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There has been an increas ing t rend for  pr iva te  equi ty  inves tments

in  the sh ipping sec tor  to  take the form of  preferred s tock in  e i ther

publ ic ly  l i s ted or  pr iva te  companies ,  ra ther  than through a more

t radi t ional  method of  es tabl i sh ing a jo in t  venture wi th  an

es tabl i shed sh ipowner.  Broadly speaking,  preferred s tock i s  s tock

that  has whatever  features  are determined by the company,

a l though typica l ly  the s tock of fers  i t s  ho lders  pr ior i ty  d iv idend

and l iquidat ion r ights  over  common equi ty  ho lders  –  of ten wi th

addi t ional  features  bui l t - in  by the par t ies .

The issuance of preferred stock by a company provides poten�al benefits for both the investor and the managing shipowner. It

also allows both par�es to execute the investment rela�vely quickly. In an industry where the market can change on a weekly

basis and opportuni�es may be short-lived, those who can raise and deploy capital quickly are at a dis�nct advantage. The

nego�a�on of an opera�ng or shareholders’ agreement for a tradi�onal joint venture is generally a drawn-out affair – especially

for par�es who do not have a history of working together. A preferred stock issuance of this type would usually take the form of

“blank check” preferred stock, which can be issued by a company’s board of directors, without necessarily having to involve its

exis�ng shareholders. While some preferred stock deals are bespoke and heavily nego�ated, there are some preferred stock

deals that use more standardized terms and formula�ons, and therefore are quicker and more straigh�orward to implement.

Preferred stock can be tailored to the investment criteria of the shipowner and outside investor, allowing for flexibility in

terms. Although the investment may be in the form of equity, it can be debt-like, with cumula�ve dividends, limited vo�ng

rights, and some�mes conver�bility into common stock at the discre�on of one or both of the par�es. Addi�onally, contrary to

common percep�on, preferred stock can be issued at the SPV level – it does not have to be issued at the public (holding)

company level – which further allows for the segrega�on of a specific asset or group of assets. Like tradi�onal debt financing,

this allows the shipowner to ring-fence a par�cular vessel or series of vessels, much like tradi�onal non-recourse debt where one

or more ship-owning special purpose vehicles act as borrowers.

Preferred stock can be structured in a range of ways and have features to meet the needs of the par�es, including any one or

more of the following:
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fixed dividend payments based on a percentage of the purchase price or liquida�on
preference of the preferred stock;

floa�ng dividend payments based on a benchmark interest rate index or percentage
of a company’s earnings;

the deferral of dividends or dividends that are paid in addi�onal stock, which unlike
debt interest payments, allow an issuer to conserve cash in the case of financial
difficulty without defaul�ng;

cumula�ve dividends, which if not paid, accumulate in successive periods;

non-cumula�ve dividends, which if not paid, are not required to be paid in
successive periods;

remedies for the non-payment of dividends, such as their accrual as payment-in-kind
of addi�onal preferred shares, increased vo�ng rights, or right to appoint directors

to the board of the issuer;

either limited or no vo�ng rights, which allow for an issuer to raise equity capital without ceding control of the company, or
the preferred stock can have full vo�ng rights or some reduced vo�ng ability;

special vo�ng rights, which allow for a preferred stockholder to vote only in special circumstances, such as the issuance of
addi�onal shares of a similar or superior class of stock, the appointment of a certain number of directors, or approving a key
acquisi�on or material transac�on;

liquida�on preference, which allows for preferred stockholders, in the case of liquida�on, to recoup their investment and
accrued and unpaid dividends prior to any common stockholders, but a�er any debt holders;

conver�bility to common stock – either mandatory or op�onal by the company or the shareholder, whether on or a�er a
specific date or at any �me, or a�er a specified event occurs, and the formula for conversion;

a call op�on, or the redemp�on of the preferred stock at the op�on of the issuer, at a predetermined price or formula; and

a put op�on, or the sale of the preferred stock at the op�on of the holder, at a predetermined price or formula, whether
a�er a specific date or occurrence of a specific event.

Examples of preferred stock issuances over the past few years (or, in the case of

master limited partnerships, preferred units) include those of Altera Infrastructure

L.P., Dynagas LNG Partners LP, KNOT Offshore Partners LP, Euroseas, Ltd., Tsakos

Energy Naviga�on Ltd. and Costamare Inc.

The flexibility of preferred stock – which can be tailored in nearly any conceivable

way – makes it a key feature in a sophis�cated shipping company’s capital structure,

while being subordinated to debt. In addi�on, if preferred stock is conver�ble into

common stock that is already trading on a stock exchange, an investor’s exit may be

easier than in a tradi�onal joint venture.
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As outside investors are o�en unfamiliar with the shipping industry, retaining advisors who are experienced in the mari�me

industry is key to a successful investment in the sector. Watson Farley & Williams is experienced in such transac�ons –

represen�ng shipowners and investors in preferred stock deals – and can provide a uniquely comprehensive perspec�ve of the

industry.
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Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.
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To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.
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