway-Estonia 3,556 8,007 8,189 10,753 12,436 15,902 20,372 28,207 56,984
Norway-Russia 124,786 172,347 377,887 445495 452,054 381,422 441,295 449,858 434,032

Total imports 1,263,533 1,626,452 1,661,753 1,921,866 2,126,742 2,195,384 2,179,974 2,460,926 2,556,484

Table 4: Intra-Baltic Palette exports, tons

Exports - tonnes

1993 1994 1995 1996 1997 1998 1999 2000 2001
Finland-Sweden 711,574 782,694 736,617 842,703 800,379 878,538 860,411 910,682 873,541
Finland-Latvia 11,534 50,170 36,092 48,881 63,574 67,974 59,606 75,341 74,492

Finland-Estonia 104,699 153,147 153,533 193,115 234,985 247,418 216,833 243,785 242,337
Finland-Russia 317,854 523,333 515,550 709,198 977,644 876,368 710,452 779,042 958,353
Sweden-Latvia 17,296 33,933 42,959 55,192 69,917 90,778 68,357 93,351 96,305
Sweden-Estonia 36,903 55,579 52,499 65,136, 108,185 107,737 78,675 113,008 118,797
Sweden-Russia 69,482 85,580 125532 131,127 173,054 137,750 109,643 153,354 204,507

Direct exports 1,269,342 1,684,437 1,662,781 2,045,352 2,427,738 2,406,564 2,103,977 2,368,564 2,568,332

Norway-Finland 219,605 320,728 348,826 360,550 597,630 699,735 706,759 757,536 133,790
Norway-Latvia 687 15,073 37,398 69,414 95,614 47,807 22,988 29,320 25,535
Norway-Estonia 1,294 9,005 15,309 13,614 35,615 21,927 15,811 21,076 25,515
Norway-Russia 41,532 127,335 182,729 229,518 287,263 224,884 229,832 239,856 300,707

Total exports 1,532,460 2,156,579 2,247,043 2,718,448 3,443,860 3,400,917 3,079,367 3,416,351 3,053,878

Finland-Sweden. Finland predominantly imports paper,
paperboard, glass, chemicals and plastics from Sweden. In the
opposite direction partly the same cargo categories are carried, but
there are also substantial volumes of veneers, plywood and
alcoholic beverages. Parts and accessories to motor vehicles do
also form basic loads.

Finland-Latvia. Finland’s exports to Latvia consist mainly of
paper, paperboard, paint, varnish and glass. Imports are
predominantly made up of different types of wood manufactures,

furniture and transport carriers such astrailers. The volumes are
small but the growth has been strong where the exports from
Finland grew six-fold over 1993-2001.

Finland-Estonia. In 1993, Finnish-Estonian trade outpaced
Finland-Latvian by afactor of ten; in 2001 that relation had
decreased to just above four, which reflects the rapid growth of the
latter but from alow level. Aswith Latvia, Finland' simports from
Estonia are dominated by different wood manufactures and
furniture. Since the end of the last decade imports of fertilizers
have grown significantly. In the other direction paper, paperboard,
pigments/paints/varnishes, glass and alcoholic beverages are
transported.

Finland-Russia. There isasignificant imbalance in the trade with
unitised or palletised goods between the two countries. In 2001,
Finland exported 958 thousand tons to Russia and imported a mere
213 thousand tons. More than half of the exportsin 2001 were
made up of paper products, printed matters, paints and cereal
preparations. |mports consisted to a certain degree of similar
products, but also large volumes of chemicals and fertilizers were
traded. Imports of veneers and plywood have developed strongly
in recent years.

Sweden-Latvia. A decade ago trade between these two countries
were close to non-existent. Since then the development has been
strong and up to 2001, trade had increased by 646% to reach 133
thousand tons. Despite this strong development this bilateral trade
only accounted for two per cent of the total Baltic Palette volumes
in 2001. Sweden’simports from Latvia are to avery large extent
dominated by veneers, plywood and other wood manufactures.
Imports of furniture are catching up. Paper products and feeding
stuff for animals are being shipped in the other direction.
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Swveden-Estonia. Thistrade is approximately twice aslarge asthe
Sweden-L atvia one and the mgjor difference is on the Swedish
import side which amounted to 134 thousand tonsin 2001 (from
Latviait was 37). Veneers, plywood, wood manufactures and
fertilizers are mainly found on Sweden’s import side. Sweden’s
exports are not surprisingly topped by paper and paper products
but there has been an interesting growth in the trade with alarge
number of products. Among these sugar, paints, fish, plastic
articles and motor vehicles could be mentioned.

Sweden’ s trade with Russia reached about the same volumein
2001 as Sweden’ strade with Estonia. Volumes have gone up and
down but the level in 2001 isonly 11% higher than in 1994.
Fertilizers form the largest imported commodity to Sweden from
Russiafollowed by veneers and plywood. Exports used to be
dominated by margarine, but margarine has been surpassed by
cereal preparations, paper and paperboard.

To acertain extent Norway' s trade relations with Finland, Latvia,
Estonia and Russia make use of transport links from Sweden and
Finland and is therefore of interest to this study. The trade
volumes with Finland and Russia account for 90%, but the Estonia
trade has built up strongly over recent years.

Two thirds of what is exported from Norway to Russiaisfish and
one fifth is chemicals. Imports from Russia consist up to two
thirds of fertilizers and to one fifth of fish.

From Estonia Norway imports trailers (on the decline though),
prefabricated buildings, furniture and wood manufactures and
exports primarily fish. Fertilizers and prefabricated buildings have
been the backbone on the import side but lately wood
manufactures and floating structures have popped up.

Trade imbalances are substantial on most trades if measured in
tons. The largest imbalance isin the trade between Finland and
Russiawhere Finland exports 674 thousand tons more than it
imports. It isimportant to remember though that a considerable
part of thistrade is transported on land. Sweden’s trade with
Russiais also largely imbalanced asis Norway’ s trade with
Finland. It is aso worth noting that some of the imbalances would
diminish if the trade were to be measured in cubic metres instead
of tons. Thus from aroad hauler’ s perspective the imbalance
might be less of a problem.

Trade growth in 2002 was slightly negative with a few exceptions,
but in 2003 recovery was strong. The general outlook for 2004 to
2006 is positive following the expected continued upturn in the
business cycle.

The EU enlargement came into effect in May 2004 and provided
most likely some additional fuel for the intra-Baltic Palette trade
growth.

In summary the outlook is bright, but the growth has to be put into
aperspective. The growth in 2001 in the intra-BP trade excluding
Norway amounted to 272 thousand tons. Assuming that all of this
growth was to be carried by trucks on Ro-ro vessels with an
average ton per trailer of 16 tons, the entire growth could be
carried by 17 thousand trailers. Thisislessthan the growth in the
sea borne trailer traffic between Sweden and Germany.

Seventeen thousand trailersin ayear islessthan 47 per day —in
the entire BP region.
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4 The Baltic shipping market

This chapter excludes the ferry services that are presented in
Chapter 7.

Some means of transport, as sea transports and airfreight, have
always operated on commercial conditions and have covered the
costsfor itsinfrastructure such as terminals, fairways and service.
The competition is mainly within the transport mode. The society
has invested in facilities of social importance. It was natural to
make way for seatransports, increase the capacity of fairways and
extend the ports when heavy goods only could be transported on
ships. The important thing was to strengthen industries and
facilitate for their development. Today the accessibility isamost
an eliminated issue because of the wide expansion of the road- and
railroad network. A new phase is now starting and the issue is how
to control the total flow to maintain the mobility in the future. In
this pictureit isimportant to use al available means of transport.
The means of control will grow in importance and can be affected
in many different ways. Most important is that it will resultin a
long-term sustainable devel opment.

Bulk cargo varies substantially by character. Break bulk can
normally be carried in containers or as break stowage on Ro-ro-
ships. The ships are more or less designed for one or afew types
of products. However, the ports are expected to give service to all
types of ships using suitable handling equipment, relevant
competence and terminal capacity to give the seatransport the
servicethat is demanded in an efficient and productive way. If
there are no commodities to ship from the port, the port will not
exist. The clam of being too many portsin Scandinaviais by this
rather based on protection of own interests than on logistic facts,

aslong asthe port activities are based on commercial activities. In
the same way ports are built where there is demand for sea
transports. Sweden and Finland have relatively many ports, which
forms a valuable infrastructure resource.

Sea transports are of specific importance to industries that import
raw materials and/or exports products in bulk. To them, it is of
essence to minimise handling and transport costs. For thistype of
industries, that turn over large quantities of bulk cargo, transport
costs can be decisive for where the industry location.

The number of portsin the concerned countriesisin Estonial7, in
Finland 56 (incl. Saimaa Canal area), in Latvia 9, in Russia 34 and
in Sweden 90. Figure 3 shows the number of callsto each country
in 2002. The number of calls obvioudly differs between the
countries and also the number of calls to each port. For exampleis
the number of port callsin Finland 16 662. Of these calls, 20 %
goes to ports with lessthan 12 calls annually. 23 % are calling
ports having a number of calls between 12 and 99. 37 % calls
ports having a number of calls between 100 and 499. Finally the
highest frequented ports with a number of calls between 500 and
999 and the ones with more than 1 000 calls annually have equally
10 % of the share of port calls, see Figure 4.
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4.1 Portcalls
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Figure 3: No of ship calls per country
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Figure 4: The percentage of port call frequency in the countries

The age and type of ships moving in the Baltic area are very
varied. For instance, if studying the ports, Swedish ports receives
many calls by ships of 26 years or older while the ships calling
portsin Finland are much newer (0-5 years).

The mgjority of the old ships calling Sweden are dry cargo vessels
and the majority of newer ships are tankers, see Figure 5. The
same relationsin the other countries are asfollows:

Russia; Older — Bulker/Dry cargo, Newer — Tanker
Latvia; Older — Dry cargo/Bulker, Newer — Dry cargo
Finland; Older — Dry cargo, Newer — Ro-ro

Estonia; Older — Dry cargo, Newer — Tankers

A conclusion of the compilation is that the older ships trading on
the Baltic Seamostly are dry cargo ships and the newer mostly are
tankers. One reason for this can be the phasing out of single hulled
tankers according to IMO but also the fact that the ice class
demands intact shipsto keep up theice class.

The group 16 — 20 years isthe least represented with just over
7000 calls. The group of shipswith an age over 26 isonly just
dominating over the 0 — 5 years age group with 13 652 calls to
12 708.
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W Bulker [0 Dry Cargo [0 Cont. B Roro l Others [0 Tankers 4.2 Falrway & dues

[ | Today the EU address high hopes that devel oped sea transports
can discharge roads and rail from congestion. An increased use of
sea transports for awider range of products from the industry (i.e.
other than bulk cargoes) requires a cargo carrier, rational handling
systems and low rates for intermodal transports.

232 At such conditions sea transports can be a more realistic transport

16-20 Russia alternative and increase its share of goods transport. Thisisin line

11-15 with the policy EU outlines in the White Paper; European

6012 transport policy for 2010: time to decide. The infrastructure has
become an area of concern for the regional spatial planning in

] Europe. To give priority to costly investmentsin infrastructure

>26
f;;g may prove difficult when they are to be evaluated in competition
11-15
6-10
0-5

Sweden

Latvia

Transports and the related infrastructure must be looked uponin a
wider international perspective. It implies acreation of a
prioritised regiona infrastructure of increased importance; TEN
Finland (Trans European Network, TEN-T Trans European Network-
Transport) istoday the most spacious approach in this perspective.
TEN-T was created within the EU to identify the roads and
railroads of importance for the development of sustainable move
ability in the EU. It gives identified infrastructure a prioritised

with other type of needsin the regions.
>26

21-25
16-20
11-15
6-10
0-5

>26

|
|
|
| allocated substantial financing in Objective 1 areas. Examples of

21-25 ot classthat allows EU and/or state financing for upgrading and/or
stonia
1??2 extension. The level of financing depends on the type of area
610 [ L1J concerned and if it classified as an Objective area. EU has so far
0-5
0 1,000 2,000 3,000 4,000 5,000 6,000 this can be found in Ireland, Greece and Portugal .

No of port calls per country, vessel type and ship age 5%

Figure 5: Age and No of ships' call per country
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Figure 6: Main fairways and TEN-ports. Source SMA, HELCOM

Sea transports and the portswere not included in the TEN-T at
first. However, asthe maor part of the land infrastructure ended in
the ports they were added as nodes in the network. These ports are
assigned as TEN-ports and have to fulfil special criteriato earn the
assignment. Ports having and regular international sea transport
activity with an annual turnover of 1.5 million tons or 200 000
passengers and is connected to the TEN-T network is classified as
A-class ports. To be a TEN-port, the port must have the A-class
standard. In the Baltic HELCOM has started the preparation for an
enlarged TEN-T infrastructure that also includes sea transports.
Thiswork was initiated from a demand of securing the open sea
routes by scanning the sea to ensure a safe passage of larger
tonnage. See Figure 6.

