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Sovcomflot cautious on LNG
shipping despite bullish
outlook

DESPITE having enjoyed rising revenues from gas transport amid a
rosy industry outlook, Sovcomflot will continue its prudent strategy in
liquefied natural gas: all ships should be attached with long-term
charters.

“We do not take any market exposure,” chief financial officer Nikolay
Kolesnikov told Lloyd’s List. “We order and build vessels only on the
back of longer-term contracts.”

The Russian state carrier’s stance has been increasingly rare in the
LNG shipping market, where many owners are willing to place
speculative newbuilding orders on expectation of further increases in
seaborne trade and freight earnings.

Spot charter rates for 150,000-180,000 cu m LNG carriers are
expected to average $58,764 per day in 2018 before rising to $68,500
in 2019, according the latest quarterly survey of analysts by Lloyd’s
List.

However, Mr Kolesnikov stressed his company would not be induced to
make any short-term play simply because of improved market
conditions.

“We tend to take longer-term approach... the lifespan of assets (LNG
tankers) is more than 30 years,” he said. “We want to have predictable
and stable revenue flows going forward rather than to second guess
when the market will turn. [Some] people order on a speculative basis.
We never support that approach. We believe this is a big-ticket game.”

Page 1



Mr Kolesnikov believes Sovcomflot’s strategy is
conservative yet prolific.

Segment revenue of its gas transport business
increased 17.4% in 2017. In the first quarter of 2018,
time charter equivalent revenue from its long-term
contracts for liquefied gas shipping rose to $44.1m
from $31.7m.

“We have been immune from volatility over the past
two years because our contracts are fixed rates and
for the long term. This will keep us going forwards,”
he said.

For Sovcomflot, the most important strategy in LNG
shipping is to provide safe, cost-efficient services to
its customers so it can win long-term charters in
return.

“Our philosophy is clear: we are a service
provider rather than an asset player,” Mr Kolesnikov

said.

This has also reflected in Sovcomflot’s reluctance in
placing speculative orders.

“Clients like to have their own design of vessels.

They will have their preferences for shipyards and
propulsion systems,” Mr Kolesnikov said. “We you
are ordering on a speculative basis, you are trying to
second guess what your clients want.”

Overall, Sovcomflot’s approach has help secure
Shell, Total and Yamal LNG as long-term customers
in LNG shipping, according to Mr Kolesnikov.
Sovcomflot now owns 14 LNG tankers, including 13
in operation and one under construction.

“It is a good mix of clients and a good mix of assets,”
said Mr Kolesnikov, adding that even spinning off
the fleet as a listed unit to optimise cost of capital is
possible, underscoring his confidence in
Sovcomflot’s LNG business model.

However, that will only happen after Sovcomflot can
make good on its plan to go public, Mr Kolesnikov
admitted. The privatisation of Sovcomflot has been
planned for many years, but the company has yet to
find the right time.

“We need to establish the stock price for the whole
company [first],” Mr Kolesnikov said. “Let us see
how tanker stocks are doing in the second half of
this year. There is no rush.”

WHAT TO WATCH

IEA expects 20% growth in global LNG trade

by 2023

THE International Energy Agency has forecast
approximately 20% growth in global liquefied
natural gas trade for 2018-2023, driven by rising
liquefaction capacity in the US and rapid demand
expansion in China.

Global LNG trade volume will reach 500bn cu m in
2023, according to the IEA’s latest annual gas
report, compared with 400bn cu m in 2018.

Between 2018 and 2023, global liquefaction capacity
will expand by almost 30%, or 140bn cu m,
according to the IEA.

More than 80obn cu m capacity is due to come
onstream in the US, followed by 30bn cu m in
Australia and 15bn cu m in Russia.

With limited pipeline expansion, the share of LNG

in the total gas trade is forecast to be almost 40% in
2023, compared with a third in 2017.
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Gas demand in China is expected to grow by 60%
between 2017 and 2023, driven by Beijing’s coal-to-
gas policies aimed at reducing local air pollution,
according to the IEA. Most of the demand growth
will be met by LNG imports.

China alone will account for 37% of the global gas
demand growth in the next five years, the IEA said.

When pipeline imports are included, the country
will overtake Japan as the world’s largest gas
importing country by 2019, the IEA added.

The IEA has also predicted strong growth in gas use
in other parts of Asia, including in South and
Southeast Asia, with strong economic growth and
efforts to reduce air pollution.

Broken down by sectors, industrial use will replace

power generation as the main demand growth
driver, owning to more gas use in industrial
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processes and as feedstock for chemical plants and
fertilisers in Asia.

