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Billion dollar challenge for ship operators and insurers as
Panama Canal expands

= 100 year expansion plans for iconic waterway pose new challenges for maritime
industry

= Increased traffic and larger ships may raise insured cargo values by over $1 billion
a day, growing accumulation risk along canal system and feeder ports

= Improving safety record will be tested by heightened risk environment during
opening phase of expansion

LONDON, MUNICH, NEW YORK, PARIS, SINGAPORE: 5 August 2014: As the Panama
Canal prepares to celebrate its 100" anniversary', insurers are warning of the increased
risks that will arise from its plan to double? the cargo-carrying capacity of ships transiting one
of the world’s most important waterways.

In a new report entitted Panama Canal 100: Shipping Safety and Future Risks leading
marine insurer, Allianz Global Corporate & Specialty (AGCS) identifies that the value of
insured goods transiting the canal zone may increase by over US $1 billion per day following
completion of the “Third Set of Locks Project”, which will see two new sets of locks
constructed, creating a third transit lane for larger ships.

Every year, over 12,000 oceangoing ships® navigate the canal, a figure which could increase
significantly following the anticipated opening of the new locks in 2015. It is forecast the
expansion will enable between 12 and 14 larger vessels per day (approximately 4,750
additional ships per year) to pass through the canal. Significantly, many of these ships are
expected to be new-Panamax class container vessels of 12,600 teu®, which are far larger
than the existing largest vessels able to access the canal (4,400 teu).

Expanding capacity brings new risks

With approximately 3 percent ($270 billion) of world maritime commerce ($9 trillion) already
transiting the Panama Canal every year, the safe passage of vessels is critical. However,
AGCS experts warn the increased traffic and larger vessels may challenge the Panama
Canal’'s improved safety record over the past decade with the risks exacerbated through the
initial period of the canal opening.

Captain Rahul Khanna, AGCS’s Global Head of Marine Risk Consulting, explains the
potential risk management impact of this expansion: “Larger ships automatically pose greater
risks. The sheer amount of cargo carried means a serious casualty has the potential to lead
to a sizeable loss and greater disruption. For example, a fully-loaded new-Panamax 12,600
teu container ship is as long as four football fields with a beam of up to 49 meters and could
have an insured cargo value alone of $250 million.”

If operating at its full projected capacity following expansion, AGCS estimates that this could
result in an additional $1.25 billion in insured goods passing through the canal in one day,
with larger ships playing a critical role in increasing throughput capacity.
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However, such vessels can pose serious salvage challenges in a congested shipping
environment, even potentially leading to blockages. In the event of an accident there may be
an insufficient number of qualified experienced salvage experts available to handle the new-
Panamax ships.

Regional impact grows

The potential impact of any shipping incident is much wider than just impeding progress
through the Panama Canal. With more larger ships on the move in the surrounding region,
an incident could also affect traffic at major ports in the United States and elsewhere,
resulting in a potential increase in business interruption and insurance losses.

In addition, a number of US ports and terminals on the East and Gulf Coasts are exposed to
hurricanes. Larger ships carrying higher concentrations of insured goods will spend more
time in these ports, posing an increased risk. For example, a large portion of Superstorm
Sandy losses in 2012 were due to storm surge that flooded ports in the Northeast region of
the US.

To cater for the larger ships changes are also needed at global ports along the canal’s
supply chain, posing a number of further challenges. Additional infrastructure upgrades will
be needed in the form of larger gantry cranes to work these larger ships and to handle the
increase in volume. Processing capability will need to be improved to avoid bottlenecks at
choke points in ports. Navigability is critical: air and water drafts need to be sufficient to allow
safe passage of the larger container ships.

Another major challenge is the actual handling of larger vessels. Port operating procedures
will have to be reviewed with regard to wind and weather constraints given the tight operating
margins that these ships will be facing.

Conversely, an expanded all-water route from Asia to the US East/Gulf Coast could actually
lead to a risk reduction in another area, as Captain Allan Breese, Senior Marine Risk
Engineer at AGCS, explains: “The longer you can keep a container on a ship and are not
making multiple transloadings on to trains and various other modes, the better.”

Quality training key to risk mitigation
AGCS believes training is key to mitigating the new risks involved, both in the canal region
itself and in affected ports.

As Captain Khanna explains: “The expansion of the Panama Canal will represent a new
shipping environment for many mariners. Due to the increase in the number of larger vessels
passing through this important waterway the level of training provided to pilots will be
extremely important. Attempting to maneuver one of these vessels through such a restricted
space in itself creates a much bigger hazard.”