Dues on seatransports are of alevel that acts as a means of control
to shift transports to another transport mode. The strength of the
sea transports are the low ton per kilometre cost and the
environmental friendliness in land use/land take, barrier effects,
noise, congestion, use of energy, low maintenance etc. Service that
isincluded in dues for aland transport mode, such as traffic
control, is an additional cost for seatransports today (pilots).

The governmental dues per ton goods for domestic trafficin
Sweden are for a 500 kilometres long transport 7 times higher per
ton for a seatransport than for rail transport and almost twice as
high as for road transport. In the same way the governmental dues
in Finland are very high for ships without a higher ice class. The
reason for high-level duesin both the countriesisthe same. In
both countries the administration of seatransports infrastructure is
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run by Administrations acting as commercial® entities, i.e. they
should cover their own costs, while for the land transports the
Administrations are financed from the state budget.

Even if the ship fairway dues are not as high in Sweden asin
Finland the total feesfor industrial shipmentsfrom theregionis
almost twice as high in Sweden asin Finland. The reason for this
isthat dues are charged for the shipped goods as well. The dues
also apply to domestic traffic. The dues acts as means of control
which in Finland act in favour for shipswith highice classand in
Sweden the dues favour ships with good environmental
performance.

Ship
Cargo ton GT NT Ice class Trips
10 000 21 000 10 600 1A 34

Annual shipment 340 000 tons

Shipment from Finland Fairway dues
Total Finland

109 140 €
109 140 €

77 538 € Max envir. discount
134 505 €
212 044 €

Shipment from Sweden Fairway dues
Cargo fairway dues
Total Sweden

Figure 7: Example of the annual cost in dues for an industrial
shipment service on Sweden and Finland

The steel industry shipments are the only high-frequency

industrial seaborne service with bulk cargoes that trade on both

countries. The other shipping systems are strictly limited to one

country. Sweden and Finland (Lithuania has also national duesin

Klaipeda) are alone in the EU to have national dues on sea

3 In Finland this covers only the daily services while in Sweden it should also
cover the infrastructure

transports. For sea transports the borders between the countriesin
the EU still exist. Theresult being that the dues increase for
shipping companies that call both countries.

When prompted, the industry claims that the fairway dues as such
and specifically the differences between the Swedish and Finnish
systems are the main reasons for the lack of cross-border
cooperation.

4.3 lce conditions

Winter shipping conditions can be considered equal for Finland
and Sweden as regards the Gulf of Bothniaand equal for Finland,
Russia and Estoniafor the Gulf of Finland. The cooperation
between the Finnish and Swedish icebreakers in the entire areais
smooth. The industries cover the total costs caused by theice
conditions. These costs come in two forms, partly the added cost
for higher standard of ships designed for the winter environment
and partly the direct cost for the icebreaking service paid in ports.
These costs are covered by the shipper as fairway dues and added
cost for ships of high standard.

In the BSR the bulk cargo in different formsisthe main
commodity transported by sea. In frequency the ferries dominate.
However, most of the ferries are very powerful and do not need
assistance from icebreakers unless the conditions are severe. This
arrangement is necessary as the ferries cannot depend on
icebreaking service to uphold frequency. Ferries tha need
assistance from icebreakers are recommended not to leave the port
until notice is given from the ice office.

In the 60-ies (1961) a Nordic agreement was closed between
Finland, Sweden, Denmark and Norway of co-operation in
planning for the icebreaking and how to share the responsibilities
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in order to uphold sea transports during the winter period. This
became the base for amore formal co-operation and plans were
made up for how to meet all types of ice conditions using the joint
resources.

The management of the icebreaking resources have made use of
Information Technology to manage the resourcesin an effective
way. An IBNet has been set up, which isacommunication system
that makes use of AlS and displayson lineal activitiesin the BSR
to the Finnish and Swedish icebreaking offices. Thisisthefirst
step of making use of the AlS system. It will be a powerful tool
onceitisin full force and installed on all ships.

The Finnish and Swedish Maritime administrations issue
restrictions in demand of fulfilling a minimum ice class for vessels
calling the portsin theice regionsin the ice season if the ship
should count on icebreaker assistance. Thisis done with
consideration to the actual situation and is announced weeks ahead
of implementation. The grades of restrictions are continuously
followed up over the season. Ships suitable for forcing theice can
expect assistance from icebreakers when entering the ice affected
waters and assistance in guidance through to the port of
destination and out of the ice area again. Ships not suitable for
following the convoy in ice can be declared not suitable for ice
conditions and cannot expect assistance from the icebreakers.
Sweden and Finland has ratified an amendment to the ice class
rules. The amendment is focusing on the ships hull and the
parameters that have been found to affect the ships ability to
navigate inice.
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Figure 8: Ships parameters that affect the ability to force ice

The object isto asfar as possible try to avoid ships not suitable for
ice to operate in theice affected areas. The new ice classrulesthe
shape and hull formis given functions of angles that will affect the
ship’sresistance in ice. This gives the demand of power to be
installed in the ship to get a certain ice class. Ships can never be
left stuck in theice. If theice starts moving the ship may be forced
aground without any way of saving it. The really dangerous
situation is to have moving ice in hard winds. The ice masses
represent a huge amount of force that can sink aimost any type of
ship that cannot head and force it.

The ice class has three major functions;
the hull itself shall be able to take the ice pressure related to
theice class of the ship
the propulsion and steering equipment are strong enough to
work properly inice
the ship has enough power to force the ice and follow the
icebreaker.
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Most of the timesit is not dangerous to navigate in firm thick ice.
The dangerous situation is to come from the open seain hard
winds and pass the ice ridge. The waves and the grounding up
when entering the fairway to the ports cause theice to build up
and fill up the full depth forming a barrier between the open sea
and the sheltered waters. Only the most powerful ships can force
their way through this barrier.

The dangerous part for the navigation is the moving ice and ships
that are locked in moving ice unable to manoeuvre. Thisrisk
becomes higher in scale in the South of the Baltic Sea as the ship
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Figure 9: Ice area coverage in the Baltic over the years

In the winter season 2002-03 the ice coverage was a bit more than
average but the ice situation in some parts of the Baltic was a bit

0
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traffic will continue to increase rapidly especially with regards to
tankers. The Primorsk terminal started operation in 2002 and the
winter 2002-2003 was the first time when the production of 1
million tons per month started. Thisturnover will increaseto 5
million tons per month. If this amount is shipped in crude oil
tankers of 100 000 TDW, as an example, it will result in oneto
two tankers per day passing the distance from the Skaw to the
most eastern part of the Gulf of Finland fully loaded and just as
many empty in the other direction. Smaller tankerswill give
higher frequency.

worse than the coverage indicates. In the Bothnia Bay and in the
Gulf of Finland the situation was harder as the wind and the

1960
2000
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temperature had shifted around the ice that froze and became
difficult to force.

Another issueisthat the ships calling Russiaisof awidth that
requires two large icebreakersto assist it. It is aso well known
that the mass of a moving tanker (the energy of 130 —140 000 tons
of 1 —2 m/s cannot be stopped easily) will be a hazard to itself and
possibly the icebreakersif they hit afirm mass of ice.

The question is how to ensure safe transport in the Baltic in
wintertime, as these potentially environmental bombs need
assistance from the Skaw to Primorsk. The financial arrangement
for such aset up isaso to be considered.

Considering theice situation of 1987 and the state of traffic today,
the tankers need efficient assistance through the Belt and in the
southern part and the Baltic. The Russian ice directorate has
guaranteed service from Russiain case of a hard winter and
problemsin the Belt.

In hard winds and drifting ice the ships need a safe place to anchor
or wait if the situation in the Gulf of Finland is causing delay of
the traffic. This should preferably be in open water or somewhere
sheltered from moving ice. See Figure 10.

Thetotal picture explains the concern from the Finnish Authority
when tanker ships of doubtful strength are navigating in the Gulf
of Finland in communication by the IBNet system. From the maps
the following conclusions can be drawn:

» With the increased traffic on the Baltic countries and

Russia there must be resources made available to keep the
waters open and safe

» Almost all ships need assistance of icebreakersin the

Kategatt, the Sound and the Belt

» The Baltic countries do not have their own icebreakers.
However, in the Bay of Rigalarge icebreakers are needed
in normal to hard ice winters

» Inhard winters most of the waters are unsafe for the ships
to wait in strong winds

» Theicebreaker’s assistance to portsin the Gulf of Finland
and ports north of Gotland is demanding icebreaker service

In short the situation is difficult for sea transports and the costly
for the industry and the risk isincreasing as the tanker traffic is
growing.

During the past decade the trading activities between the EU
countries and Russia and the Baltic countries has grown in a
healthy way. The winter 2002-03 showed how vulnerable this
trading is in wintertime.

The forest industry in Sweden and Finland are depending on
supplies from Russia and the Baltic states. A pulp mill cannot
close down in wintertime because of lacking supply of raw
materials. The pulp industries depend today on raw fiber from the
forest. Because of the Chloride free process the time between
harvest and use in the mill cannot be more than 3 weeks. In a
situation of delaysin traffic and lack of assisting capacity a
situation may occur where the mill runs out of raw material and
have to close. At the same time the harvested material will lose
value and can only be used as bio energy.
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Figure 10: Ice maps from the years 1986-87 and 2002-03

In the Gulf of Finland the Russian capacity to assist the shipsto Today the discussion goes high if it is possible to have ajoint

the Russian ports was insufficient. Some ports in the Baltic allocation of the icebreaking capacity under EU, thisin order to
countries closed and in Estonia an icebreaker was chartered at manage the whole Baltic Sea Areainstead of having each country
high expenses to keep up the traffic. Thiswas considered to be an optimizing its recourses from a domestic demand.*

almost normal winter. The reason was not lacking of icebreaking
capacity, all icebreakers were not in operation, but there was
demand for icebreaking capacity in other countries than the one

that had the resources. 4 See adso  http//www.mariterm.se/download/ICEBREAKING IN THE
BALTIC.pdf
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Figure 11: The distribution of icebreakers in the Baltic

Thereis no formal agreement and understanding between Finland
and Russia how the icebreaking resources in the Gulf of Finland
shall be managed in future. The only existing agreement is
between Russia and Denmark regarding the service through the
Belt.
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5 Ports in the Baltic Palette area

Statistics in this section are from 2002 and are based on: Lloyd's
Register Fairplay’s“Ports and Terminal Guide 2003-2004",
statistics from the ports, www.balticpal ette.com,
www.bpoports.com and www.scb.se.

Table 5: The total annual turnover in the Baltic Palette region

Goods handled Whereof oil Passengers [1,000
[1,000 ton/year] | [1,000 ton/year] pass/year]

Stockholm 5,200 523 8,000
Kapellskar 2,200 - 1,300
Nynashamn 350 - 100
Port of Harg 500 - -

Port of Sddertalje 800 183 -

Port of Oxelésund 5,000 79 -
Képing 1,500 - -
Vasteras 2,100 278 -
Uusikaupunki 1,300 -

Naantali 7,000 1,300 100
Turku 4,000 149 4,000
Hanko 2,700 - 170
Inkoo 2,000 109 -
Helsinki 11,000 483 9,000
Skoldvik 17,600 3,500 -

Kotka 8,500 18 25
Mariehamn - - 2,199
Ekero - - 866
Hamina 5,000 440 -

St Petersburg 23,200 9,980 -
Lomonosov 450 -
Vyborg 1,300 100
Vysotsk 3,100 -
Muuga 30,000 6
Old Port of Tallinn 3,400 5,800
Paljassaare 2,000 1
Paldiski 1,800 130
Riga 18,000 4,300 250
Skulte 620 - -
Salacgriva 30,000 - 6
Total 190,620 32,053

Some statistics are from 2000 and some only exists for January to
June 2002. These deviations are marked in Table 5. The sum of oil
in the region does not include the statistics from January to June
2002 or the data from 2000.

5.1 Seaports in the Stockholm-Malar region

Thisregion includes of the ports: Stockholm, Kapellskér,
Nynéashamn, Hargshamn, Sodertélje, Oxeldsund, Kdping and
V&sterds. The region covers atotal areaof about 30 000 km?and
has a population of 2.6 million® people. Stockholm, the capital of
Sweden, isthe hub of the area. AlImost 18 million tons of goods
are handled annually in the region and about 9.4 million
passengers pass through the terminals.

