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Rush to be ‘low-sulphur ready’
could trigger box charter rate
surge

Market commentaries

Charter rates

With Linton Nightingale

BOX CHARTER RATES could be in line for a major lift as the sulphur
cap deadline nears, with optimistic brokers forecasting rises of up to
50% in the rush to ready vessels.

With ships forced to abandon regular operations to be upgraded in line
with regulations, brokers say a shortage of readily available spot
tonnage is inevitable and owners will be able to charge a premium.

To comply with the International Maritime Organization’s new
emission guidelines, enforced from January 1, 2020, shipowners will
either switch to alternate propulsion methods such aliquefied natural
gas; fit exhaust cleaning scrubbers; use marine gasoil (MGO) or
distillates; or burn bunker fuel with a very low sulphur content of 0.5%
or below.

Few owners have the capability or indeed funds to go down the LNG
route, while MGO is costly, so it’s either scrubbers or low-sulphur fuel
for the majority.

Whether vessels are to be fitted with scrubbers or have engines cleaned
in readiness for the fuel switch, owners will have to take units out of

regular service schedules for a period.

Scrubber retrofits can take upwards of a month but cleaning an engine
to ensure new fuel can be burned is also no mean feat.

The managing director of a well-established German fixer explained to
Lloyd’s List that there is differing opinion as to whether this will have
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to be carried out manually, which will require
physically going into the tank, or simply by adding
fuel additives.

“If manual, it is a big issue, as it will take significant
time,” he said. “For example, a big containership has
a fuel capacity of 13,000 to 15,000 tonnes.

“People will also be very concerned about mixing
bunkers, so you will have to make sure the tank is
completely empty before adding low-sulphur fuel.”

For scrubbers it is not only about the time it takes to
fit the new exhaust system, but also how in most
instances this will require ships to be drydocked
while work is carried out. So even ships that are not
due for a drydocking for a special survey too will
have to come ashore.

Capacity shortage

The long and short of it is that with around 95% of
the entire global fleet requiring either scrubber
fittings or adapted to switch bunkers, there will be a
shortage of available capacity on the water.

The very nature of container shipping as a fixed
service industry makes this even more problematic
and will require some clever juggling to ensure
networks, loops and strings are maintained.

A German shipowner with around a dozen vessels to
its name, including four boxships, also highlighted
to Lloyd’s List how drydocking capacity is also an
issue.

“It will need a lot of co-ordination and you will need
to have this done by January 1 (2020),” he said.

“Ideally, you can do this ahead of time, but you need
to make this decision now as others will be looking
to do the same.”

Meanwhile, box brokers are rubbing their hands at
the potential shortage, as this could provide an
opportunity for an unprecedented rise in charter
rates.

The steepness of the rate curve will depend largely
on how owners manage the necessary upgrades of
their respective fleets, when push comes to shove
toward the end of next year.

But the consensus among brokers, and indeed a
number of analysts, is that fixtures for some vessel
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sizes could achieve a short-term spike of up to 30%,
as operators fight from a limited charter pool.
Indeed, one broker suggested daily rates could even
jump by half.

Subdued market
The current landscape of the charter market is
rather subdued.

Rewind to the start of the summer and there was a
degree of optimism. Rates were up, fixture activity
was up, idle numbers were down, and owners were
(whisper it quietly) earning money.

But a prolonged slowdown in scrapping numbers
and a steady rollout of newbuildings has reversed
fortunes. Rates have gradually fallen by the wayside,
idle spot tonnage has risen, and short-term or
flexible charters are once again the norm with the
market swinging firmly back in the operators’
favour.

Since the start of August, the Howe Robinson
Containership Index, covering ships from 700 teu up
to gearless 8,500 teu units, has dropped from 772
points to 622 points, a fall of nearly 20%. At the
same time, the Hamburg Shipbrokers’ Association’s
New Contex, a weighted average of vessels in the
1,100 teu-4,250 teu size bracket, has dropped back
by more than 15% from 509 points to 430.

Heading into early 2019, analysts envisage a similar
trend. Although the tide of falling rates could be
stemmed to some extent if owners of older tonnage
see this as an opportunity to send ageing ships to
breakers, particularly in the long-suffering 1,700 teu
class where daily rates have sunk to around $6,000
per day.

Making any firm forecasts beyond the first quarter
is, however, a risky business.

