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Monday April 29, 2019

Iran-China crude flow is 
moving via ship-to-ship 
transfer network

A FLEET OF six vintage tankers is at the centre of an international 
logistics chain using an unprecedented seaborne trade flow to supply 
as much as 300,000 barrels per day of Iranian crude being shipped to 
Asia.

Very large crude carriers, linked to Shanghai-based Kunlun Holding 
Co, are shuttling crude from Iran to offshore Malacca for ship-to-ship 
transfer on to Iranian owned tankers for onward sailing to Asia. 
Alternately, crude is shipped on to other tankers used for floating 
storage off Malaysia, also owned or operated by Kunlun.

Ships’ AIS transponders that transmit their position and depth in the 
water are turned off during loading within Iranian waters for transfers 
off the Malacca coastline, and also during onward sailing to 
destinations east of Singapore, based on vessel-tracking data and 
global radar imagery. Using the technology, crude has been identified 
as being carried on as many as three separate tankers from loading to 
discharge at locations in China.

As much as 40% of Iran’s exports, equal to 620,000 bpd were off-the-
radar through November to April, commodity analytics and data 
provider Kayrros said in an April 26 report. That included cargoes 
from the Iranian-owned fleet of tankers, which is shipping most crude 
and condensate volumes.

There is no suggestion that the practices breach US sanctions, however 
the route and STS methods used by Kunlun has not been observed for 
Iran-China crude flows before, suggesting that the recent US decision 
to tighten restrictions on oil exports from Iran is having an impact.
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China National Petroleum Corp, the world’s third-
largest oil company, is the parent company of 
Kunlun Shipping, according to VesselsValue. Kunlun 
Shipping has bought five VLCCs aged 17 years or 
over since mid-2018 its data shows, some of which 
are beneficially owned by Kunlun Holding. The 
company may have purchased another VLCC this 
month, according to shipbrokers.

The Iran-China crude flows have evolved since US 
sanctions on Iran’s petroleum and oil sector were 
re-imposed in November. It may account for an 
additional 9m-10m barrels each month of Iranian 
exports excluded from market estimates analysts 
familiar with the practice told Lloyd’s List.

“Kunlun is known to STS Iranian crude in the 
Malacca,” said Samir Madani, co-founder of 
TankerTrackers.com, and who is familiar with the 
subterfuge used to ship cargoes into and out of 
sanctioned countries, including Syria and Iran. He 
estimated that March Iranian exports totalled 1.9 
million bpd, the highest in six months, once the STS 
shipments were included.

A Kunlun Holding official, who declined to be 
identified, told Lloyd’s List via telephone that she 
was not familiar with the matter and questions 
about the company’s vessels being involved in STS 
transfers of Iranian crude were considered to be 
harassment. She declined further comment.

The US administration’s mantra of “maximum 
pressure means maximum pressure” in Iran will 
intensify focus on the STS logistics chain. Waivers 
granted to eight countries allowing limited imports 
of Iran crude and condensates expire on May 1 and 
have not been renewed, with goals to slash exports 
to zero. Iran’s supreme leader Ayatollah Ali 
Khamenei maintains that key buyers China and 
Turkey, along with Russia, will resist US sanctions 
pressure. China’s foreign minister told the Financial 
Times this week the US moves will contribute to 
volatility to the Middle East and international 
energy market.

The ownership of the VLCCs is complex to unpick 
but not unusual for the global merchant fleet. 
Kunlun Holding is the beneficial owner of the Tian 
Ying Zuo, Pacific Alfa, CCPC Vanguard and Tian Ma 

Zou, according to Lloyd’s List Intelligence. Kunlin 
Shipping also bought the VLCC Pacific Bravo and 
VLCC Wu Xian, in December and January 
respectively, according to three shipbroker reports. 
All but the Tian Ma Zou are flagged in Liberia and 
technically managed by Cosco Shipping Tanker 
(Dalian) Seaman & Ship Management Co, according 
to Lloyd’s List Intelligence. Cosco Shipping Tanker 
(Dalian) Seaman & Ship Management Co declined 
comment.

Tian Ma Zou transferred to Panama from Liberia 
three weeks ago and is now technically managed by 
Kunlun Shipping, according to Lloyd’s List 
Intelligence.

The Liberian Registry, headquartered in Dulles, 
Virginia in the US, is the world’s third-largest flag 
for international shipping. The registry is 
investigating the the voyages and operations of the 
vessels, said the registry’s chief operating officer, 
Alfonso Castillero. The Panama registry did not 
respond to emails for comment.

The National Iranian Tanker Co has changed flags, 
vessel names, and classification societies to 
complicate tracking of Iranian crude. A handful of 
vessels owned by Chinese or Japanese companies 
have also been tracked shipping Iranian crude in the 
past few months but have not used these practices. 
Japan and China are among eight countries, 
including India and Turkey that secured waivers 
from the US Treasury from November to May 1.