Overall, industry will account for over 40% of in
global gas demand expansion in the five years to
2023, according to the IEA, followed by 26% for
power generation.

“China is set to become the world’s largest gas
importer within two-to-three years, US production
and exports will rise dramatically strongly and
industry is replacing power generation as the leading
growth sector,” the IEA’s executive director Fatih
Birol said.

However, the IEA added that a lack of new LNG
liquefaction projects after 2020 could lead to a
tightening market.

“Without new investment, the average utilisation
rate of liquefaction is likely to return to its pre-2017
level by 2023,” the IEA report said. “Owing to the

long lead time of such projects, investment decisions
need to be taken in the next few years to ensure
adequate supply beyond 2023.”

Mr Birol said: “While gas has a bright future, the
industry faces tough challenges. These include the
need for gas prices to remain affordable relative to
other fuels in emerging markets and for industry to
curb methane leaks along the value chain.”

For gas price to be competitive for the long run, the
industry needs market evolutions and reforms, such
as the development of trading hubs, opening of retail
business to competition and fair access to
infrastructure, the IEA said.

As gas demand has been driven by pollution
reduction efforts, the gas industry’s ability to cut
methane emissions and expand its deployment of
technology to capture, utilise and store carbon will
be crucial for its prospects, the IEA added.

EU investment in LNG bunkering ‘could

Increase emissions'

EUROPEAN Union investment in LNG bunkering
for shipping is futile and its focus should switch to
non-fossil fuels by the end of 2030 to meet global
greenhouse gas reduction targets, according to a
new study.

The report by University Maritime Advisory
Services for Transport & Environment says the EU
has invested around $500m in LNG bunkering, with
$230m coming from EU public funding sources via
the Trans-European Transport Network and its
successor Connecting Europe Facility programmes.

“This spending will have no significant climate
benefits at best, and could potentially increase
greenhouse gas emissions from shipping, a
conclusion in line with leading research in the field,”
the study found.

Under a business as usual situation, upstream
emissions that depend on supply chain specifics
could lead to an increase in GHG emissions from
ships.

Part of the reason for the growth in LNG within the
EU is the legislative framework underpinned by
directive 2014/94, which mandates that EU member
states provide LNG bunkering facilities, with EU
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funding available for the projects, UMAS said.

The International Maritime Organization’s decision
to cut total annual emissions by at least 50% by
2050 has elevated the debate about the suitability
and long-term viability of LNG.

With an estimated 20% CO2 reduction compared
with heavy fuel oil, voices of concern regarding
misplaced investment are becoming louder.

The matter becomes particularly complicated as the
2020 sulphur cap is providing an unprecedented
impetus for the rapid uptake of LNG, with a recent
survey revealing it is the preferred option to meet
the cap but is hampered by a lack of infrastructure.

In light of this target, which will be revised in 2023,
shipping has to increasingly switch to non-fossil
fuels, including hydrogen, ammonia and battery
electrification by 2030 and use them rapidly beyond
that date.

Proponents of LNG as a fuel recognise its limitation
but argue it is by far the best available option and
the industry should embrace it, before ultimately
moving on to low-emission fuels that are in limited
supply presently.
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ANALYSIS

Star Bulk predicted to benefit most from

2020 sulphur rules

STAR Bulk will be a “key beneficiary” of new
sulphur regulations, which come into effect in 2020,
given the US-listed company’s recent announcement
it will be investing in scrubbers for its capesize fleet,
according to Deutsche Bank.

“Our underlying premise is that shipowners with
scrubbers have a significant competitive advantage
via utilisation of voyage charters (compared with
time charters),” the bank said in a report.

For voyage charters, the vessel’s owner is responsible
for port, fuel and crew costs, while in the case of
time charters, the charterer is only responsible for
fuel costs.

It means shipowners with scrubbers “should be able
to charge a freight rate reflective of the broader fleet”
that is burning more expensive ultra-low sulphur
fuel, due to limited scrubber adoption. At the same
time, they will have “significantly” lower costs
because their vessels will be using less expensive
high-sulphur fuel oil, the bank’s report lead analyst
Amit Mehrotra said.

While Star Bulk is “already on track for strong cash
generation in coming years through recent
acquisitions and improving dry bulk fundamentals,
the company’s recently announced scrubber
investment can double or even triple our current
cashflow projections”, it said. Though that would be
dependent on the actual spread between high and
low-sulphur fuel.

In its base case scenario, the bank’s modelling
projects the company could see a cashflow of about

$750m in 2020, or a 58% yield on current market
capitalisation compared with current estimates of
almost $400m, or a 30% yield. In its best case
scenario, the figure could rise to $1.2bn, or 94%
yield, it said.

