Lloyd’s List

Maritime intelligence | informa

Monday July 30, 2018

Daily Briefing

Leading maritime commerce since 1734

LEAD STORY:
Aramco's halt of Bab el-Mandeb
shipments could hit Bahri operations

WHAT TO WATCH:
OOCL to be led by two chief
executives, sources say

UK shipping head warns over dangers
of a no-deal Brexit

ANALYSIS:
Over 60% of newbuilds at Korean
yards in first half include scrubbers

China always has Silk Road if US trade
deteriorates

MARKETS:
Positive dry bulk fundamentals
outweigh trade war jitters

US dry bulk ETF outperforms listed
stocks

Slowing scrapping poses threat to
dry bulker earnings, warns Precious
Shipping

IN OTHER NEWS:
Chinese newbuilding orders double in
first half of year

Scorpio Bulkers to buy four on back of
$60m credit facility

Crowded market dents profits at
Capital Product Partners

Port of Corpus Christi raises $216m in
bond sale

Dynagas declares a slim profit

Lloyd's List | Daily Briefing Monday 30th July

Aramco's halt of shipments
via Bab el-Mandeb could hit
Bahri operations

FLEET OPERATIONS OF the National Shipping Company of Saudi
Arabia, better known as Bahri, could be significantly altered if Saudi
Aramco’s halt of oil shipments via the Bab el-Mandeb Strait becomes
prolonged.

The state oil giant has stopped shipping its oil on Saudi vessels through
the strait. By contrast, the operations of non-Saudi vessels are
unaffected regardless of cargo origin, according to some industry
sources.

This suggests that Bahri, whose main business is shipping Aramco’s oil
to overseas destinations, might need to find other ways to transport
Red Sea barrels eastwards and Middle East Gulf cargoes westwards.

Possible solutions include taking detours or chartering in foreign
tonnage, some said.

The state carrier could also have trouble transporting Saudi oil
between Saudi ports on the Red Sea and Middle East Gulf coasts.

In general, Aramco often employs Bahri vessels to ship its oil overseas
in cost-and-freight sales. Using this arrangement, cargoes remain
owned by the producer before they are discharged.

Non-Saudi vessels tend to carry Aramco’s cargoes, which are sold on a
free on board basis, whereby the ownership of the oil is transferred to
cargo buyers — who are vessel charterers in most cases — after
loading.
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On Wednesday, Aramco said in a brief, vaguely
worded statement that it would “temporarily” halt
oil shipments via Bab el-Mandeb after two Bahri
very large crude carriers carrying its oil were
attacked by Houthi rebels in the Red Sea.

Bahri only confirmed the attack on one of its very
large crude carriers in a separate statement.

Lloyd’s List has sought further comments from the
two Saudi companies.

Backed by a Saudi-led coalition, the Yemen
government has been fighting Houthi rebels with the
conflicts spilling into the sea. The latest incident
came after Abqaiq, another Bahri-owned VLCC, was
attacked by Houthi rebels in international waters
near the Bab el-Mandeb Strait.

The rebels have almost exclusively targeted ships
identified as being in support of the Saudi-led
coalition in the Yemen or in close proximity to Saudi
naval vessels. Non-Saudi ships are unlikely to be
attacked, Dryad Maritime said earlier.

While security matters have put Bahri on the
backfoot, the company has outperformed its peers in
its latest quarterly results.

Even as spot rates remained weak, the company said
it had benefited from a significant increase in fleet
size. Revenues rose to SR1.5bn ($400m) in April-
June from SR1.4bn in the same period of last year,
while net profits increased to SR185.4m from
SR153.9m.

“Our strong financial results demonstrate the
success of our ongoing transformation drive across
the organisation,” Bahri chief executive Abdullah
Aldubaikh said in a statement. “In line with our
long-term business objectives, we are pushing ahead
with our strategic expansion plans to deepen our
presence around the world.”

He said the company has been making “significant
investments towards strengthening our fleet and
adopting new technologies and innovations in our
operations”.