Table 6: The total annual turnover in the Stockholm - Malar region

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]
Total | 17,650 | 1,159* | 9,400

The asterisk in Table 6 pointsto the fact that the quantity of ail is
small, considering table 2. The figures from Sodertélje, Oxel6sund
and V &steras are not included in the sum due to the statistics from
those three ports are for six months only.

PORTS OF STOCKHOLM

The Ports of Stockholm group includes the ports in Stockholm
city, Kapellskar and Nynashamn. The owners are Stockholms
Stadshus AB, with 91 % of the shares, and City of Stockholm,
with 9 % of the shares. The port in Stockholm city is the central
port for freight and passengers to and from Finland, Russia and the
Baltic states. The ports at Kapellskar and Nynéshamn are the

® www.sch.se (Statistic Sweden)
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satellite ports that form the supplement to the central port of
Stockholm.

INNER PORT OF STOCKHOLM

The fact that road and rail communications to and from the port of
Stockholm passes through the city centre can at times lead to
congestion of the roads, which slows the traffic down. There are
three different freeways in the area and one direct railway
connection. Asthe port islocated in the central part of Stockholm
the public transport network with underground trains and busses
provide a direct access for passengers.

Table 7: The total annual turnover in the inner port of Stockholm

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Stockholm | 5200 | 1,159* | 8,000

Maximum draft in port varies from 5-11 m. The quays have atotal
length of 16 km where about 5.2 million tons (3.8 million tons
import) cargo are handled and 8 million passengers pass through.
A character of the port is the beautiful long and narrow passage
through the archipelago.

PORT OF KAPELLSKAR

The port of Kapellskar is situated 90 km north of Stockholm and is
an important port for fast freight servicesto and from Finland and
Estonia. Roslagshamnar AB (asubsidiary of Port of Stockholm) is
the owner of the port. The port has arelatively short approach
from the open sea. Freeway E18, road 76 and 77 connects the port
to the main road net but thereis norail service available.

Table 8: The total annual turnover in the port of Kapellskar

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Kapellskar | 2,200 | - | 1,300

Max sizein port is 175 m length, 30 m width and 7.4 m draft at
quayside.

PORT OF NYNASHAMN

The main road and railway infrastructure to and from the port of
Nynéashamn requires improvement. The Port of Stockholmisin
the phase of projecting an adjacent new port to Nyndshamn; the
Port of Norvik. The ports are situated approximately 60 km south
of Stockholm. The service provided from Nynéashamn is mostly
cargo ferry traffic to Gotland, Gdansk and Ventspils. The owner is
Nynashamn Hamn AB, a subsidiary to the Port of Stockholm.

Table 9: The total annual turnover in the port of Nynashamn

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Nynashamn | 350 | - | 100

About 350 thousand tons are handled annually in the port, where
the quays have atotal length of 570 m and max ship sizeis210 m
length, 30 m width and 8 m draft at quayside.

PORT OF HARG

The port of Harg is situated 130 km, approximately 1.5 hour by
car, north of Stockholm, close to Oregrund. The municipality of
Osthammar owns 78 % of the port, Hargs Egendom owns 11 %
and Mellansvenska L ogistiktransporter holds the rest 11%. Harg
has both railroad and road connection.

Table 10: The total annual turnover in the port of Harg
Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

| 500 | - |

Passengers
[1,000 pass/year]

Port of Harg

The dominating handling is imports of forest products. Maximum
ship sizein port is 185 m length and 8.5 m draft at quayside. The
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port approach from seais arelatively short fairway through the
archipelago.

PORT OF SODERTALIJE

The port of Sodertéljeis situated at the intersection of the E4 and
E20 highway only 30 km south of Stockholm and with direct
railway access to the port. An administration company fully
owned by the municipality of Sodertélje isthe sole owner of the
port.

Table 11: The total annual turnover in the port of Sédertalje

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Passengers
[1,000 pass/year]

Port of Sodertalie | 800 | 1670 |

The goods handled are mostly imported cars, containers and
general cargo. Max ship sizein port is 200 m length, 32 m width
and 9 m draft at quayside and the quays have atotal length of just
over 1 km.

PORT OF OXELOSUND

Oxeldsund iswell served by roads with the E4 highway running in
the north and south direction. E22 start close to
Oxel6sund/Nykoping and stretches along the coast southwards.
The dominating types of product are ore, coal/coke, steel and oil.
Itismainly anindustrial port for SSAB where ailmost 2/3 of the
total goods turnover isrelated to SSAB. The port has aferry
terminal but there is no operating service at present.

The municipality of Oxeldsund owns 50 % of the port and SSAB
Oxeldsund AB owns the other 50 %.

Table 12: The total annual turnover in the port of Oxelésund

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Port of Oxelésund | 5000 | 23]

Passengers
[1,000 pass/year]

The quays have atotal length of just over 1 km and max sizein
port is 265 m length, 41 m width and 15.5 m draft at quayside. The
approach from sea to the port is short.

PORTS IN MALAREN

The municipalities of Vasteras and Koping own 55 % and 45 %
respectively of M&8larhamnar AB. The lock in Sodertdje limits
ship dimensionsin the portsin Malaren to alength of 135 m,
width to 19 m and draft to 7 m.

Port of Koping

The port of Kdping islocated close to the highway E18 that leads
to Stockholm about 130 km east. The main railroad is passing
close by the port area and the port is connected to the railway net.
The quays have atotal length of about 560 m.

Table 13: The total annual turnover in the port of Képing
Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Koping | 1,500 | - |

Passengers
[1,000 pass/year]

About 80 % of al handled goods are imported and the export is
mainly goods from the local industry.

Port of Vasteras

The port of Vasterasis located at about 100 km west of
Stockholm. The main road E18 passes by the port,which is also
connected to the main railroad network. The quays have a total
length of just over 1.4 km.
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Table 14: The total annual turnover in the port of Vasteras

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Passengers

[1,000 pass/year]
Viasteras | 2,100 270Vemne) -
Thereis no specific type of goods that dominates the handling in
the port where imports are alloys, bio fuel and oil products and
exports are forest products and mechanics.

5.2 Seaports on Aland

By active planning and progressive decisions the ports on Aland
has been favoured by the new ferry traffic system when the tax-
free system was abolished. The important issue in thisis not only
the commercial effect for the ports of having more port calls but
also for the island to have a good communication with high
frequency of ferry calls both to Finland in a domestic service and
to Sweden for educational and social reasons.

PORT OF MARIEHAMN

The port of Mariehamn has become aferry port of importance. In
the past for being aresort for tax-free cruising and tourism and
today for being the liberal free-port as Aland excluded themselves
to be part of the tax-free abolish agreement in the EU. The ferries
between Finland and Sweden are still counted as tax-free travels.
However, as new countries with lower spot taxes on alcoholics but
with more liberal allowancesto be carried to Finland and Sweden
plus the new tax cutting policy introduced in Finland, it is
anticipated the ship ownerswill be more concerned about the trip
cost. Thiswill in the long run give less trips over Aland and more
direct connection between the portsin Helsinki, Tallin and
Stockholm.

Table 15: Port statistics from port of Mariehamn

Goods handled] Whereof oil Passengers
[1,000 ton/year] ] [1,000 ton/year]] [1,000 pass/year]

Mariehamn | - | - | 2,199

PORT OF ECKERO

Port of Eckerd connectsto Grisslehamn in aferry service that has
6 trips per day. The crossing timeisonly 1.5 hrs.

Table 16: The passenger service to the Eckert ferry terminal

Goods handled] Whereof all Passengers
[1,000 ton/year] | [1,000 ton/year]] [1,000 pass/year]

Ekerd | - | - | 866

5.3 Seaports in the Southwest Finland and Uusimaa

The nine Finnish ports concerned by the Baltic Palette region are:
Uusikaupunki, Naantali, Turku, Hanko, Inkoo, Helsinki, Skoldvik,
Kotka and Hamina. The region covers atotal coastal length of
about 400 km and approximately 1,8 million people livesin the
area. The capital Helsinki has about 560 000 citizens and the
Helsinki Metropolitan area about 980 000 citizens. Almost 60
million tons goods are handled annually in the region and about
13.3 million passengers pass through the terminals.
Table 17: The total annual turnover in the Finnish part of the Gulf of
Finland region

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Total | 59,100 | 5999 | 13,295

PORT OF UUSIKAUPUNKI

The port comprises the two ports Kemira and Hepokari. Kemira
handles raw material for fertilizers and nitrogen products. It is
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connected to railway and the Finnish road network. Hepokari is
specialised in handling general cargo. It is not connected to the
railroad but to the road network.

Table 18: The total annual turnover in the port of Uusikaupunki
Goods handled Whereof oil
[1,000 ton/year] | [1,000 ton/year]

Uusikaupunki | 1,300 | - |

Passengers
[1,000 pass/year]

Max ship sizein port is 220 m length and 10 m draft.

PORT OF NAANTALI

The infrastructure round the port is quite good with both road and
rail connections. Goods mostly handled in the port are oil and
general cargo. Naantali is specialised in the handling of large
units.

Table 19: The total annual turnover in the port of Naantali

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Naantali | 7,000 | 1,300 | 100

The quays have atotal length of just over 1.5 km and max ship
sizein port is 200 m length and 13 m draft.

PORT OF TURKU

The majority of handled goodsin Turku are general cargo and
mainly Ro-ro ships and passenger ferries call at the port. Turku is
the only port in Finland that receivestrain ferries (from Stockholm
and Travemunde) and it has good rail connections to the Finnish
rail network. However, the capacity of the roads needs
improvement.

Table 20: The total annual turnover in the port of Turku

Goods handled Whereof ol Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]
Turku 4,000 149 4,000

The quays have atotal length of about 5 km for foreign traffic.
Max ship sizein port is 250 m length and 10 m draft.

PORT OF HANKO

The port is divided into the Outer Harbour and Western Harbour.
The western is used by liner traffic and serves the paper export as
well astruck, trailer and passenger traffic. The outer harbour
provides facilities especially for the Finnish vehicle import and
unloading of chemicals. Approximately 200 vessels visit the
harbour each year. Hanko is connected both to the road and rail
network.

Table 21: The total annual turnover in the port of Hanko

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Hanko | 2,700 | - | 170

The quays have atotal length of about 1.9 km and max sizein port
is 250 m length and 13 m draft.

PORT OF INKOO

The port of Inkoo has a direct connection to the road network.
However, there is no railway network connecting the port. The
major type of products handled in the port is bulk cargo. Itis
Finland’s main port for handling different types of raw material.

Table 22: The total annual turnover in the port of Inkoo
Goods handled Whereof oil
[1,000 ton/year] | [1,000 ton/year]

Inkoo | 2,000 | 109 |

Passengers
[1,000 pass/year]

The quays have atotal length of about 800 m and max draft in the
port is 13 m, in Inkoo Shipping Harbour basin the max draft is 7.8
m.

MariTerm AB & Lloyd’s Register Fairplay Research

Page 27



Baltic Palette

PORT OF HELSINKI

The port specialisesin unitised cargo traffic and it is the most
important passenger harbour in Finland with service to Sweden,
Aland 1slands, Estonia and Germany. The port has good road and
rail connections but road traffic is often jammed in central
Helsinki. Because of area and traffic restrictions the port will be
moved from the Helsinki city centre to anew location east of
Helsinki. The new port at Vuosaari is alarge project that will take
over al the container handling and the present port will be closed
down as a new port opens end of 2008.

Table 23: The total annual turnover in the port of Helsinki

Goods handled Whereof ol Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Helsinki | 11,000 | 483 | 9,000

The capacity of the port is about 12 million tons of unitised
genera cargo annually. The quays have atotal length of
approximately 8 km and max draft in port is 11 m.

PORT OF SKOLDVIK

The port of Skoldvik isFinland’s biggest port in terms of cargo
volume. Annually the volume of handled goods is about 17.6
million tons.

Table 24: The total annual turnover in the port of Skéldvik

Goods handled Whereof ol Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Skoldvik | 17,600 | 3,500 | -
5.4 Kotka and Hamina
The ports Kotka and Hamina are situated close together in the

inner part of the Gulf of Finland. They are separate entities but
share a number of functions. The infrastructure is shared as well.

Thereis aheavy double track railway going north to the inner
industrial area around Saimaa and with direct connection to Russia
and St. Petersburg. Although not being part of the Baltic Palette
areathe two ports play asignificant part in the supply of high
value products to Russia that is shipped to the ports in containers
for further delivery to Russia. Some of them are stripped before
loaded onto trucks.