Despite the “substantial potential returns”, uptake
for scrubbers across the global fleet will be muted
because most players are small, with limited access
to financing, Deutsche Bank said. “We have only
seen uptake on newbuild very large crude carriers
and ultra-large containership vessels,” it added.

Added to that, there is uncertainty concerning the
fuel price spread and availability of high-sulphur
fuel, given that most of the industry will switch to
low-sulphur fuel, it added.

It added that Star Bulk “acknowledges it will need to
make special arrangements when sourcing high-
sulphur fuel in select ports that presents an obstacle
for smaller players when looking at scrubbers as
they do not have such capabilities”.

“We see global scrubber production capacity at
around 1,250 per year which will limit uptake as we
are just 18 months from the International Maritime
Organization low-sulphur regulations taking effect
and there are over 50,000 commercial vessels on the
water,” said Deutsche Bank.

Its views were shared by JP Morgan who lowered its
scrubber installation figure to 5% of the global fleet
by 2020 versus its previous estimate of 20% to 40%.
It also cited Star Bulk as their top pick given the
company’s scrubbers decision.

MARKETS

Georgia and South Carolina chassis pool

aims to cut costs

SOUTH Carolina Ports Authority chief executive
Jim Newsome has set out the reasons behind the
port’s proposed new chassis pool agreement in a
statement calling for stakeholders to file comments
on the proposal with the Federal Maritime
Commission.
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The agreement proposal, which was filed with the
FMC last week, aims to improve the existing South
Atlantic Chassis Pool, which was formed in 2006 as
a means of more efficiently handling the movement
of containers in the US southeast.
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“While this pool has historically been an effective
solution to chassis provision, the current fleet is
both aging and has not kept up in size with the
growth of containerised trade,” Mr Newsome said.
“Additionally, chassis provision is increasingly
fragmented in the market as about 40% of container
moves are handled by chassis provided outside of
the pool structure.”

Because of this, the SCPA and the Georgia Ports
Authority have filed an agreement with the FMC to
work jointly to provide a new chassis pool structure,
the Southern States Chassis Pool.

This pool will be operated by the North American
Chassis Pool Cooperative, a trucker-centric
organisation that has focused on improving the
quality of chassis on an at-cost basis.

The agreement aims to improve the quality of the
chassis fleet in the southeast through setting

standards in terms of age and attributes, such as
radial tires, LED lights and anti-lock brakes.

At the same time, the port authorities plan to
increase the size of the chassis pool to keep up with
the growth in containerised trade in the southeast,
both in terms of number of chassis and more
realistic trigger levels for the injection of new
chassis.

They also aimed to provide an “at cost” model per
day of use that “removes the current economic
discontinuities which apparently exist between the
various segments in the market that use chassis
services”, Mr Newsome said.

“Efficient chassis provision is central to the
continued growth of southeast ports,” he said. “We
are eagerly anticipating this agreement becoming
effective and beginning the much-needed work to
improve the South Atlantic chassis fleet.”

IN OTHER NEWS

BW LPG sends open letter to Dorian to
revive merger offer

BW LPG, whose proposed merger
with Dorian LPG was rejected
earlier this month, has sent an
open letter to the New York-listed
company saying shareholders
from both companies recognise
the “compelling benefits" of a
combination.

At the end of May, Oslo-listed BW
LPG offered 2.05 shares of the
company for each Dorian share
to acquire Dorian, whose
shareholders would have had
45% of the proposed merged
entity.

Dorian's board unanimously
declined the proposal, saying it
undervalued the company. Now
BW LPG has written to Dorian,
saying it was “surprised” by the
rejection and claiming that
investors from both sides back a
deal. It also says that it believes
“certain key factors" of the
original offer "were not fully
appreciated".
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South Korea to boost offshore wind
power capacity

SOUTH Korea has unveiled a plan
to boost the country's offshore
wind power capacity, in a move
that is also set to benefit
domestic shipbuilding and
maritime industries.

The government looks to, by
2030, increase its renewable
energy capacities by 48.7
gigawatts (GW), of which 12 GW
will come from new offshore
wind power facilities, the Ministry
of Trade Industry and Energy
announced on Tuesday.

The ministry said wind farms
would be built at sites proposed
by provincial authorities and the
projects would be connected with
the shipbuilding and ocean
industry to perk up local
economic growth.

Italy accepts rescued migrants from
Maersk boxship

THE 113 migrants on board
Maersk's 1,098 teu Alexander

Maersk have been disembarked
at Sicily after the Italian interior
ministry gave permission for the
Denmark-flagged boxship to call
at the Vega terminal in Pozallo.