WHAT TO WATCH

OOCL to be led by two chief executives,

Sources say

CHINA Shipping Holdings, the container shipping
and ports arm of state conglomerate China Cosco
Shipping Group, was poised to appoint the new
management of Orient Overseas Container Line, as
its acquisition offer closed on Friday.

The new power structure will include two chief
executives, comprised of OOCLs existing chief
executive Andy Tung and CSH’s current president
Wang Haimin, according to sources familiar with
the matter.

Mr Tung will retain the role for about one year to
help with the smooth transition of the Hong Kong-
based container line, one source said.

The 54-year-old — the oldest son of Tung Chee-hwa,
the man who became Hong Kong’s first chief
executive after the city became a special
administration region of China in 1997 — has been
working in the family business since 1993 and took
on OOCLs chief executive role six years ago.

An official appointment is expected to be announced
within days.
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In response to a Lloyd’s List question, an OOCL
spokesperson said: “The future management
structure is an important decision, which will be
announced in due course.”

CSH did not immediately respond to a request for
comment.

Cosco Shipping and its partner Shanghai
International Port Group issued an offer in July 2017
to buy up to 100% of OOIL for about $6.3bn. The two
had promised to keep OOIL as it was for at least two
years.

Mr Tung and his family had about 69% of OOILs
equity stake, which was sold to the acquirers two
weeks ago under an irrevocable undertaking, after
the deal won all government approvals.

Those included the latest clearance from the
Committee on Foreign Investment in the United
States, after Cosco Shipping and SIPG agreed to sell
OOILs Long Beach Container Terminal to a third-
party entity.
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The offer for OOIL's minority shareholders has
closed today. CSH said in an exchange filing that the
offerors had received more than 615.9m OOIL
shares, representing approximately 98.43% of the
company’s issued share capital.

The merger will create the world’s third-largest
container shipping carrier in fleet size terms, trailing
only Maersk Line and Mediterranean Shipping Co.

Mr Wang, 45, became the president of Shanghai-
and Hong Kong-listed CSH in March this year, when
his predecessor Xu Zunwu reached retirement age.

In an exchange filing at that time, CSH said Mr
Wang had more than 20 years’ experience in
container shipping and ports. He previously held
various executive positions within the Cosco
Shipping group.

He was the general manager of Cosco Shipping Lines
and a deputy general manager of Cosco Shipping
Ports. Both companies are subsidiaries of CSH.

Mr Wang graduated from China’s Fudan University
with a master’s degree in business administration.

UK shipping head warns over dangers

of a no-deal Brexit

A NO-DEAL Brexit will hurt the economies of
Europe and the UK, the new chief executive of the
UK Chamber of Shipping says.

Bob Sanguinetti made the warning after European
Union Brexit negotiator Michel Barnier’s rejection of
the UK government’s so-called ‘Chequers plan’ for
withdrawal from the world’s biggest trading bloc.
The deal has been broadly welcomed by the
maritime sector, including the CoS itself.

The blueprint — designed to ensure continued
frictionless trade — proposes a common rulebook on
manufactured and agricultural goods, with Britain
and the EU considered a combined customs
territory.

Britain would also collect tariffs on transhipment
consignments on behalf of the EU, under a
maximum facilitation or ‘max fac’ arrangement.

But Mr Barnier appears to have killed any chance of
agreement, telling a press conference in Brussels on
Thursday: “The EU cannot and the EU will not
delegate the application of its customs policy and
rules and VAT and excises duty collection to a
non-member who would not be subject to the EU’s
governance structures.”

Failure to come to terms would see the UK crash out
of the EU at the end of March, conducting trade
thereafter on World Trade Organisation terms,
which most commentators regard as
disadvantageous.

Some politicians — most notably French Europe
minister Nathalie Loiseau — have raised the possibility
of the overnight return of border checks, which could
paralyse many UK and northern range ports.
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In one of his first public comments since taking over
from predecessor Guy Platten, Mr Sanguinetti said
on Twitter: “The EU should be under no illusions: a
no-deal scenario would significantly damage the
European economy as well as the UK’s”.