PORT OF KOTKA

The port of Kotka serves as Finland’ s biggest hub together with
the port of Hamina (next section). There are good handling
facilitiesfor bulk cargoes, containers and oil products aswell as
general goods. It also has good rail and road connections
especially to Eastern Finland and Russia.
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Figure 12: Development of the container traffic in the Port of Kotka
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Table 25: The total annual turnover in the port of Kotka

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]
Kotka | 8,500 | 18 | 25

Port of Kotka has three terminals Hietanan, the City Terminal and
Mussalo which have three sections, the bulk terminal the ail
terminal and the container terminal. Mussalo is the latest big port
that has been built in Finland. It started the operation in the
beginning of year 2001.

The quays are about 6 km in total length and the annual cargo
turnover is approximately 8.5 million tons. Max ship length in port
is300 m.

PORT OF HAMINA
The port of Haminagroup Ltd isorganised in;

» atermina for ro-ro STORO operation mainly of forest
products;

» theHaminaport Terminals Lt that also isthe head of a
substantial areathe oil terminal for petrochemical
industries and;

» the HaminaMultimoda Terminal that isthe container
terminal that also serves the Trans Siberian Railroad in
regular departures. The turnover in this serviceis of about
25000 TEU per year.

Table 26: The total annual turnover in the port of Hamina
Goods handled Whereof oil
[1,000 ton/year] | [1,000 ton/year]

Hamina | 5,000 | 440 |

Passengers
[1,000 pass/year]

The infrastructure around Hamina is good with both rail and road
connections. The length of quaysisabout 3.5 km and max ship
sizein port allows a draught of 10 m.

5.5 Russian seaports in the Gulf of Finland

The Russian seaports in the Gulf of Finland comprise The Big
seaport of St. Petersburg and the portsin the Leningrad region,
Vyborg, Vysotsk, Primorsk and Ust Luga. Totally in the region
about 30 million tonnes goods are handled annually and about 100
000 passengers pass through the terminals. The turnover of
products handled in the areais increasing strongly. The big port of
St. Petersburg handled 44 M tons in 2003.

In addition to this there are some new terminalsin the northern
part of the Leningrad region that is built up for the export of huge
quantities of oil. Thisisto be distributed to the terminals by
pipelines. The major oneis Primorsk that shipped out 12 million
tons of crude oil in 2003 and estimates to reach 80 million tonsin
2006°. TNK-BP plan to start up aterminal north of Primorsk
provided that the environmental conditions can be met. The
starting up will bein 2004 if permissions are acquired and it
estimates to deliver 18 million tons 2006. A new terminal on the
south west side of theisland Vysotsk, Lukoil, shipped out 2
million tons 2003 estimates to export 11 million tonsin 2006. This
terminal is not having its oil supplied by pipeline like the others
but by rail.

The development of terminal Primorsk is aresult of an extensive
investment in a Baltic oil pipeline system that connects the oil
fieldsin Siberiato the terminalsin the Gulf of Finland. The total
investment in the pipe system is about € 2.7 billionsand is
estimated to have afinal capacity of 100 million tons oil per year

® Source; Interview in DI (Swedish economic Newspaper) with MD Vladimir
Kananuchin, Baltnefteprovod
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in the Baltic Pipeline System of the 420 million tonsthat is
produced in Russia.

The oil terminalsin the Baltic Sea are purely oil piersand will not
function as ports for other type of shipping activities. These
terminals Primors and Lukoil are not included in the following
presentation.

Thereis a Federal transport aim program “ Transport-technological
supply of goods transited over the infrastructure in the Finnish
Gulf; Russian transportation system modernisation”. The program
concerns the development over the years 2002 — 2010 and
includes also the inland waterways and inland waterway
transports. The program aims at strengthening the infrastructure,
mainly the railway and roads, to the port zone.

THE BIG SEAPORT OF ST. PETERSBURG

The Big seaport of St Petersburg group includes the portsin St
Petersburg, Lomonosov, Bronka port ( New Port of Lomonosov),
Litke Base complex in the port of Kronshtadt and Gorskay Port.
The port of St Petersburg is affected by ice conditions from
December to April.
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Figure 13: The ports in The St. Petersburg area and Leningrad Region

Table 27: The total annual turnover in the Big seaport of St.
Petersburg
Goods handled Whereof oil Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]
Total | 28,050 | 9,980 | 100

Port of St Petersburg

The city port of St. Petersburg contains the Container terminal, the
food and general cargo and some bulk handling. The port will be
divided into four individual districts until 2010.

The state of rail and road communication is acceptable but need
improvements around the port of St Petersburg. The main problem
isthe low capacity of railway approaches to the port. The quays
have atotal length of approximately 8.4 km.
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Table 28: The total annual turnover in the port of St Petersburg

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

St Petersburg | 23,200 | 9,980 |

Max ship sizein port is 260 m length, 40 m width and 11 m draft
at quayside.

Passengers
[1,000 pass/year]

Port of Lomonosov

The port of Lomonosov is situated about 35 km west of St
Petersburg. Road and rail connections are poor. Max ship sizein
port is 140 m length, 30 m width and 5 m draft at quayside.
Table 29: The total annual turnover in the port of Lomonosov

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Lomonosov | 450 | n.a |

Passengers
[1,000 pass/year]

Bronka

The port Bronkais at close to new port of Lomonosov. It has a
depth of 5.3 m and a 85 m wide approach channel. The port is
built as an answer to the new demand of port capacity.

Litke Base

The port of Litke Baseislocated on the Kotlinisland. The port is
under construction and will be finished after the Storm Surge
Barrier in the Gulf of Finland is ready.

Gorskaya port

North of St Petersburg the Port of Gorskayais situated. The port is
ready as concerns berths and approach channel. The port will have
adraught of 4.5 m.

SEAPORTS IN THE LENINGRADSKAYA OBLAST
The demand for port capacity ishugein Russiaand in the Baltic

Sea. There are anumber of larger port projects going on and some
have started its production in the first years of 2000.

Port of Vyborg

The port of Vyborg is connected both to the Russian rail and road
network. The export goods mainly handled in the port are coal,
rolled iron and fertilisers. The import is only 4 % of the turnover
in the port. Vyborg has ice conditions from December to April.

Table 30: The total annual turnover in the port of Vyborg

Goods handled Whereof oil Passengers

[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]
Vyborg | 1,300 | n.a | 100
Port of Vysotsk

The port ismainly in use for bulk cargoes, such as coal and iron
ore pellets. Vysotsk hasice conditions from December to April
and it is connected both to the Russian rail and road network.

Table 31: The total annual turnover in the port of Vysotsk
Goods handled Whereof oil
[1,000 ton/year] | [1,000 ton/year]

Vysotsk | 3,100 | - |

Passengers
[1,000 pass/year]

The quayside length is 680 meter and max ship size in port is 135
m length and 7 m draft at quayside.

Port of Ust Luga

There are presently two port zonesin the Ust-Luga area. The
existing port areais situated in the mouth of Luga River that enters
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the seain the south part of Luga Bay. The port handles yearly abt
200 000 tons of cargo, mainly fishing ships and timber for export.

UST-Luga, the newest Russian Baltic port, istoday under
development. It will be situated on the eastern side of the Luga
Bay. The port has announced plans to expand annual coal export
shipments from alevel of 1 M tonstarget year 2004 to 4 M tonsin
about three yearstime.

Coal and timber are the main cargoes handled by the port. The key
to cargo growth isthe costly upgrading of the rail infrastructure
between the port and the main rail network servicing St Peters-
burg. An electric train is planned to run between St Petersburg and
Kingisepp. Thistrain will then extended its service to Ust-Luga.
Also the road network needs improvementsin the area.

By 2005 it is planned that it the port should be able to ship up to
8 M tons of goods yearly. In 2007 it should reach a planned
capacity of 35 M tons per year, 15 M tons of which should be
moved by rail. Presently there are discussionsto build an oil
terminal in the north part of the new port area on the east side.
Such atermina would be as far out of the Gulf of Finland that is
possible and still be on Russian territory.

5.6 Seaports in the Tallinn region

The area around the capital Tallinn isthe dominating shipping
areain Estonia. The port expansion is fast both in ferry operation
and in all forms of commodities. In the Tallinn areathere are also
shipyards and larger industries.

Table 32: The total annual turnover in the Tallinn region (oil y. 2000)

PORT OF TALLINN

The port of Tallinn consist of four harbours, Muuga, Tallinn Old,
Paljassaare and Paldiski South. The Old Port and Paljassaare are
located within the territory of Tallinn city. Muugais located 15
km east of the capital and Paldiski 40 km to the west. All ports are
connected to the rail and road network. The bay is frozen only on
severe winters and is kept open all year by icebreakers. In the Port
of Tallinn approximately 37 million tons of cargo are handled and
6 million passengers pass the port every year.

PORT OF MUUGA

About 75 % (30 million tons) of Port of Tallinn’s cargo handling
isin Muuga. The port mainly handles liquid and dry bulk, grain
timber and general cargo. Max ship’ssizein port is 280 m length
and 40 m width at quayside.

Table 33: The total annual turnover in the port of Muuga (oil y. 2000)

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Muuga | 30,000 | 19,000 | 6

OLD PORT OF TALLINN

The port handles imports of containers, sugar, Ro-ro cargo and
foodstuffs and exports of timber, metal, Ro-ro cargo, containers,
chemicals and fertilisers. About 11 % of the cargo handling in the
Port of Tallinn is donein the Old port. Max size of ship in port is
240 m length and 40 m width at quayside.

Table 34: The total annual turnover in the old port of Tallinn

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Passengers
[1,000 pass/year]

Goods handled Whereof oil Passengers Old Port of Tallinn | 3,400 | n.a | 5,800
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Total | 37,200 | 19,000 | 5,937
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PORT OF PALJASSAARE

About 6 % of Port of Tallinn's cargo handing isin Paljassaare, i.e.
2 million tons. The port handles timber, oil products, coa and
general cargo.

Table 35: The total annual turnover in the port of Paljassaare

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Paljassaare | 2,000 | n.a | 0.6

Max ship sizein port is 190 m length and 30 m width at quayside.

PORT OF PALDISKI

1.8 million tons represents about 5 % of the cargo handing in the
Port of Tallinn.

Table 36: The total annual turnover in the port of Paldiski

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Paldiski | 1,800 | - | 130
The port handle exports of scrap metal, timber, dry bulk peat and
Ro-ro cargo and imports of general and Ro-ro cargo. Max sizein
port is 140 m length and 20 m width at quayside.

5.7 Seaports in the Riga region

The Portsin the Rigaregion islocated in the Bay of Riga. Because
of the shallow shores around the bay it is a closed shallow seawith
arelatively narrow fairway. In wintertime the ice will cover the
bay and in severe winters strong ice breakers are needed to support
the ships calling the ports.

Table 37: The total annual turnover in the Riga region

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Total | 18,450 | 5100 | 250

PORT OF RIGA

Port of Riga has both rail and road communication. The port of
Rigaisinfluenced of the ice situation in the region approximately
1- 4 months per year but the port is open all year round. The quays
have atotal length of approximately 14 km.

Table 38: The total annual turnover in the port of Riga

Goods handled Whereof oll Passengers
[1,000 ton/year] | [1,000 ton/year] [1,000 pass/year]

Riga | 18,000 | 5,100 | 250

Max ship sizein port is 225 m length, 35 m width a depth of 11.5
m at quayside.

PORT OF SKULTE

The port of Skulteismainly afishing port but is one of the most
successful small portsin Latvia. Thereisalimited accessto ralil
and road connection to and from the port. Max sizein port is 110
m length and 5.5 m draft at quayside.

Table 39: The total annual turnover in the port of Skulte

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Skulte [ 100 | - |

Passengers
[1,000 pass/year]

PORT OF SALACGRIVA

The port mainly handles pulp logs, sawn timber and fish. The Port
of Salacgriva handled in 1999 approximately 50 % of cargo
turnover in the small Latvian ports. The quays have atotal length
of about 500 m and max sizein port is 115 m length, 20 m width
and 5.5 m draft at quayside.

Table 40: The total annual turnover in the port of Salacgriva

Goods handled Whereof oll
[1,000 ton/year] | [1,000 ton/year]

Salacgriva | 350 | - |

Passengers
[1,000 pass/year]
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6 The Cruise market

The cruise market is a holiday market rather than a transport
market. The market grew by 13 to 14 per cent per year during
1998-2000, but in 2001 a close to zero growth was recorded
followed by 5 per cent growth in 2002. Last year 63 per cent of the
cruise passengers were American and 27 per cent were European.
Early figuresindicate that the cruise growth in year 2003 was
about 12 per cent.

Cruising in the American waters dominate (Caribbean, Alaska,
Mexico, Hawaii and South America), but cruisesin Europe
(Mediterranean, Baltic Sea and North Cape) have shown a positive
development. In 2002, European cruises accounted for 23 % of the
total market.