Owners, understandably, are adopting caution as
they wait to see how the US-Sino trade war plays
out, deploying ships only where they are needed.
This also makes forward analysis of supply and
demand difficult to call, as the charter market sits in
a state of flux.

Although a shortage of ships in the lead up to the
implementation of the sulphur cap promises to only
be a short-term fix for rates, this respite could be
very welcome indeed depending how the rest of 2019
pans out.
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WHAT TO WATCH

IMO delays transparency reform debate

THE International Maritime Organization was
unable to reach an agreement over crucial
transparency and openness reforms on Friday,
Lloyd’s List understands.

The IMO Council, the organisation’s 40-member-
state governing body convening in London, this
week did not make any decision on reforming access
to information of the IMO, claiming that there was
insufficient time.

The council, which meets behind closed doors, was
discussing a number of reforms this week, including
changes to its structure, governance and powers.

But the week’s main and highly contentious issue
was thought to be whether a council working group
that would undertake the reform efforts, would
consider facilitating greater access to IMO
information for the public.

Australia was spearheading an effort to open up live
public access to IMO meetings and more liberal
media coverage rules, while leading flag states like
Panama, Marshall Islands, the US and others
opposed even the discussion of the access to
information reforms in the working group.

While the working group did discuss the access to
information issue, it reported back to the council’s
plenary on Friday that it did not have enough time to
properly address the matter and hence made no firm
conclusions.

This outcome effectively means that no access has
been taken on the public access front but does not
disqualify renewed pressure on the IMO to open up
during its next council meeting in 2019.

Charter contracts and insurance coverage
need revisions ahead of 2020, experts warn

LEADING law and insurance experts have warned
owners to revise existing charter contracts and
insurance coverage ahead of the 2020 sulphur cap.

Clyde & Co legal director Beth Bradley cautioned
owners that while managing the practical issues
around the cap, such as the switch to compliant
fuels, is important, there are outstanding
contractual matters as well.

“We are broadly advising owners particularly to look
at their contractual arrangements and seek to
improve them to bring, as far as they can
contractually, everything in line with the regulation.
That is the best protection an owner can give
themselves at this stage,” she said.

At the moment most time charters contracts do not
refer to 2020 changes and do not yet pass down
obligations to time charterers to bunker-compliant
fuel, she said.

BIMCO recently adopted two of four planned bunker
contract clauses outlining obligations of owners and

charters in complying with the 2020 sulphur cap.

Marsh senior vice-president Steve Harris said that
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charterer’s concerns are “multiples” of everybody
else’s as is usually the case.

“Issues about availability of adequate supplies of
low-sulphur fuel oil of the correct type and of the right
grade in all the necessary ports around the world
should cause concern for time charterers,” he said.

But future contractual concerns transcend the
physical supply of fuel.

Several owners are announcing plans to install
scrubbers in hopes of getting a quick investment
payback and competitive advantage based on the
price differential between heavy fuel oil and
compliant fuels.

Mr Harris said he is worried crews are not getting
adequate training to manage the abatement
technology and that could have contractual
consequences

While most marine hull insurance regimes cover
costs of negligence of masters, officers and crew, Mr
Harris noted there is nearly always a caveat for cases
of a lack of due diligence on the part of owners and
managers.

Page 3



Mr Harris questioned whether insufficient training
of crew using scrubbers could be deemed a lack of
due diligence on owners and managers’ parts, and
hence not covered.

The value of scrubbers differs per vessel but as a new
piece of equipment, it adds to the value of the whole
ship and could thus directly affect insurance
coverage.

Following scrubber installations, the value on a
marine hull and marine war policy should therefore
be enhanced, according to Mr Harris.

“Because not to do so might risk partial loss claims,
having average applied to them if you have not
insured the full value of the vessel as it really is to
underwriters,” he said.

But increased insured value means higher risk
coverage for underwriters and higher premiums.

“So, it is only right underwriters are paid the
amount for risk they are covering,” said Mr Harris.

Anna Mittler contributed to this report.

This article contains content from a recent Lloyd’s
List webinar on compliance, legal and insurance
issues around the 2020 sulphur cap. You can
register to watch the Lloyd’s List Future Fuels
webinar instantly for free, here.

You can download a brochure or purchase a full
copy of the Lloyd’s List Mind the Cap: How to
avoid future fuel risk report here.