Meanwhile, the UK port of Great Yarmouth —
operated by Peel Ports — has declared that it will be
in a position to win business from the Dover Strait
after Brexit, by adopting the unaccompanied trailer
model common on the Irish Sea ro-ro trade.

The port is planning to present its plans to local
business leaders and politicians, including Chief
Secretary to the Treasury Liz Truss and minister
without portfolio Brandon Lewis.

In London, the International Underwriting
Association has issued a second Brexit contract
continuity clause, following a policy clause last
month designed to help companies manage
insurance contracts after Brexit.

This has now been followed up with a supporting
document for when risks are underwritten on a
subscription market basis.

The original Brexit clause allows a risk to be placed
with both a UK-domiciled insurer and a ‘contingent’
EU-based insurer.

In the event of any Brexit difficulties, this contingent
insurer will step in and fulfil any policy obligations

that the original carrier is no longer able to cover.

It can now be adapted, by use of the new clause, to
accommodate risks placed with multiple insurers.
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ANALYSIS

Over 60% of newbuilds at Korean yards in
first half include scrubbers

SHIPOWNERS have increasingly opted for
scrubbers to meet the 2020 sulphur regulations
when ordering new tonnage, according to the
Korean Register.

More than 60% of the newbuildings, or about 9o
units, placed at South Korean shipyards for the first
half of this year included scrubbers. This
represented a sharp rise compared with a share of
only 25% between 2016 and 2017, Hyun-Tae Kim,
senior surveyor for the Korean Register, told a
seminar in Singapore on Thursday.

Most of the scrubbers were fitted on bigger vessels,
such as very large crude carriers, but installations
on middle range tankers have also increased, he
noted.

Yard capacity remained a challenge, as the early
adopters — such as the cruise lines — who started to
use scrubbers as early as 2009, are now expanding
to install the devices to their entire fleets.

“If they had a lot of trouble in the operation of
scrubber systems, they would not extend the

installation of scrubbers to the rest of their fleet,” Mr
Kim said.

“It looks likely that more shipowners will opt for
scrubber technology to remove sulphur from the fuel
when it is burned as uncertainty remains about
low-sulphur fuel oil availability and potential
operational complications.”

Mr Kim pointed out that there was no guarantee of
being able to buy identical types of low-sulphur fuels
at different locations, which could lead to problems
when the fuels were blended.

“There is not an international standard at the
moment for low-sulphur fuel oil and although the
International Maritime Organization has requested
the International Organisation for Standardisation
to develop this, it will not be ready until 2022.”

Even if ships are allowed to use a non-compliant
bunker when qualified fuels are not available at a
port, the de-bunkering operation they will have to
conduct when reverting back to compliance would
also create issues, Mr Kim said.

China always has Silk Road if US trade

deteriorates

ONE outcome of the growing Sino-US tariff war
could be a strengthening of the trade bloc being built
around China’s Silk Road initiative, according to one
leading logistics consultant.

The Silk Road project, also known as One Belt, One
Road, covers multiple maritime and overland trade
routes and now encompasses at least 70 countries,
4.4bn people and about 60% of global gross
domestic product.

According to Cathy Roberson, founder and head
analyst at US-based consulting firm Logistics
Trends & Insights, OBOR could be fortified by US
protectionism.

“Even though among the goals of OBOR is to ship
Chinese goods to a broader audience, it could
potentially result in a large economic trade bloc unto
itself potentially leaving the US out in the cold in
terms of global trade,” she said.
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“Jin-Yong Cai, former head of the International Finance
Corporation, further notes that the project will also
shore up China’s economy against any potential
slowdown in demand from Europe or the US.”

OBOR includes several land routes connecting East
Asia with Europe via Russia, Kazakhstan, Iran and
Turkey with future routes into Africa. By sea OBOR
now connects Asian, Middle Eastern, African and
European ports and has encouraged Chinese state-
owned Cosco to invest in port operations in Spain,
Greece, Italy and Belgium.