The cruise sector enjoyed strong growth for a number of years
when it was seriously hurt first by the effects of September 11 and
thereafter by the outbreak of SARS. SARS has ceased to hamper
the demand for cruises. The 9/11 paralysis was starting to ease off
when the situation in Iraq seemed to be resolved. However, recent
development in Iraq, Turkey and Israel/Palestine will hit the cruise
market in the short term, especialy in East Mediterranean.

A widened circle of customers in combination with a strong
population growth within the 40-54 age range forms a solid
starting point for further growth in demand for cruising capacity.

The consolidation processin the cruise industry has been strong.
After arecent merger Carnival isto operate 13 brands this year,
including Princess, Holland America, P& O, Cunard, with
substantial sharesin the German, Italian and Australian markets.
The fleet will encompass 66 ships of 100,000 berths with afurther

17 ships of 42,300 berths on order. Other big operators are
Celebrity/RCCL and NCL/Star.

Thereis no immediate threat to the leading position of the
dominating large operators, but word hasit that a“no frills’
concept ala Easy Jet is on the march. One of the obstaclesthat a
new actor would face isthat the big three are reluctant to sell their
second hand ships to other players and thus the entry barrier is
quite high. However, the recent more difficult market has made
some of the smaller actors vulnerable, which might put some
second hand tonnage on market.

The accumul ated tonnage in the world in 2002 had a capacity of
271 418 lower berths, which is 6.3 % more than the year before.
By the turn of the year 2002-2003 are ships with atotal capacity of
60 741 lower berthsin the order book which is adramatically
reduction from previous years. Once again are the September 11
and the stock market crash the reason, but also the fact that the
access to shipyard subventions has reduced and with that the
possibilitiesto get low capital costs for the investments. However,
the market agrees fairly about that new orders will be placed again
within the coming year. Providing the number of passengers conti-
nues to grow — which most indications show — new tonnage will
soon have to be ordered for delivery 2006 and thereafter. The
industry is capacity driven and will therefore need more berths.

The largest second hand markets outside the Caribbean are the
Mediterranean, northern Europe and Alaskain mentioned order.
Subordinate second hand markets are Africa, Far East, St
Lawrence with Bermuda, Australia, South America and Mexico.
To that adds, during December to March, round the world cruises
which however only are carried out by just over ten ships. Alaska
issmaller than the Baltic area (incl the North Cape) and it shows
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another pattern. The capacity that is sent to Alaska during
springtime (May) usually staysin the area until September. During
this period there are no big changes. But outside the period the
climate is of the character that cruises are not attractive. Some
cruise ships go however directly from the Caribbean or the
subordinate second hand markets but alarge part istransferred via
the Mediterranean. Thus the Mediterranean cruises are the most
frequent ones during spring and fall with asmall decrease during
summer. This means that the Baltic area are at the maximum du-
ring June, July and August while the areain May and September
has |ess berth capacity than Alaska. The Baltic areais very sensi-
tive for season variations and competes internally with the
Mediterranean. The Baltic got the benefit of being rather close to
the Mediterranean when it attracts large capacity to Europe.

6.1 The Baltic

The Baltic Sea shows good geographical structure for cruises.
During agiven period, usually 7 or 14 days, it isimportant to be
able to combine interesting destinations, preferably every day.
Thisis not a problem on the Baltic market. Larger cities can easily
be combined with smaller, why the mix is miscellaneous and
interesting for the passengers. For example, the combination
Stockholm and Visby is an especially successful one. Obviously is
the entire development within the Baltic States during the 90sis a
contribution the increasing cruises. Previously calls where made to
St Petersburg, but these days aso Tallinn, Riga and Rostock
contribute to make the cruising products more attractive. The fact
that the ports have been cooperating have been very successful

and the supply of information isacompetition promoting
argument. Considering number of calls, Stockholm is one of the
larger portsin the region but it is smaller than both Copenhagen

and St Petersburg. Copenhagen isa“water divider” and ships on
the way to both the Baltic Sea and the North Cape call on the port.

300

250

Number of calls in different ports

Bergen Copenhagen Rostock
@Y 1998 @Y 1999 Oy 2000 Oy 2001 @Y 2002 @Y 2003

St Petersburg Stockholm Visby

Figure 14: Number of calls in some Baltic Sea ports

The Caribbean has during winter a capacity of just over 160 000
lower berths, while the Baltic Searegion at the most reaches a
capacity of 48 198 lower berths (July 2003). Inversely the
Caribbean is drained of capacity during the summer and reaches a
capacity level of just over 65000 lower berths. This means that
the combined European markets, the Mediterranean and the Baltic
Sea, these days are bigger than the Caribbean during the summer.

Figure 15 clearly shows that the accumulated capacity of cruise
berths in the Baltic area has accelerated. Compared to 1988 the
capacity in the Baltic Seais more than double today. The graph
also shows that the largest increase occurs after 1996. The growth
during the winter months, among other things the estimated
figuresfor 2003, is mainly from the increasing number of new and
modern ships for the Norwegian Hurtigruten (Bergen-Kirkenes).

MariTerm AB & Lloyd’s Register Fairplay Research

Page 35



Baltic Palette

These are cruise ships per definition and are therefore included in
the statistics. Another capacity raising factor isthat Silja Line has
started with cruisesin the Baltic with SILJA OPERA. Since the
cruise ship’s bookings usually are up to 95 and 100 % of the
capacity, thisis reflected in the number of cruise guests who
actually travelled in the Baltic Sea area.
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Figure 15: Passenger capacity in the Baltic Sea

According to Shippax Information the number of American
tourists on the cruise shipsin 2003 were as many as the
Europeans, which is an interesting observation.

The ships that travel in the Baltic Sea area show atendency to grow
in size. That does not only reflect the general trend among cruise
ships but also the fact that the big cruise operators these days choose
to let the more modern ships cruise these waters. European shipyards
deliver some of the ships and then the cost advantage by not sending
them to the Caribbean is used and the ships cruises the European
waters until fall. Just afew years ago Europe was atest market and
only the older and smaller ships cruised here. Hence the conclusion

can be drawn that Figure 15 mainly reflects the increased capacity
per ship and not so much the extended number of calls. For the ports
this means that the possibility to offer a ship berth isthe smaller
problem. It isthe possibility to offer a ship birth with enough length
that isthe main problem.

Out of the about 70 cruise ships that movein the Baltic Searegion
during July, the smallest are about 70 meterslong and can take 80
passengers. The largest has 2 496 lower berths and the longest is
294 meters. 16 of the ships are longer than 200 meters.

Unlike other big markets such as the Caribbean and Alaska, there
is no clear dominance among the shipping companies. The fact
that there are several smaller European shipping companies that
operates with mostly European guestsis the reason for the big
spread. Thetime directly after September 11 - 2001 the American
cruise companies withdraw the cruising services to safe areasin so
called "Homeland Cruising”. These cruise services started at close
range from American portsthat could be reached by land
transports. A normalisation process by moving tonnage back to
Europe has started. With this the Baltic Searegion is noticeable
favoured as a stable and safe area in relation to the Mediterranean
due to the Irag crisis, and the tension in the Middle East. A good
airport with international connectionsin the vicinity isimportant
to be able to develop a so-called cruise hub, i.e. where passengers
start or end acruise trip. A hub shows thus much better turnover
per passenger since the passengers often stay in a hotel before
and/or after they board the cruise ship. Therefore they also have
more time to purchase and spend money in the city. Stockholm
has shown a positive growth and has today developed into a small
hub. Thisis partly because Copenhagen is starting to be over-
booked during the attractive period.
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7 The Ferry market

There are severa different ship concepts that are referred to as

ferries. The definition of aferry isthat the ship has the capacity of

carrying passengers. Over the last years new ferry concepts has

been devel oped to meet the new market after the tax-free abolition

in Europe. Thistype of ferry is called RoPax that is short for a Ro-
ro ship having passenger capacity. The previous North
European/Scandinavian ferry concept was more focused to
passengers as the main source of income. A consequence was that
the most common tonnage was a combined ferry or acruise ferry.

Figure 16 illustrates the different type of ferries.

Ro-ro

Ferry; cargo

Ferry; non cargo

Dedicated

High speed

High speed

Cargo Yes Yes Yes Yes Rarely No

Trailers Rarely Yes Yes Yes Rarely No

Passenger No 12 drivers 200 - 600 500 - 2000 200 - 600 500 - 100-1000
Train No Occasionally | Occasionally No No No

Cars No Limited Yes Yes Yes No

Day cruise No No Occasionally Yes Rarely Yes Occasionally
Conference No No Yes Yes No Yes Rarely
Entertainment No No Occasionally Yes Occasionally Yes Occasionally

Figure 16: The different kinds of ferries including Ro-ro ship with capacity to carry drivers
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Theferry; non cargo market (i.e. passenger only vessels) isto a
large extent characterised by atransport need between islands,
across rivers or bays. The basic demand is generally from
residents, topped off with seasonal tourist traffic.

A lot of the traffic isin domestic trade, but there are exceptions,
the Victoria-Seattle trade being one.

In the ferry; non cargo segment 669 out of 2,784 ships are high-
speed (30+ knots), which could be regarded as a market within a
market. Out of these 50 % are multi-hulled.

Standard ferries (combined ferries) or ro-pax mainly do the
passenger service in international traffic.

Theferry; cargo market is acombined cargo and passenger
service and predominantly short sea shipments of Ro-ro cargo.
These cargo services normally comein two port liner services
where you also find alarge share of runners (trailers with trucks
and drivers). The drivers prefer the passenger ferries from a social
point of view and for the higher level of passenger service. This
can be aproblem for the ferry operators in the summertime when
theferriesare full of passengers and the operator would prefer to
have the trucks on the ro-ro service departures.

Thetimefor rest isalso acrucial part of the how much runnersthe
service can attract. The driver needs the rest to be able to do afull
day driving behind the wheel. If the service istoo fast the driver
does not get hisrest and have to stop and rest before continuing. If
the rules and regulations were followed in this respect the ideal
time of passage would be 11 hoursto have afull rest. However all
ferry services of four hours and more are of interest to make the
time as productive a possible. Today the control is not as strict as
it will become when the use of new EU trip recorders will comein

force. Never the less the possibility to rest on the ferry will be of
importance aso in the future.

In Scandinaviathe actors in this market segment have gone
through a consolidation process over the last five years as aresult
of the number of fixed links (bridges & tunnels) being constructed
and the abolition of tax-free. In response, operators have also
changed from a passenger to atrailer/cargo focus.

However, we find a number of exceptions where the passenger
compartment of the ferries to alarge extent is designed for cruise
service. These ferries are normally trading in a* city-to-city”
concept offering short cruise travels.

The high-speed segment within the cargo ferry market isrelatively
small. Merely 123 of the 3,015 shipsin the fleet have a speed of
30 knots or more. 70 % of these are multi-hull vessels.

The short sea shipping Ro-ro ferry operation typically transports
trailers or semi-trailers. The service can be regarded as an
extension of the road network. The service is operating in semi- to
long-distance relations and in some cases as added capacity to a
combined ferry operation.

The short sea Ro-ro operation is losing volumes to the container
services. The fast containerisation of the market gives new
opportunities and higher productivity for smaller volumes that the
market finds more interesting than using the Ro-ro ferries. Ro-ro
cargo that was transferred and containerised in the central
European container terminal are now containerised closer to the
shipper or stripped by the consignee. The container depots are
increasing in the BSR as the container services are growing. The
use of containers givesin some relations and for some products
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better cost efficiency and less handling of the cargo than some
other shipping solutions.

The market share for the Ro-r o ships in transoceanic trades has
thus decreased following the rapid devel opment of
containerisation. However, when using the Ro-ro techniquein
short sea shipping the flexibility in carrying goods and the fast
load and unloading makes up for the disadvantages of the rather
expensive trailer units (high capital, maintenance and registration
costs). Thisis especially recognised in ferry relations where the
drivers are travelling along with the trailer during the ferry trip
(runners). The shorter sea routes have a high percentage of drivers
that accompanies the trailer as presented in Figure 17.
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Figure 17: Percentage of runners as function of crossing time.
These drivers are very important as they have a certain option to
choose which service they will use and which route to take. In
some services the result has been that the driver preferred the
service from the larger ferry where there is a better passenger

service onboard, entertainment and a more options of food and
company.

The Ro-ro fleet is thus fighting for cargo with container vessels on
one hand and cargo ferries on the other. While the combined ferry
traffic has the advantage (and the cost) of carrying passengers as a
feature the Ro-ro fleet cover its costs by transporting dangerous
cargo and other types of cargoes that is not suitable to combine
with passengers. For this reason we see more and more lines that
adds or increase the Ro-ro capacity by adding a Ro-ro ship to the
ferry two-port service for flexibility and for the economy.