Baltic Exchange considers wording for dry
bulk indices ahead of IMO 2020

THE Baltic Exchange is gathering market views
about possibly changing the wording for its time-
charter dry bulk indices ahead of the new low-
sulphur regulations that take effect in 2020.

The exchange has been meeting with brokers,
traders, charterers, owners, financiers and others
active in the dry bulk market in forums around the
world to gauge reactions as to what type of fuel, if
any, should be specified in its assessments.

Particular focus is being given to the capesize index,
which has the most weighting.

The latest gathering took place in London on
Thursday with more than 100 people in attendance,
following meetings in Athens, Copenhagen and most
recently in Singapore.

The question is whether to include 0.5% sulphur fuel
into the existing descriptions, in line with the
International Maritime Organization’s low-sulphur
rules.

The issue is further complicated by the introduction

of scrubbers into the equation. With several
companies saying they will be installing scrubbers
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to meet the requirements, especially on the larger
vessels, one hedge fund has suggested having two
indices: one that stipulates a vessel is scrubber-
fitted, and another that reflects low-sulphur or
compliant fuel usage.

Difficulty in indexing is seen resulting from an
expected variance in price between vessels using the
more expensive low-sulphur fuel oil compared with
those that continue to burn the cheaper high-
sulphur fuel oil with the use of scrubbers.

While the uptake of scrubbers has been increasing,
based on third-party analysis, the majority of the
market still expects compliant fuels to be the
dominant choice for the overall fleet come 2020,
provided there is availability.

Feedback from the market will be shared with the
Baltic Index Council, which is meeting in early
December, with a view to making a decision about
the wording before the end of the year.

The council is made up of five individuals. It

provides scrutiny of the Baltic on all aspects of its
benchmark indices.
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The Lloyd's List Podcast: Why shipping needs

artificial intelligence

A LOT can change in three and a half years.

That is how long it took Ioannis Martinos to launch
Signal Ocean Platform, an Al-based service that
aims to optimise commercial decisions for owners,
operators and other market stakeholders.

Signal chief executive Mr Martinos joins Lloyd’s
List reporter Anastassios Adamopoulos in

London this week to discuss how the industry

has become more receptive towards digital
technology, particularly in the spot market. But he
also points out that it has not yet reached a tipping
point where there is sufficient trust in the
technology.

“I think the majority of the industry believes that
technology will enter in a meaningful way our
industry in the next three to five years,” he says.

Mr Martinos, who also offers commercial
shipmanagement operations through Signal
Maritime, talks about how he sees software helping
shipping manoeuvre through the 2020 sulphur cap
and why he is not a threat to brokers.

Don’t forget, you can now subscribe to the Lloyd’s
List Podcast via iTunes and most other podcast
providers. And make sure you are registered for a
free account on Lloydslist.com so you can receive
our Daily Briefing e-mail.

ANALYSIS

Hapag-Lloyd hedges its bets on future fuels

HAPAG-Lloyd believes compliant fuel will be the
key solution to meeting the International Maritime
Organization’s low-sulphur regulation, given the
shortage of capacity for scrubber installations and
uncertainty regarding the cost differential between
high- and low-sulphur fuels.

Speaking at the German carrier’s capital markets
day in Hamburg on November 21, chief operating
officer Anthony Firmin said the biggest advantage of
using low-sulphur fuel for the company’s fleet was
that there was no down time or cost for conversion.

“There is no capex, it is the least environmentally
damaging and there is confirmed availability,” said
Mr Firmin.

The disadvantage was that it would cost more to run
the ships and there were possible compatibility
problems, but this was an issue he hoped would be
solved during the next 12 months.

As Lloyd’s List reported last month, Hapag-Lloyd
also plans to trial both liquefied natural gas and
scrubbers ahead of the 2020 deadline for the
introduction of sulphur emission controls.

But Mr Firmin said that both options would play
only a small part in reducing SOx emissions.

“The worldwide capacity for installing scrubbers for
the 60,000 ships in the world fleet is about 500 a

Lloyd's List | Daily Briefing Monday 26th November

year,” he said. “There are not going to be a lot of
scrubbers installed by the time the regulations come
in.

Early estimates that 4,000 scrubbers would be
installed by 2020 were overly optimistic and it was
now likely there would be only 1,500 in use by the
deadline, he added.