“The initiative is definitely reshaping supply chains
and redrawing trade lanes,” said Roberson. “As the
rift between China and the US grows, both countries
will look for alternative solutions to meet the needs
of its populations. Already China has shifted some of
its agricultural imports from the US to countries
such as Brazil while encouraging its own farmers to
grow more.”
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The growth of rail services between Asia and
Europe has been dramatic since 2011, with multiple
third-party logistics companies launching new
services and eastern European countries, and also
Germany, becoming major hub locations for
warehousing and last-mile capabilities to meet
OBOR needs.

“Chinese e-commerce providers Alibaba and JD.com
are utilising the rail and establishing warehousing

along the route to move goods between the regions,”
said Ms Roberson.

“Good supply chains are built to withstand, as much
as one can, economic and political impacts such as
tariffs. However, with the redrawing of the old Silk
Road and its expansion along with global political
sentiment, supply chains appear to be moving from
global to regional, thus establishing new trade lanes
and new demands.”

MARKETS

Positive dry bulk fundamentals outweigh

trade war jitters

IMPROVING dry bulk supply fundamentals will
outweigh any negatives to the demand-side from
threats of ever-escalating trade wars, according to
Pacific Basin.

“The conflict between the US and its key trading
partners might get resolved but may also escalate,”
its chief executive Mats Berglund said. “This
uncertainty weakens sentiment, which could
undermine trade. A global trade war could impact
global GDP and dry bulk demand.

“However, we continue to believe that any negative
impact these protectionist actions have on the dry
bulk trade will be largely outweighed by positive dry
bulk supply fundamentals and continued global dry
bulk trade growth overall.”

Minor bulk tonne-mile demand is expected to
expand by 4% this year, he said, citing Clarksons’
data, while the combined handysize and supramax
net capacity growth should come in at about 2%.

Pacific Basin owns and operates mostly in the minor
bulk segment, carrying bauxite, nickel ore, grains
and forestry products, among others.

The US-China trade tariffs have so far had a
negligible effect on the company’s shipments, the
executive said, adding that volumes, as is the case
with soyabeans, have shifted rather than ceased.

Chinese imports of dry bulk commodities were seen
as a key driver for higher dry bulk earnings.

According to Affinity Research, China’s coal imports
should be strong in the second half.
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A heatwave has depleted hydro-power generation,
forcing the country to turn to coal for electricity, it
said, adding that restrictions during the winter
months on coal mining in order to cut pollution may
once again be put in place later this year, requiring
imports.

In the first half, thermal coal imports rose 20% to
117m tonnes, according to Banchero Costa.

Russia has been increasing coal supplies to China,
with volumes up 27% to 10.3m tonnes in the first
half, it said, citing Reuters.

But coking coal imports declined by almost 20%
to 29m tonnes, Bancosta said, despite a rise in
steel production. That is due to steel mills using
higher iron ore quality, which cuts the need for
coking coal.

China’s steel production rose 7.5% to 80.2m tonnes
in June versus a year earlier, the World Steel
Association said this week.

China’s steel exports to other countries fell as steel
production was also boosted in places such as India,
Japan, and South Korea, according to data
assembled by the association.

Bancosta noted that steel exports fell by 13.5% to
35.5m tonnes in the first half.

Corn imports into China meanwhile increased
201% to 2.2m tonnes in the first six months of
this year versus the same period in 2017, Bancosta
said.
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US dry bulk ETF outperforms listed stocks

A US dry bulk exchange-traded fund has
outperformed listed stocks with double-digit
returns, despite negative sentiment related to the
threat of ever-escalating global trade wars.

The Breakwave Dry Bulk Shipping ETF was the
highest performer among US ETFs on July 24, due
to climbing freight rates that impacted the forward
curve, said Commodore research and consultancy’s
managing director Jeffrey Landsberg.