Another part of the Ro-ro fleet is engaged on long term contracts
with large industries on defined trades. These are typically
industrial shipping services where the Ro-ro operation forms alink
in asupply chain management that use the flexibility of the system
for late bookings, to carry any type of products and to offer return
cargo capacity for own and third partiesto keep the operation as
cost efficient as possible.

The Ro-ro fleet isrelatively fragmented with alot of smaller
operators all over the world. As many other industries the shipping
industry isin transition. This change looks like the structural change
within other industries, with a concentration by merging with or
purchase of competitors. However, the ferry businessis
characterised by a slow development or a direct reluctance for such a
process. One cannot disregard that the ferry industry and its transport
pattern is a multifaceted business that demands experience. That
means that potential buyers of aferry service often are established
and growing ferry companies, whileit is extremely rare that other
established shipping companies, within for example bulk, tank or
container shipping, involve themselvesin the ferry industry. It is
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therefore very likely to find the big owners of ferries today as the big
actors on the ferry market in the future.

One strong reason for the concentration process is the cessation of
the tax-free sales on board ferries within the European Union. The
loss of income from the tax-free sales has forced ferry companies
to consolidate the operation and to secure the economy in the ferry
industry by expanding into new regions.

The politicians in Europe have helped the industry through tax
reduction schemes. The shipping companies can, depending on
flag state, be compensated to various extents. It also gives the ship
owner the freedom to engage the ships in various services so that
the use of the fleet can be more optimised.

7.1 The Baltic

Historically the ferry traffic in Northern Europe has grown by
transporting passengers and to offer entertainment. Since the
abolition of the tax-free system the economical focus has shifted
from passengers to cargo. A great deal of the ferry industry has
adapted the tonnage to the new situation. In addition the ferry traffic
between Sweden and Denmark are since July 2000 competing with
the Sound Bridge, afixed-link between the two countries.

Theferry serviceisto alarge extent alink in the land transport
infrastructure where the rail and/or road are connected to
waterways that cannot be bridged by a permanent road connection.
Thistype of ferry operation isin way of business a shipping
service but asinfrastructure it is a part of the road /rail land
infrastructure.

The ferry tonnage in Europe can be divided into three markets;
long, medium and short distance services.

Long distance covers ferries that operate on lines where at least
half of the trips are over night service. It means that the passenger
capacity islimited to the number of cabins. The medium distance
means ferries operating on services where at least one trip per 24
hrs occurs at night and because of that the cabin capacity is of
importance. Short distance ferries operate on a service that is so
short that no sleeping or resting capacity needed. The ferry has no
cabin or bed capacity. The crossing time for along distance ferry
isat least 9 hours, a medium distance between 5 and 9 hours and
for the short distance ferry the crossing timeis 5 hours or shorter.

The second hand market for the moment is limited and every
shipping company that seeks unique characteristics for a certain
line will realise that the possibility to find competitive suitable
tonnageis small.

The different market segments can roughly be divided in distance
and if they are related to goods- and passengers markets. Each
market is built on different motives that give the demand for
capacity, servicetype, service level and the willingness to pay for
services. The demand depends also on the development of the
market and the hinterland of the service.

As previoudly explained the market strategy was heavily focused on
passengers and their shopping onboard the ferries until the abolition
of tax-free. The onboard sales were the mgjor income of the service.
Theferry industry in the Baltic Palette area has not been as much
affected of this since aservice that calls Aland still has the tax-free
sales. The same appliesto all services calling Finland or Sweden
that calls the Baltic States.
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FERRY TRAFFIC IN BALTIC PALETTE RELATIONS
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Figure 18: The existing ferry operation 2003 show a significant concentration to Stockholm, Kapellskar, Mariehamn and Turku, indicating million
passengers per year
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In the long run it is anticipated that the effect following the change
of taxation system eventually will give very little effects on the
ferry systems. The result will be areduction of cruising for
pleasure and purchase onboard but will be substituted by tourism
for the purchase of productsin the other end of the travel.

The loser isthe ferry operator who will profit only on the salesfor
consumption onboard and from the tickets. To compensate for the
loss the ferry operator must increase the cost of the tickets and the
profit from the onboard sales. The cargo transport will aso be of
higher interest than shipping passengers. However, it should be
clearly stated that all sales of any kind onboard the ship that is sold
for the consumption onboard, in restaurants, bars etc. are always
tax-free and gives added income to the operator regardless of the
service the ferry goes on asthisis not controlled by the tax
regulations.

It isessential to understand the situation for the ferry operators to
produce the service and how they plan for the future.

In atax-free service the operator buy the duty free products and
adds his cost and profit to alevel that gives a competitive pricein
comparison to the price in the connecting countries. Asan
example a bottle of whiskey cost around EUR 5 and the tax is
about EUR 20 in Sweden and Finland. On board the ferry the price
isabout EUR 17, which will give about EUR 12 per bottle to the
operator. As atax-freetrip the passenger can buy 1 bottle. While
travelling from a EU country he may buy 10 litres of spirits. The
tax differs between EUR 12 — 15 (the profit of the operator)
between the Denmark/Germany and Sweden’and on one bottle.

" Finland has lowered its duties on a cohols 40% in comparison to Sweden

Thisis one reason for a substantial increase in the passenger traffic
on Germany and Denmark from Sweden.

The major difference with the new regulationsis that the ship
operator does not make the money onboard the ferry. The
passengers will aways buy the products where they are cheapest.
Today there is no reason to chose aferry that operates as tax-free
service and only bring home one bottle when the option can be to
chose aservice on aEU country that is not-tax free and buy the
productsin aless expensive EU country and bring home 10 times
more bottlesin onetrip.

In conclusion the result of the enlargement of EU has not lead to
better incomes from tax-free sales that give benefits to the ship
owner in direct terms. However, the alcohol tourism has and will
increase but the ship operators will mainly be credited by an
increased number of passengers. The increase cannot be compared
to the income from tax-free sales onboard the ferriesin the past.
The only way the ship operator can be compensated is to increase
the price on ticket and the freight on the ferries. This devel opment
has already started.

7.2 Ferry passenger traffic

Passengers demand better service the longer thetripis, but the
minimum demand is the possibility to eat and shop onboard.
Travellers are divided into anumber of categories:

Business ) Tax-free
Tourism ) Conference
Peasure ) Cruises
Shopping ) Vigits
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The business category demands time tables that fits their purpose
of travel.

The visiting travellers are a price sensitive category that adapts the
number of travelsto the cost, but also other adjustments like
travelling route and crossing time are made.

Tourists choose and prioritise ferry traffic if the same is so unique
that it isatourist attraction in itself.

Pleasure trips are of the category one-day-on-the-sea as a vacation
and/or travelling experience.

Tax-free trips or alcohol purchase tourism are when the main
motive for the trip is to purchase alcoholic at alower pricethanin
the native country. Otherwise the passenger falsinto the same
category asthe pleasure traveller.

Conferencetrips ams to attract the business conference parties
that are very service demanding but also willing to pay for good
service.

Cruiseisof the same category as Pleasure trips but they expect a
planned tour and to be hosted and entertai ned.

Shopping tourism. The activity is split in two characters,

a) The modern pleasure is to shop. There are however a number of
conditions attached to the shopping in addition to find special
prices on the products. One is that some kind of entertainment is
offered to create added value of the trip.

b) The newly developed market for shopping taxed alcoholic
products from a country that has lower taxes on alcohols.

Before the abolition of tax-free in the EU, a number of polls and
“stated preference” studies where made. The studies show that the
passengers have strong prise awareness that was clearly

demonstrated by the responses. Crossing time and trip frequency
are not as important for the shopping category of travellers. The
travelling is however season related and concentrated to the
summer season. The new tourism for shopping alcoholsis more
related to private occasions and seasons such as Easter, Christmas
etc.

The passengers put great value to the service onboard. It is
important to them to have access to both shops and restaurants.
The business and visiting travellers appreciate the transport
function rather than the service onboard but give priority the ticket
price. This meansthat they would travel more frequently if the
price of the ticket were reduced. They also give priority to afaster
servicein way of shorter crossing time.

7.3 Passenger travelling between the Baltic Palette ports

Million Passengers, yearly

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

OFinland-Sweden, Kvarken excluded
ORussia-Sweden
O Estonia-Sweden

W Estonia-Finland*  source: ShipPax Information
B Latvia-Sweden

Figure 19: Passenger traffic between the Baltic Palette regions

* include cruise traffic and temporary service Helsinki-Tallinn-Riga
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AsFigure 19 indicates the passenger flows at an aggregated level
within the region had been stable over the last six years. A large
part of the passengers are heading to or from Helsinki, Finland.
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Figure 20: The annual and monthly trends of passengers between
Finland and Sweden, excluding the Kvarken traffic

The last years have shown aremarkable stability of the numbers of
passengers. The tax-free abolishment is hardly noticeable in the
Figure 20. This due to the exception from the tax rulesin EU that
Aland has negotiated. The ferry operator are still benefiting from
the system as the purchase of products onboard the shipis
profitable for the operator. The service between Stockholm has a
character of conference, cruising and visiting passenger service.

The service between Helsinki and Tallinn, illustrated in Figure 21,
started to increase as soon as the liberation of the Baltic States
started. The number of passenger travelling between the two
countriesis about ten times as high as the level between Estonia
and Sweden. It will be interesting to follow the Estonian

accession to the EU and its effect on the ferry activity. If we
compare to the present situation between Sweden and
Germany/Denmark the all year tourism will increase in form of
shopping tourism. However, this is very much depending on the
alcohal politics from the Finnish governmental side.
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Figure 21: The passenger development on ferry services between
Helsinki and Tallinn

The domestic traffic between Aland and the Finnish mainland is
clearly influenced by the conditions of tax-free sales.

It should be mentioned that Tallin has become amajor ferry port
over the last few years. Thisis very much because of the low tax
on acoholsin Estonia.
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Figure 22: Ferry passengers between Finland and Aland Figure 23: The Ferry service between Estonia and Sweden.
When it stood clear that Aland should be exempted from the The ferry operation between Sweden and Latvia (Figure 24) is still
abolishment, the traffic build up to twice of the old volumes. The in the establishing face. In 2003 the service was re-established
ferry service between Sweden and Estonia (Figure 23) hasa between Riga and Stockholm, Frihamnen. The present serviceis
history of turbulence and shift of operator. Since the mid of 1995 three trips per week in each direction. The ferry can offer both

the service is operated by an Estonian company. Today thetrend is passenger and trailer freights.
an increasing numbers of passengers with high peaksin

summertime that indicates a growing tourism. We have aregular

visiting category as there are several Swedish residents that now

freely can visit the Baltic countries and their relatives. The volume

has continued to increase in 2003.
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Figure 24: The annual and monthly trends of passengers between
Sweden and Latvia within the Baltic Palette area
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Figure 25: The ferry traffic between Russia and Sweden ceased in the
beginning of the 2000

After afew trials the traffic between St Petersburg and Stockholm
has ceased to exist asindicated in Figure 25.

The major reason is probably the high standard service on
Helsinki that allows tourists to go to St Petersburg viathe road (an
approx. 3 hrsdrive from Helsinki) as well asthe demand of visa
that is ahindrance for a swift trip to Russia. The plans of a better
railroad connection between Helsinki and St Petersburg will do
nothing to help thistraffic.

7.4 Cargo transports on ferries

The factors that determine the choice of transport system are:

Destination Character of consignee (end user or agent)
Transit time Schedule and frequency of the service
Batch size Type of cargo carrier

Costs Cargo handling equipment

The cost of the transport can be a dominating part of the cargo
value for some shippers. Hence, the design of the transport
systems is as important for the shipper as for the consignee. The
integration of storage and logistic functions between manufacturer
and the consignee increases. It is quite common that when the
manufacturing industry assumes the responsibility for the supply
of the products to the clients, it also includes guarantees to manage
the clients stock and the frequent supplies/deliveries from stock.
The higher the goods value the stronger the integration. The
logistics is more and more considered to be an active means of
competition and is presented as a sales argument for the
customers.

Ferry services are designed from a demand of short lead-time,
customer controlled production and safety regulations. The result
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is a door-to-door service that reduces handling and storage which
justifies the higher frequency of shipping and more expensive way
of distribution. In this context truck, trailer and Ro-ro based
traffic has the advantages of short lead times, high time precision
(due to door to door transportation) and lower risk of damage (the
driver can supervise the loading and unloading and is personally
responsible for the cargo all the way on road between the ends).

Most of the shippers use shipping agents to arrange their
shipments, but it is also common for shippers to outsource the
transport to one or afew and larger shipping companies with the
capacity to cover awider market and give supplementary types of
transport services. Another way isto use athird or fourth party
logistic service, which becomes more and more common. Shippers
contract alogistic centre with high capacity to take responsibility
for the entire transport chain. The advantage is to cut down on
administration costs for bookings, damage control etc. by
outsourcing the logistic function.