“The industry has been slow to react and is only
starting to catch up,” said Mr Firmin

Moreover, scrubbers were only attractive as a short-
to medium-term solution

“It is economically attractive and is a simple
technology,” he said. “The disadvantage is increased
fuel consumption and discharging the scrubber
waste water in to the ocean.”

Hapag-Lloyd has increased its scrubber trial from
two vessels to 10 13,000 teu vessels.

“If we are successful with these, further retrofits
may be possible,” said Mr Firmin.

But finding capacity to install further scrubbers
could be difficult.

“If you want to install a scrubber, 2019 and most of
2020 has sold out,” he said. “It is going to be quite
difficult to get one.”
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While scrubbers have an estimated payback period
of just one to three years, that is based on low-
sulphur fuel remaining at a $250 per tonne premium
compared with high-sulphur fuel.

“If we knew the premium would stay where it is or
would increase, obviously scrubbers would be a
simple bet, but we do not,” said Mr Firmin.

“We do not know how many scrubbers we will install
after the first 10. If we see the premium for high-
sulphur fuel increasing or staying stable, and the
development of LNG is not as positive as it may
seem at the moment, we may install more scrubbers.
If that is the trend then you are likely to see more
production facilities to make and install scrubbers.”

But while the technology was proven on land
installations, scrubbers were still new in the marine
environment, he said.

“The first installations may need to be modified and
there may be a certain amount of learning by doing,”
said Mr Firmin. “We would not have a huge project
to install scrubbers on all the ships we have without
having some experience.”

Meanwhile, LNG would remain a small part of
meeting low-sulphur regulation.

Hapag-Lloyd has a fleet of 17 “LNG-ready”
containerships and is planning a pilot conversion of
one vessel.

“LNG is not plug-and-play,” said Mr Firmin. “There
is a lot of technical work before we can use it as a
fuel.”

While LNG was the most environmentally friendly
option, it was a mid-term solution for the industry,
he added.

“The advantage is that there is a regulatory certainty
around it and it is clear that it has substantially
lower emissions than fuel oil. It reduces CO2 by
around 30%, which is one of the targets we will have
in the future and it will be available on a broad basis
during the next couple of years.”

The estimated additional cost for a conversion or a
new ship is about $25m to $30m. But based on the
current fuel price information, the payback for that
investment would be four to seven years, Mr Firmin
said.

“The disadvantage is that it is expensive to build an
LNG ship or convert one,” he said. “The bunkering
network is not yet in place and it is not available
everywhere we need it yet.”

MARKETS

Small bulkers present better

asset value upside

CAPESIZE asset values have reached a temporary
peak given the state of earnings as we enter the
winter months. However, opportunities may lie at
the smaller end of the dry bulk markets.

Dry bulk asset values touched a cycle low in 2016.
The chart below shows the asset values for a five-
year-old fixed age vessel as a benchmark. Many
older vessels were removed from the fleet in 2015
and 2016, which set the stage for an asset value
rebound. The contraction in vessel supply led to
improved optimism around the segment, and sale
and purchase activity rebounded sharply in 2017.
Buyers before this collective jump upwards saw the
most gains.

Looking at a slice of the values one year ago and
comparing them with the asset prices in mid-
November 2018 informs that asset prices still had
upside at this point, realising gains of about 10%
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depending on the market segment of each of the
ships. The asset value for these ships is now priced
above their long-term median, a benchmark we use
to assess the long-term prospects of the asset class.

These notional numbers translated into real asset
plays seen in the sale and purchase markets. Real
ships age as the market progresses, unlike the
idealized fixed age ships. The Navios Aster was sold
at a market bottom in mid-2016 for $20.5m. It then
exchanged hands again in early 2017 for a $9m
premium despite the fact it was a year older, as the
demand for trading age ships increased.

Looking at prospects for the ships requires
understanding the market dynamics that are driving
the earnings of the ships. In this case we look at the
trading patterns of capesize and handysize. Both
market segments have seen record high tonne-mile
demand through the end of October, which reflected
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spot market returns in the early autumn. However,
there is a key difference in what is driving demand
for these ships.

Capesizes are dependent on the movement of major
bulk cargoes, and predominately service countries
in the Far East. Handysize demand is focused on the
minor bulk markets and is far more diversified in its
trading opportunities. This makes the smaller ships
less dependent on the economic trends in individual
countries. In late November 2018, handysize ships
were earning more than the larger capesize vessels,

at about $10,000 per day compared with $8,300 per
day.