A day later, it was the third-best, while on July 26, it
was ranked second, with a 13.53% return, despite
low volumes traded, he said.

Commodore acts as adviser to Breakwave.

Dry bulk stocks traded on main exchanges have not
been faring as well given trade-war jitters
dampening investor sentiment.

Company shares are more diversified and not linked
to just short-term movements in capesize or
panamax rates, according to Freight Investor
Services’ head of strategy Michael Gaylard.

“Breakwave is a long-only ETF so whilst the Baltic
Dry Index was up 7% earlier in the week, the
capesize index and paper values jumped
considerably higher,” he said. “Because it is only
trading the paper market it got the full benefit
immediately.”

Breakwave’s founder John Kartsonas said the fund,
which was launched in late-March and is listed as
BDRY, had “performed well” over the past month
because it invests in freight futures, which are
linked to the spot market, both of which have shown
increases.

In the last month, dry bulk stocks were down about 5%
on average, based on market capitalisation weighting,
while BDRY was up more than 10%, he said.

“As an ETF, BDRY reflects the performance of its
underlying assets, and given that freight has
performed well, BDRY reflects that.”

The fund is 50% exposed to capesize contracts, 40%
exposed to panamax contracts, and 10% exposed to
supramax contracts.

Slowing scrapping poses threat to dry bulker
earnings, warns Precious Shipping

BULK carrier owners will continue to be financially
exposed to the vagaries of demand unless they
accelerate scrapping levels, according to Precious
Shipping.

Improving bulk carrier markets helped Precious post
a net profit of $2.85m in the second quarter of 2018
as the Baltic Dry Index ended June at 1,385 points, up
from an average of 1,175 points in the first quarter
and 1,260 points in the second.

However, despite improving markets, the Thai bulk
carrier operator issued a stark warning to peers about
the threat to profits posed by supply-side pressure.

“If scrapping doesn’t accelerate then the BDI will
continue to fluctuate sharply solely dependent on
what the demand side does,” said a PSL statement.
“In other words, shipowners are not helping their
cause by not scrapping ships, making the recovery in
2018 to 2020 event dependent, extremely volatile,
and completely beholden on demand continuing to
outperform.”

The bulk carrier fleet grew by 12.79m dwt in the first
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half of the year, just over two thirds of the entire net
supply increase of 17.83m dwt recorded across 2017,
with only 2.77m dwt of capacity scrapped in the
period, compared to 8.65m dwt in the first half of
2017, according to Precious Shipping.

“Negative sentiment has started to dissipate from the
market, resulting in shipowners refusing to scrap
their older ships,” added the statement.

The company’s second-quarter profit of $2.85m was a
major improvement compared to the net loss of
$150,000 booked a year earlier, although it was down
on the $3.4m net profit booked in the first quarter.

The quarterly performance was built on solid charter
market gains — the average time charter equivalent
achieved was $10,767 per day per ship, 17% higher
than a year earlier.

Average operating expenses including depreciation/
amortisation of drydocking/special survey expenses,
increased marginally year on year, reaching $4,519
per day per ship versus $4,322 a year earlier.
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IN OTHER NEWS

Chinese newbuilding orders double in
first half of year

CHINESE shipyards have doubled
their newbuilding orders in the
first half of this year, but the
consecutive monthly decline
since February underscores the
challenges facing the industry.

New orders jumped 97.2% year
on year to 22.7m dwt in the six
months, while those for export
increased 102% to 20.5m dwt,
according to statistics from the
China Association of the National
Shipbuilding Industry.

Most of those contracts, however,
were signed between January
and February, during which a
string of very large ore carriers
and kamsarmax dry bulkers were
won by builders in China.
Following that, volume began to
fall month by month, the data
shows.

Scorpio Bulkers to buy four on back
of $60m credit facility

SCORPIO Bulkers is set to buy
four vessels after securing a
$60m loan facility from ABN
Amro and NordLB.

The funding will finance up to
60% of the fair market value of
ultramaxes SBI Perseus and SBI
Phoebe and kamsarmaxes SBI
Electra and SBI Flamenco.