A number of factors, which varies between actors, influence the
selection of port or ferry line. Some factors are common to most
actors. These can be split in to categories (most of them are pretty
obvious):

The geographical allocation: The position of the port in relation to
the location of the cargo is of course important, but so isthe
infrastructure around the port. This may influence the total transit
time as much as the distance.

The service of the operator: High frequency and/or good serviceis
aprerequisite for the customer to choose the ferry. A quick and
comfortable crossing is demanded as well asto arrive on the
scheduled time. Truck drivers demand good food and comfort at a

reasonable price. Ferry operators focusing on a high service level
on board will naturally be the first choice when the drivers have an
opportunity to influence the choice of port/crossing.

Time: Time and day of departure aswell as day and time of arrival
are very important factors especially at long distance transports.
The timetable must be suitable to the demand of the main target
group’sand it can differ widely between cargo- and passenger
categories.

Price: isaways an important factor, a good contract can
overcome many other factors. The price of the ferry serviceis
primarily calculated to get a cost coverage and reasonable profit
from the service. In many relations the competition decides the
price of the ticket. In avirgin ferry operation the price of the ticket
ismainly decided by the cost to introduce the traffic.

An evaluation of all-inclusive costsiswhat rules the choice of
route. “ Stated preference” studies show adirect priority to the
transport route that gives the lowest cost for freight transports.
When there is a choice between alternatives the one with the
lowest total cost is almost always awarded. Small changesin
service that act favourable on the cost will directly give changes
favouring the connection. Long waiting times implies a cost
increase that reduces the attraction. Over night departures are
therefore of interest. The crossing time has no significant meaning
if no faster alternative exists.

From acargo point of view the service should have atimetable
that satisfies the demand of the industry. The service should at the
same time give the passengers atransport service.
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The combination of the location of the terminals, the speed of the
ship and the timetable will give the prerequisites for the chance
that one specific industry favours the specific ferry service.

7.5 Trailer shipped on ferries between the ports in the
Baltic Palette countries
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Figure 26: Trailer traffic between the Baltic Palette regions

The trailer traffic within the region has increased the last decade.
It isthe traffic to and from Estoniathat has shown the strongest
development. As opposed to the passenger numbers, in Figure 26
the traffic between Estoniaand Sweden is clearly visible.

Most of the ferry activities are combined trailer — passenger
transports. In this respect the ferry service function as a bridge
connecting two road systems. The breaking up of the Soviet Union
resulted in an integration of the east and west markets. This
opened up for ferry services between the Baltic countries and
Scandinavia/The Continent. The trailer isthe most flexible

transport unit that transport the cargo door to door. The trailer can
be shipped as an individual unit or with truck and driver that will
make sure the products are delivered to the proper address in good
shape.

The development of trade between different countriesis clearly
shown in the turnover of cargo on the ferry routes, since small
volumes almost always are build up here before going to other
shipping modes. The build up of clientsfor thetrailer trafficisa
slower process than with the passengers, but it is usually amore
stable one.
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Figure 27: The trailer traffic between Finland and Sweden

AsFigure 27 the trailer traffic at seaincreased continuously in the
90’ies. However, between year 2000 and 2003 it decreased with
23 thousand trailers. This was not because of a decreasing trade
between the countries, rather decreased transit traffic in Sweden
thanks to better communication directly from Finland to the
Continent. Some of the goods are also believed to be stuffed in
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containerstoday. Thetrailer units transported between Sweden
and Estoniais an example on a continuous devel opment that
relates to increased trading a growth that will demand new
capacity in the future. The small drop in 2001 was most likely a
consequence of the burst in the telecom bubble, since Estonian
companies where alarge supplier to Swedish telecom companies.
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Figure 28: The development of trailer traffic between Sweden and
Estonia shows a firm trend of development

In the relation Finland — Estoniawe find the same growth as for
Sweden-Estonia although the growth rate seemsto drop over the
last few years.

JAJOJAJOJIAJOIJAJOJIAIJOIJAJOIAJIOIAIJIOIAIOIAIJIOIAIO

140

120 +

100 +

80 +

Thousands Trailers, yearly

60

40+

20

1993 1994 1995 1996 1997 1998 1999 2000 2001
== Estonia-Finland —&— Monthly figures (Right Axis) Source: ShipPax Information

Thousands Trailers, Monthly

2002 2003

Figure 29: The trailer shipments between Finland and Estonia
Thetradeis still under a devel oping phase and may change in
growth over the years. The level in the Finland service istoday
more than the double between Sweden and Estonia. This should
indicate a potential of alarger growth on the east-west relation in

view of the markets that are serviced.
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Figure 30: The trailers shipped on ferries between Latvia and Sweden

The Ferry service between Latviaand Sweden is still under
development.

The reason for a slow growth can be the option to drive to Poland
or Germany and use the ferry service or the bridge to Sweden. It
depends on the marginal cost for the service to use the ferry or to
drive the whole way.

7.6 Ro-ro (ferry) versus container and general cargo

In parallel to the ferry service there are container feeder servicesin
the Baltic Sea that connects the ports. The main function of these
services is to transport containers between the continental hubs
and the Baltic ports. Asyet avery limited number of containers
are employed in an intra European service.

The European infrastructure is not built up for container handling.
The consequence of thisisthat the container in Europeis a port-
to-port unit that is stuffed and stripped in the port and moved to

the container depot. The depot is the base or home of the container
from where it is employed by its operator.

Most countries have aforwarding routing systems where the
trailers are employed and handled by the local hauler between the
terminals. Thetrailer isaso better suited for the handling structure
in Europe where all pallets normally is handled over the side of

the trailer by forklifts. To enable this the normal type of trailer are
the so-called tilt trailers, atrailer that is covered by atarpaulin that
allows access from the side by lifting or folding away the
tarpaulin. A deficit with these types of trailersisthat it lacks the
protection of safety, asthe tarpaulin isthe only cover. The cover is
good enough for a TIR classification but it does not require too
much violence to open up the trailer.

Ro-Ro LINE

Figure 31: A typical tilt trailer with tarpaulin cover

This part of protecting the cargo is functioning much better with a
container. The disadvantage of the container isthat its tare weight
on road will not allow for the same transport capacity asthe trailer
can offer.
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Table 41: Container services in the Baltic Sea provided by the

Mediterranean Shipping Company, S.A.

1.1 1.19a - Baltic Feeder Service - Loop1 - Russia-Poland

Antwerp St. Petersburg Gdynia Aarhus Antwerp
MSC HINA 14A - 20/21.01 23/24.01 25/26.01 27.01
MSC LIESELOTTE 13A 21/23.01 27/28.01 30/31.01 01/02.02 03.02
MSC HINA 15A 28/30.01 03/04.02 06/07.02 08/09.02 10.02
MSC LIESELOTTE 14A 04/06.02 10/11.02 13/14.02 15/16.02 17.02
MSC HINA 16A 11/13.02 17/18.02 20/21.02 22/23.02 24.02
MSC LIESELOTTE 15A 18/20.02 24/25.02 27/28.02 29.02/01.03 02.03
MSC HINA 18A 25/27.02 02/03.03 05/06.03 07/08.03 09.03
MSC LIESELOTTE 16A 03/05.03 09/10.03 12/13.03 14/15.03 16.03

1.2 1.19b - Baltic Feeder Service - Loop 2 - Denmark / Lithuania / Finland

MSC PATRICIA 34A - - 20/21.01 22/23.01 24/25.01 29.01
MSC GRACE 49A 22/23.01 25.01 27/28.01 29/30.01 31.01/01.02 05.02
MSC PATRICIA 35A 29/30.01 01.02 03/04.02 05/06.02 07/08.02 12.02
MSC GRACE 50A 05/06.02 08.02 10/11.02 12/13.02 14/15.02 19.02
MSC PATRICIA 36A 12/13.02 15.02 17/18.02 19/20.02 21/22.02 26.02
MSC GRACE 51A 19/20.02 22.02 24125.02 26/27.02 28/29.02 04.03
MSC PATRICIA 37A 26/27.02 29.02 02/03.03 04/05.03 06/07.03 11.03
MSC GRACE 52A 04/05.03 07.03 09/10.03 11/12.03 13/14.03 18.03

1.3 1.20a - Baltic Feeder Service - Loop3 - Latvia / Estonia / Finland /

Denmark
Antwerp Riga Kotka Tallinn Antwerp
MSC BALTIC 87A - 19/20.01 21.01 22/23.01 27.01
MSC POLAND 82A 22/23.01 26/27.01 28.01 29/30.01 03.02
MSC BALTIC 88A 29/30.01 02/03.02 04.02 05/06.02 10.02
MSC POLAND 83A 05/06.02 09/10.02 11.02 12/13.02 17.02
MSC BALTIC 89A 12/13.02 16/17.02 18.02 19/20.02 24.02
MSC POLAND 84A 19/20.02 23/24.02 25.02 26/27.02 02.03
MSC BALTIC 90A 26/27.02 01/02.03 03.03 04/05.03 09.03
MSC POLAND 85A 04/05.03 08/09.03 10.03 11/12.03 16.03

The container operation is more related to feeder services. The
portsin the feeder system function as depot for the container of

the deep-water container operator that contracts the service for the

feeder line or operate the feeder line himself.

In Table 41 and Figure 32 two feeder operators schedules

respective port of call systems can be seen. In normal cases the

operator tries to make aregular schedule having fixed days when
they call on the ports so that the shippers may plan when to deliver
the container to the port. The most frequented port is St Petersburg
that isincluded in most of the services.

K, PR r . .. Ty _J
Figure 32: The feeder system of ports operated on by Uni-Feeder.
www.unifeeder.dk
The hub for trans-ocean ship callsthat is closest to the Baltic Sea

is Port of Gothenburg and the closest multi-deep-sea operator port
isthe second largest container port in Europe, Port of Hamburg.
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8 Future sea borne transport within the Baltic
Palette area

The increased trade with the liberated Eastern Europe has created
anew demand for transports of passenger and goods in the last
decade. This has created a demand for new terminals as the liner
shipping services and the ferries demand their own terminals. The
anticipation of agrowing market has put the market under stress
and some to quick decisions has been taken. Since the shipping
market is afully commercial market the companies behind these
decisionsis no more.

Thefirst and the major volumes in this new cross the Baltic trades
came from raw material which is easy to trade - aslong as it meets
the quality demand of the buyers and the price requested by the
seller. Once the businessis settled the question comes up how to
deliver the products and the focus are turned into a new sector, the
shipping side.

In a stage where a long-term establishment of aterminal is at hand
the ports and their communities that can be of interest in the
region often are eager to participate in building up aterminal to
meet the service. The competition isin this respect strong and the

Table 42: Demand on the shipping system

communities are all interested in being selected as it can give
added valuein:

employment

stronger infrastructure

additional services around the port activities
increased turnover in the port

The statistics in this document has focused on the ferry side with
its passengers and goods, where the trail ers represent the cargo
volumes.

The statistics and experience from other routes give that it takes
longer time to build up the cargo traffic, asthisis apart of along-
term process. On the other hand does this traffic tend to be more
stable. The character of the first decade of the new Baltic shipping
scene has been the export of low value bulk products from the
liberated states in large volumes and the import of high value
products like electronics and other consumabl es.

The demand on the shipping system differs alot when it comesto
the different kind of trade or passenger transport. Table 42 gives
indications of differences, all very important when it comesto
gpatial planning.

Demand on shipping system
Type of Product Value Cost Terminal Quality Location Infrastructure
Land Sea
Bulk Low Lowest Functional Low None Heavy rail/road to port Deep
Ferry Ro/Ro High Lowest Functional Medium Close to land infra. ]Close to main road/rail Short access
Ferry Passenger High Lowest High quality High Urban centre Close to main road/rail Short access
Container High Lowest Demanding High None Main road/rail to port Deep, short access
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8.1 Bulk

Shipping bulk commoditiesisin away very simple but since the
products has avery low value the transport cost has to be low.
This givesthat no oneis prepared to put up alot of money for the
shipment and especially not for the infrastructure around the
shipment.

When developing a bulk trade initially the business will try to fine
the closest facility that can meet the basic demands to ship the
products. When the trade is settled both the seller and the buyer
will try to work out the best way to reduce shipping costsin order
to establish along term trading relation. If avery long term
trading settlement can be agreed upon both parties can be willing
toinvest in asuitable termind for the future shipment or contract a
port to provide the facility on along term basis.

8.2 Ferry

The ferry operation is a combined service of passenger and cargo
(rolling vehicles) that is a unique concept for seatransports. In this
way two markets can be served and share the cost for the service.