The vessel picked up the
migrants from a boat off
southern Italy early on June 22,
after receiving a request from the
Maritime Rescue Co-ordination
Centre in Rome.

It continued to its destination, but
became embroiled in the politics
of migration over the weekend
after Italian authorities refused to
let it call at Pozallo and it spent
two days sitting outside the port
before finally being granted
permission to disembark the
rescued migrants last night.

Vinalines privatisation plan gets
green light

VIETNAM has approved a plan to
privatise the state-owned
Vietnam National Shipping Lines
to improve its competitiveness.
The equitisation push would see
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Vinalines sell part of its existing
state capital while issuing new
shares in an initial public offering
in September this year, the
company said in a statement.

Vinalines looks to offer 280.9m
shares at a starting price of
Dong10,000 ($0.40) on the Hanoi
Stock Exchange, with the
company valued at Dong14.05trn
($616m).

American Club marks centenary with
return to surplus

THE American Club has
celebrated its centennial year
with a return to the black in 2017.

It reported a net operating
surplus of §5.7m for the year to
December 31, compared with a
loss of around $2m in both 2015
and 2016.

The news was contained in a
statement from the marine
mutual that did not contain a
figure for combined ratio, the
standard yardstick for
underwriting performance.

Yang appointed as CSSC general
manager

CHINA State Shipbuilding Corp
has appointed Yang Jincheng as
its new general manager in the
latest senior management
reshuffle for the country's state-
owned shipbuilding sector.

Mr Yang had previously served as
a deputy general manager of
China Shipbuilding Industry Corp,
the northern cousin of CSSC.

With the new title, Mr Yang is
second-in-command to CSSC
chairman Lei Fanpei, who only
joined the company recently after
leaving the top seat at China
Aerospace Science and
Technology Corp.

Lloyd Fonds sets out plan to
reposition business

LLOYD Fonds, the German
investment and asset
management company, is
seeking to reinvent itself as a
listed asset manager with a
focus on liquid mutual funds,
according to a company
statement.

The aim is to position the
company as a bank-independent
asset manager "with a focus on
actively managed, liquid retail
investment funds”, it said.

“For this purpose, a separate
capital management company is
to be established. At the same
time, growth will be driven both
organically and non-organically
through the acquisition of
external investment assets. In
addition to managing investment
funds, the company will also be
engaging in individual asset
management, which will be
supported by an innovative,
digital fund allocation approach.”

Australia is bullish on IMO reform
proposal

AUSTRALIA is confident its
proposal for fundamental
reforms to the International
Maritime Organization will

receive sufficient support during
a council meeting.

Having rallied official support
from 11 other member states,
including leading flag states
Liberia and the Bahamas, the
world's largest coal exporter is
forging ahead with a proposal
that could affect the way the IMO
makes decisions and crafts its
regulation.

Australian Maritime Safety
Authority chief executive Mick
Kinley says it's time for a
modernisation of the global
maritime regulator amid
industry innovation and
changing community
expectations.

French shipowners join tributes to
Saadé

THE French shipowners'
association has paid tribute to
Jacques Saadé, founder of world
number three box carrier CMA
CGM.

Armateurs de France president
Jean-Marc Roué described Mr
Saadé as a visionary and creator
who had left his mark on the
history of French and world
maritime transport.

“France can be proud to have
among its flagships an
internationally recognised
company like CMA CGM, which
represents a tremendous asset
for our country and its influence
in the global maritime trade,” he
said.

For classified notices please view the next page.
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INVITATION FOR TENDER
FROM
REPUTED SHIP-MANAGEMENT COMPANIES
FOR
THE TECHNICAL & CREW MANAGEMENT
OF
ONE NO. VERY LARGE CRUDE OIL CARRIER,
DWT 315,000 MT, YEAR OF BUILD 2007

We invite Expression of Interest from reputed Ship-Management companies for the Technical &
Crew Management of one number Very Large Crude Oil Carrier. The companies must fulfil the
following minimum criteria:

a). Must have at least 50 ships under their Management.
b). Must have its principle office located within European Union.
c). Must have experience in managing Very Large Crude Oil Carriers.

Detailed tender documents will be sent to those Companies who send their Expression of Interest
(EOI) by E-mail or post or courier by the latest 30t July 2018 to the following address:

Sonatrach Petroleum Corporation
2" Floor

Panton House

25-26 Haymarket

London SW1Y 4EN

United Kingdom

Tel no.: +44 207 484 2900

e-mail: tenders@sonatrach.co.uk
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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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