The transaction has a final
maturity date of five years from
drawdown date and bears
interest at London Interbank
Offered Rate plus a margin of
2.25% per annum.

Crowded market dents profits at
Capital Product Partners

SOFTER rates for tankers and
higher costs from fleet special
surveys have taken their toll on
second-quarter results at Capital
Product Partners.

The diverse Greece-based
shipping company posted net
income of $4m for the quarter,
which compared with $9.8m in
the same period a year ago.

The result was $0.03 behind
the consensus forecast of
analysts.

But the owner of 37 vessels,
including 21 medium-range
product tankers, five crude
tankers and 10 neo-Panamax
containerships, exceeded
expectations on revenues, which
grew by 5.5% to $65.5m during
the quarter.

Port of Corpus Christi raises $216m
in bond sale

THE Port of Corpus Christi, the
fourth-largest in the US by overall
tonnage, raised $216.2min a
bond sale.

The funds from the senior lien
revenue bond “will be used for
both the deepening and widening
of the Corpus Christi Ship
Channel as well as upcoming
capital projects within the port,”
according to a statement by
Wells Fargo, lead manager of a
syndicate of underwriters
including JP Morgan, Citigroup,
and Frost Bank.

The port's chief executive Sean
Strawbridge said: "We are
pleased with the level of interest
the institutional investment
community demonstrated for
both series of our bonds.

“This round of funding will help
the Port of Corpus Christi further
progress our ambitious yet
achievable capital investment
programme designed to increase
exports of US-produced energy
to our allies and trading partners
around the world."

Dynagas declares a slim profit
DYNAGAS Partners, the US-listed
owner of six liquefied natural gas
carriers, has posted a slim
second-quarter profit,
contrasting with a loss made in
the same quarter a year ago.

The Monaco-based company,
which is affiliated to George
Prokopiou-founded Dynagas
Holdings, reported net income of
$400,000 versus a net loss of
$5.2m in the second quarter of
2017.

Chief executive Tony Lauritzen
said the earnings were "“in line
with our expectations”. However,
earnings per common unit of
$0.08 beat analysts' expectations
by $0.07.

Dynagas Partners has 85%
contracted employment for this
year, rising to 99% next year and
100% in 2020. “Our intent is to
seek additional contract
coverage, particularly in 2018,"
Mr Lauritzen said.

For classified notices please view the next page.
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Supply of Marine Gases Onboard PNSC’s Managed
vessels

Pakistan National Shipping Corporation (PNSC) invites bids from interested
International Manufacturers of Marine gases as per Rule 36(b) of the
Public Procurement Rules, 2004 (PPR, 2004).

This advertisement is available on PNSC website www.pnsc.com.pk
and PPRA website www.ppra.org.pk. The tender documents can be
downloaded from PNSC website www.pnsc.com.pk

PNSC reserves the right to accept or reject any or all bids strictly as per
PPR, 2004.
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The Next Generation
Lloyd’s List Intelligence Seasearcher

Do you want to identify new business opportunities ahead of your competitors?

With the Next Generation Seasearcher platform, you can use geospatial mapping tools to receive customised
alerts on global fleet port callings including vessel ETA’s. This means you can see which vessels are approaching
your locations and view their contact information to win custom before your competitors.

Seasearcher also shows you detailed ship characteristics, inspections and deficiencies, so you can anticipate the
needs of individual ships and reach out to vessels before they reach port.

The service allows you to view full vessel characteristics including:
» Physical dimensions

» Construction details

» Classification society

» Shipowner

> Vessel contact details

You can also view the deficiencies found during inspections to assess the revenue opportunity of the vessel.
When you need a granular view of all the components that make up a ships operational structure, you can rely
on Seasearcher to give you the most accurate and detailed data possible to win new business.

To find out more, please call +44 (0)207 017 5392,
email info@lloydslistintelligence.com or visit info.lloydslistintelligence.com
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