At least three important components; the ship and the two
terminals build up the operation. It is common that the port invests
in the terminal and adaptsit to fit the ship on the condition that the
operator signs along term contract for using this particular port.

Since the abolition of tax-free and other changesin the ferry
market has made the cargo transport more important for the
operator at the cost of the passenger service the ferry must have
better trailer capacity, then before.

The main character of the route determines the demand for
passenger capacity. See Table 43.

Table 43: Link character determines the demand of service

Terminal 1 Terminal 2 Link Pass.capacity | Trailer capacity
Capital city |Capital City TEN road- High High
TEN road
Capital city |Terminal TEN road- Drivers ++ High
TEN road
Smaller city |Smaller city/ TEN road- Medium Medium, must carry the
terminal Main road cost of the service
Smaller city |Terminal TEN road- Drivers + Medium, must carry the
Main road cost of the service
Smaller city |Terminal TEN road- Drivers Medium, must carry the
Access road cost of the service
Smaller city |Terminal Main road- Drivers Medium, must carry the
Access road cost of the service

New ferry services are mostly built up around a basic transport
demand for either cargo or passengers. Almost every ferry system
has an expectation of additional future volumes stemming from
the fact that the service is there.

Astheferry serviceisan open “transport infrastructure” the
operator normally iswilling to take somerisk in starting up the
service. Therefore there are and will continue to be services that
starts up an operation over the Baltic Sea but terminatesit after a
while. Thisis acostly operation for the operator. The testing of the
market can in some cases lead to bankruptcies but if the operator
on the other hand is successful he will have the advantage of being
first and could sign good long term contracts with the clients.

One of the problems with a combined service isthat especially the
passenger bookings vary substantially over the year. The cargo
traffic hasits highest booking in the late spring and in the late
autumn. The passengers travels predominantly in summer timein
such number that extra capacity hasto be added during this period
to increase the service level. Ferry operation was traditionally
always designed and dimensioned to meet the highest passenger
demand. That is not always the case nowadays.
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Ro-RO
The Ro-ro service can be based on;

aroad situation that needs a Ro-ro service to connects major
roads as abridge

an existing industrial shipping capacity that is offered to
external clients

ashortcut of the road

The most common base for a service is the supply of a pure bridge
by water. The ferry system does function as a part of the land
infrastructure and they even in some odd cases also carry rail cars.
Asthe commercial traffic values the time the shorter passage the
more cost effective crossing. The trailer operators choose normally
the shortest sea passage (best service level) in comparison to other
alternatives.

Asthe cost for drivers and cost for vehicles differ highly between
the countries around the Baltic Sea, the choice of route will most
likely differ depending from which country they come. Thisis
very important when the operator eval uates the potential market
for a specific service.

PASSENGERS

Asindicated by Table 43, the large demand for passenger
transports come in relations where the service can offer a high
degree of entertainment in both ends of the service in addition to
function as aferry link between the cities. Even so the cruise
concept is extremely sensitive to the length of the route. Thetrip
Helsinki — Stockholm has been a successful concept asit offers
two nights of entertainment and afull day for interesting
excursions on the other side/or afull day of conference

opportunity plus some shopping at afair price. From Sweden the
competing destinations, such as Tallinn has been too small and
have not offered the same level of luxury on the ferry during the
voyage. Between Helsinki and Tallinn the distance obvioudy are
completely different and the traffic on Estonia has attracted alot
of passengers.

The reluctance to travel to Tallinn or some other city in the Baltic
countries may change after the accession of the Baltic Statesin
EU, asthe alcohol purchase tourism may prefer the possible lower
cost of products from the Baltic States.

Theferry operation needs afirm all year market to cover for the
cost of having passenger capacity onboard. The size of crew, for
safety reasons, and the service onboard is costly. On some lines
the operators have started to class the ships capacity for different
seasons. By closing down some part of the ship and reduce the
passenger capacity it is possible to cut cost in the periods of lower
demand.

As could be seen in the historic graphs the typical ferry operation
has arather high peak in the summer. Travelling between
countries will increase by the standard of living. In comparison to
overseas flight and flights to warm tourist places the ferry service
offers a short relaxing weekend trip with entertainment of a high-
class restaurant/hotel but at alow cost.

In west to east direction the motive would be the cost aboard, the
entertainment and the curiosity of the other side. After accession
of the Baltic States to the EU the differences in taxes on alcohol
and the possibility to quite liberally bring in alcohol purchased in
another EU country for personal use, gives an incitement to travel
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to an adjacent EU country. This can be combined with a pleasure
trip and the purchase of alcohol as an added value of thetrip.

Much of thisisin the hands of the governments in the different
countries. In Finland the spot taxes on alcohol are reduced while
there is no such intention from the Swedish government. If the
differencesin taxes and the price of spiritswill continue to differ
significantly between Finland and Estoniait may well be so that
the demand of passenger cruise to Estoniafor purchase of spiritsis
so high that it affects the ferry service between Sweden and
Finland, since some of the passenger categories prefer to take the
trip to Estoniainstead of the present service.

The shorter the trip the higher the number of passengers that
choose to travel in combination with a short vacation.

In the east-west direction, the tourism has increased. Asthe
tourism practically was zero historically it is not surprising. Today
itismainly the wealthy people that afford to travel and to them
there are no alternatives to fly and to go to the large cities for
shopping and entertainment.

The cruising people are assumingly:
from alarge city
of middle class west European level
enjoys dancing, eating and a good show
valuate the opportunity to shop in another large city
can assimilate and function in an international environment

St Petersburg isa city that could fit into the profile of a category
that it can be the base for aregular ferry service.

8.3 Container

The high value cargo is unitised. At shorter routes it is preferably
and historically (in Europe) transported in trailers. At longer
distances though, the container is the unit of preference.

In the area we have seen a build up of the container handling at the
Finnish side since the port in Russia was not able to handle them,
but that is changing. The benefit of the container isthat the
products are delivered to the consignee through a number of ways
depending on how the customs regulations are built up. Some
products are shipped to Finland and;

- thecontainers are transferred to rail and customs cleared at
the border

- the containers stripped and the products stored in the
forwarders warehouse awaiting delivery order to be
delivered by truck

- thecontainers are trucked to the destination and cleared at
the local costumes clearance office

There may be additional options but the result of the shipping
system and the unbalanced transport flows are a surplus of
containersin the region. The surplusis mainly absorbed by the
domestic Finnish demand for containersin distribution service of
forest products to the deep-sea market.

The Finnish —Russian example show how the shipping systems are
interacting to cover the demand created by the market.

The container operation is almost totally controlled by the deep-
sea operators who decide the way the containers are going and
were they are handled. The operator can choose between using a
feeder operator for moving the containersin the area or to employ
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afully dedicated feeder service under own flag. The differenceis
the number of container in turnover to the port concerned.

The deep-sea container operator is aso in athough competition
that is reflected in the price given for moving a container in certain
relations. If the market is interesting enough and it is a good
position for the future the operator can choose to “buy” the market
by setting a price that isinteresting for the shippers. In thisway it
can be that the price for a shipment from a Baltic Sea port to a port
in another continent can be just as high as from a European hub to
the same destination.

In container operation the most significant increase of containers
arefound in St Petersburg and in the portsin the vicinity of St
Petersburg.

8.4 General strategies for the ports

The future strategies, as regards the spatial planning in relation to
sea transports, must be to focus on the sustainable movability
between regions and around nodes.

It is not possible to go into detailsin this respect in this project as
it calls for both macro- and microanalysis. The trade flow hasto
be further analysed and information regarding the fast
development of trading across the Baltic Sea and between
countries must be recorded in detail for identification of trends and
future demands.

From aspatial point of view there are a couple of basic strategies
that must be followed:

» Bulk ports, General cargo ports, Ferry cargo ports (trailer
operation) and Container terminals should never be located
in or close to habitat areas but close to major rail and road
systems

» Oil terminal should preferably be located at a distance
from habitat areas

» Passenger ferry terminals should be located acloseto a
city centre as possible for operational point of view. From
an environmental point of view the terminals should

always be able to:
* Provide receptions facilities for grey and black
water
» Provide reception facilities for sludge and il
contained water
» Provide reception facilities for garbage, sorted in
fractions

* Provide high voltage current (10 kV) from the quay
for power service during ships stay in port
= Terminal areafor parking car on it way in and out

» All port should fulfil the IMO ISPS code of port safety. In
this respect it means that the port areais enclosed and
controlled by gates

A few of the ports concerned are today built from these criteria.
Other and mainly the oldest ports has problems mainly because of
lack of areafor modern operation and because of the fact that the
habited areas demands space and are more has strong economy
that gives added value to the owner in comparison to the port
operation that always isin competition to other ports and
terminals.
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9 Further studies needed in the Baltic Palette
area

The growth of GDP and trade has been rapid the last decade in the
three Baltic countries Estonia, Latviaand Lithuania. The EU
enlargement will most probably boost the trade within the Union
but it can also put alid on trade to and from it.

The trailer and passenger traffic shows a positive growth for the
Baltic Palette area. Passengers do most of their travelling in the
summer time. The ferry operations today are concentrated to
Stockholm, Kapellskér, Mariehamn, Turku, Helsinki and Tallinn.
Changes of the political agenda could affect demand for passenger
ferry service quite dramatically and the future for travels within
the Baltic Palette areais thus not easy to predict.

The development in the southern part of the Baltic has shown this.
The market tends to accept and react rather quickly to some
decisions, such asif the passengers spot an opportunity to buy
products at alower price in other easily accessible countries.

Decisions that seriously will affect the market in the areain the
future are;

= Taxation on alcoholic beverages

= |nvestment in railroads between Helsinki and St Petersburg

»  The speed of levelling the playing field between the EU-

member states in terms of income and so forth

The ship ownerswill continue to cut costs and guard their
positions. The availability of tonnageis limited for the market and
today there are few if any indications that the competition will
increase for passenger transportsin this part of the Baltic. Thisis
based on the fact that the existing operatorsin the area are well

established, have invested in modern tonnage and are guarding
their positions. However, as regards the trailer traffic from Finland
to the continent that pass Sweden in transit we anticipate harder
competition in the near future. A recent example of thisisthe
opening up of the “Power-line” service between Finland and
Germany.

The EU does not only have to merge the new member countries
into the system, but also continue the process of harmonising the
trading regulations, the dues, fees and the means of control in
order to achieve a more sustainable transport system. At the same
time the new Europe must choose where to invest in infrastructure
to maximise the cost effectiveness of the investments. Thiswill
played on the highest political level where the first move is made
recently by setting the level of support to the objective areas at €
300 hillions.

The negotiations with Russia are slowly showing results. The
point in time where the parties understand each other’ sviews is
getting closer and the valuations of actionswill merge slowly.
This concerns not only the struggle for a sustainable society but
also the understanding of the necessity of afast increasein the
standards of living for the people in the eastern part of Europe.
The number of paths that the devel opment may take and in which
order measures will be taken is hard to predict. On the other hand
some actions must be taken swiftly to avoid delays in setting the
playground for the businessesin the near future.

Good examples are the agreement for ajoint view of the
icebreaking situation in the Gulf of Finland and acommon
European view on how to tax the different transport modes. The
road transporters need to know what can be expected for the
future. The ship ownersare still curious to know what will come
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out of the clear declaration of strengthening the support to sea
transportation. Today seatransport is the only mode of transport
that is closeto carry its own costs. This despite of the, in some
respects, close competition with the other transport modes. They
are heavily subsidised both by free infrastructure and the coverage
of external costs.

In the end, all of thiswill affect spatial planning for the future. A
better understanding and knowledge of which political measures
that should be expected would be of huge advantage in the long
term planning process.

For thisreason it is recommended that further studies of the
development of the sea transport routes and the devel opment of
the sea transport corridors should be carried out in close
cooperation with another EU area. Thisshould be done in order to
broaden the minds of the participants and to form ajoint view of
how to plan for the future.

Sea transport has been acknowledged in France to be one of the
targets for the strengthening the transport sector. For this reason
France has introduced a road motorway tax to be used as a support
for opening new seatransport services and to support the EU
Motorway of the Seas project for the further devel opment and
elaboration of the planning of seatransport corridors for the
future. One suggestion isto find a network of organisationsin the
Mediterranean Seathat is covering the same area of interest as the
Baltic Palette. Thiswork should be done in combination with
further monitoring of the development of the trade flowsin the
Baltic Palette region.

It is also important to monitor the cargo flows that are transported
to the continent from Finland, which were not within the scope of
this study. The way the Baltic areais communicating with the
Southern Baltic area, the European port hubs and the sea freight
communication with other continentsis another area worth further
investigation.
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