The Panama Canal Authority has invested heavily in training including plans to charter a
post-Panamax ship to practice maneuvers through the new lane.

However, training cannot prepare mariners completely for the live environment as Captain
Khanna points out: “It is extremely important that the processes and systems in place are
dynamic and that the industry learns from mistakes as it goes along, because inevitably a
few will be made.

"Although much training will be done, this can only be done on a few vessels. But when the
canal is opened for real, a whole host of different vessels with different characteristics will be
passing through. That will be challenging.”
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Losses in focus

However, AGCS analysis identifies that the Panama Canal region has a steadily improving
safety record over recent years, with the relatively small total of 27 shipping casualties from
over the past decade including just two ‘total losses’.

This accident rate of around 1 in every 4000 transits compares favorably with other major
waterways such as the Suez Canal (1 in 1100 transits) and the Kiel Canal (1 in 830 transits).
As the most frequently transiting types of vessel, bulk carriers (11), cargo ships (9) and
container ships (9) dominate the canal’s casualty list, collectively accounting for over 75
percent of all incidents since 2002.

In a relatively controlled shipping environment the most common cause of incidents since
1993 is contact with walls (53) and collisions involving vessels (50), accounting for almost 60
percent of the incidents analyzed by AGCS. Machinery damage/failure is ranked third (41),
accounting for over 20 percent.

Hit

Notes:
! The Panama Canal officially opened on August 15, 1914

>The Panama Canal Authority estimates the expansion will increase canal throughput capacity from
300 million PCUMS tons to 600 million PCUMS tons

®*The Panama Canal handled 12,036 (oceangoing commercial traffic) ships during 2013.13,660
vessels in total — Panama Canal Authority

“ A teu or twenty-foot equivalent unit is an inexact unit of cargo capacity, often used to describe
container ship capacity. It is based on the volume of a 20-foot-long (6.1 m) container.

To view or download the AGCS Panama Canal 100 report visit:
http://www.agcs.allianz.com/assets/PDFs/risk%20bulletins/Panama-Canal-100 low-res.pdf

All infographics in the report are available for reprint upon request.
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About Allianz Global Corporate & Specialty

Allianz Global Corporate & Specialty (AGCS) is the Allianz Group's dedicated carrier for
corporate and specialty insurance business. AGCS provides insurance and risk consultancy
across the whole spectrum of specialty, alternative risk transfer and corporate business: Marine,
Aviation (incl. Space), Energy, Engineering, Financial Lines (incl. D&O), Liability and Property
insurance, as well as International Insurance Programs.
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Worldwide, AGCS operates in 28 countries with own units and in more than 160 countries
through the Allianz Group network and partners. It employs more than 3,500 people and provides
insurance solutions to more than half of the Fortune Global 500 companies, writing a total of €5
billion gross premium worldwide annually (2013).

AGCS is rated AA by Standard & Poor’s and A+ by A.M.Best.

For more information please visit www.agcs.allianz.com or follow us on Twitter
@AGCS _Insurance

Cautionary Note Regarding Forward-Looking Statements

The statements contained herein may include statements of future expectations and other forward-looking statements that are
based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could
cause actual results, performance or events to differ materially from those expressed or implied in such statements. In addition
to statements which are forward-looking by reason of context, the words "may", "will", "should", "expects"”, "plans", "intends",
"anticipates"”, "believes", "estimates", "predicts", "potential", or "continue" and similar expressions identify forward-looking
statements.

Actual results, performance or events may differ materially from those in such statements due to, without limitation, (i) general
economic conditions, including in particular economic conditions in the Allianz Group’s core business and core markets, (ii)
performance of financial markets, including emerging markets, and including market volatility, liquidity and credit events (iii) the
frequency and severity of insured loss events, including from natural catastrophes and including the development of loss
expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi) the extent of credit defaults, (vii) interest rate
levels, (viii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (ix) changing levels of competition, (x)
changes in laws and regulations, including monetary convergence and the European Monetary Union, (xi) changes in the
policies of central banks and/or foreign governments, (xii) the impact of acquisitions, including related integration issues, (xiii)
reorganization measures, and (xiv) general competitive factors, in each case on a local, regional, national and/or global basis.
Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their
consequences.

The matters discussed herein may also be affected by risks and uncertainties described from time to time in Allianz SE’s filings
with the U.S. Securities and Exchange Commission. The company assumes no obligation to update any forward-looking
statement.
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