This creates an interesting opportunity for investors
in the dry bulk space. Five-year-old handysize ships
are trading at about 11% below their long-term
median value, while capesizes are now at an equal
percentage above their median.

This suggests more upside is possible from a
handysize asset play than for capesize ships.

IN OTHER NEWS

Brussels clears Antwerp of state aid
charges

THE European Commission has
cleared the Port of Antwerp over
accusations that it had provided
state aid to PSA Antwerp and
Antwerp Gateway.

The port authority, which is
owned by the city of Antwerp,
signed agreements with the two
terminal operators that included
provisions that a minimum
volume of containers was
handled each year.

Between 2009 and 2012, however,
neither terminal reached its
minimum tonnage requirements.
This should have triggered a
penalty payment to the port, but
in 2013 the port authority
retroactively revised the
minimum throughput
downwards, reducing by 80% the
amount of compensation paid by
the operators.

Following a complaint, the
commission found that the
adjustment was justifiable in the
context of the economic crisis as
container volumes fell across all
ports and terminals. Moreover,
PSA Antwerp and Antwerp
Gateway were in a special
situation, as they were still in
start-up mode in the
Deurganckdok part of the port.

Rising costs dent bottom line at
CMA CGM

REVENUES at French container
line CMA CGM rose by 6.3% year
on year in the third quarter of
2018 to reach $6.1bn as the
carrier increased volumes by
5.5%.

Net income, however, fell by
two-thirds to $103.1m as rising
fuel prices led to a sharp increase
in unit costs.

CMA CGM also confirmed that it
had raised its equity share in
CEVA Logistics to 33% and would
be announcing a SFr30 per share
bid, before the end of November,
to CEVA shareholders who
wished to dispose of their stakes
in the Switzerland-listed logistics
operator.

Diana Containerships sees net loss

in third quarter

DIANA Containerships reported
$6.3m losses in the third quarter
of the year, compared with $8.7m
for the same period last year,
bringing losses for the first nine
months of 2018 to $52.5m.

The third-quarter loss mainly
includes $4.8m impairment
charges on one vessel, according
to the report. The nine month's
losses include $20.4m
impairment charges for two
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vessels and $16.7m of aggregate
losses on the sale of seven ships.

The company trimmed its fleet to
four vessels earlier this year,
using the cash to pre-pay
existing debts. Diana
Containerships declared itself
debt-free in July.

The smaller fleet managed time
charter revenues of $5.2m in the
third quarter of the year,
compared with $§6.7m in the
same period of 2017. Improved
market conditions partially offset
the shrinkage of the fleet, said
the company.

Bumi Armada posts third-quarter loss
as impairment charges bite

GIVING an indication that all is
still not well with the offshore
services market, Malaysia-based
international offshore energy
facilities and services provider
Bumi Armada slumped into an
RM502.8m ($119.8m) third-
quarter loss from an RM123.7m
gain in 2017, mainly due to
impairments made on the value
of various assets. This was the
group's second consecutive
quarter in the red from an
RM585.8m loss in the second
quarter.

The group said it recognised a
non-cash impairment of
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RM41.4m on the sale of the
1999-built very large crude
carrier Armada Ulysses in its
floating production business. The
vessel had been laid up
previously and was held as a
floating production, storage and
offloading conversion candidate.
As aresult the segment saw its
profit fall to RM144.5m from
RM182.4m in the corresponding
previous period.

However, the real damage
came from the offshore support
vessel segment, where the

group provided for RM522.1m
against approximately 70% of
its fleet. The segment turned in

a loss of RM545.2m due to this.

Utilisation rates, however,
picked up to 43% in the third
quarter from 38% in the quarter
before.

Nordic American Tankers sells two
more ships

NORDIC American Tankers
completed its ninth and 10th
vessel sales since the summer,
the company announced on
Thursday.

The sales of the 1999-built
Nordic Aurora and Nordic Sprite
for $10m each completes the
liquidation of pre-2000 vessels
that the company says is part of
its commercial strategy.

The 10 vessel sales this year
brought in a total of $100m.

With an average age of about 10
years, the Nordic fleet now
consists of 23 suezmaxes, which
will operate in a tanker market
that the company said is as
strong as it has seen in years.

For classified notices please view the next page.
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