Under the international safety regulations of Solas 
— the Safety of Life at Sea Convention — ships 
should always have their AIS on when under way or 
at anchor, unless the safety or security of the vessel 
is threatened. Analysis of vessel-tracking data shows 
that all six tankers have switched off their AIS for 
periods of three days or more while either at anchor 
in waters off Malaysia while in the Malacca Strait or 
after entering the Strait of Hormuz and sailing to 
areas in which Iranian crude cargoes are known to 
be loaded.

“Turning off an AIS or any other means of 
communication is not a regular nor acceptable 
practice and as such raise concerns, especially in the 
area of navigation,” said Mr Castillero.
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Will Stellar Daisy lessons be learned too late?
WILL the lessons learned from the sinking of the 
very large ore carrier Stellar Daisy simply be too late 
to make a difference?

It has already been two years since the 266,141 dwt 
vessel, which had been converted from a very large 
crude carrier, sank in high seas in the South Atlantic 
on its way to China from Brazil. Two crew members 
were rescued out of 24 on board.

The Marshall Islands, which flagged the 23-year-old 
vessel and which was the lead investigator, published 
its accident report in recent days, noting 
“catastrophic structural failure”.

A spokesperson for the flag state administration told 
Lloyd’s List that it has submitted its findings to the 
International Maritime Organization for review 
during a working group on casualty analysis in the 
Implementation of IMO Instruments sub-committee 
which next meets in July.

“We are in the process of submitting the 
recommendations in the report to IMO for 
consideration at [the Maritime Safety Committee 
which will meet in May next year]”, the 
spokseperson said.

The IMO confirmed that any specific proposal to 
amend a code, including the Safety of Life at Sea 
Convention, needs to be put forward for 
consideration by the relevant body. A two-thirds 
majority is also needed for any amendments to be 
approved.

The time it therefore takes from proposal to 
adoption, and entry into force could be a minimum 
of 24 months, according to the IMO, which added 
that if an issue is deemed urgent, an extraordinary 
meeting can be called.

Too late?
“By the time any changes to the regulations are 
made, converted VLOCs will be retired or scrapped 
due to age or end of charters,” the Dry Bulk 
Terminals Group executive director Nicholas Ingle 
said.

The process could be simpler and therefore 
quicker, he said, adding that the biggest issue 
would be getting input and agreement from all 
member states.

“Our regulator has no teeth and as a result relies on 
member states to bite,” he said.

The IMO told Lloyd’s List that “the process is the 
process” and was set up by member states in 1974. 
“The system is set.”

But if a member state wants to change the process, it 
needs to raise the issue at the relevant committee or 
sub-committee.

There are 45 converted vessels still trading in the 
fleet, posing risks to seafarers. Most were built as 
single-hull tankers in and around 1993, meaning 
they are more than 25 years old as of today. By 2021, 
that number will have dwindled as the natural 
end-of-life cycle occurs.

But as the Stellar Daisy report shows, there are safety 
risks associated with these types of conversions.

Recommendations
The Marshall Islands has identified some areas for 
improvement to avoid similar tragedies, including 
aligning bulk carrier inspection regimes with those 
of tankers.

The IMO’s 2011 ESP code states that water ballast 
tanks on bulk carriers be inspected annually if the 
condition of the coatings is “poor”, while for tankers, 
annual checks are required if the condition is “less 
than good”, meaning it is more stringent.

“While acknowledging the environmental 
consequences of a major oil spill are significantly 
different than the environmental consequences 
associated with the loss of a bulk cargo, the potential 
loss of life associated with the loss of a tanker or a 
bulk carrier is the same,” according to the report.

A revision to the International Maritime Solid Bulk 
Cargoes Code has also been recommended to make 
it mandatory for independent third-party 
laboratories to test cargo moisture as per the 
Transportable Moisture Limit rules which are in 
force to avoid liquefaction.

It also noted an amendment to Solas Chapter XII 
that requires bulk carriers of more than 150 m 
carrying Grade A cargoes to have sufficient stability 
and strength to withstand liquefaction in one or 
more holds.

WHAT TO WATCH
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Although the Solas Chapter XII regulation, does 
require water level detectors, it does not currently 
have a reference to “liquefaction” or to Grade A 
cargoes.

Intercargo this week identified liquefaction as the 
major cause for loss of life on bulkers.

Conversion safety
The International Association of Classification 
Societies, which found no safety issues with 
converted VLOCs, said it is initiating a review of the 
Stellar Daisy investigation report “imminently”.

It could not say how long it would take to conduct its 
review.

The group said in its 2017 annual report that “no 
safety-related critical structural damages have been 
identified and there is no clear justification for any 
IACS work on these vessels”.

It said in an email that IACS does not have rules for 
VLOCs, although individual members will have their 
own rules.

The Korean Register, which was responsible for 
classing 30 converted VLOCs, 18 of which were in 
the Polaris Shipping fleet, said that it complied with 
all relevant rules and regulations concerning the 
conversions, and has, in large part, agreed with the 
Marshall Islands’ recommendations.

It noted that “any proposal of a new work 
programme suggesting the development of new 
requirements or amendments to existing 
requirements of IMO mandatory instruments must 
be made through IMO member states; they are not 
for individual class societies or NGOs to initiate”.

Since the design of Stellar Daisy was similar to that 
of the other converted VLOCs in terms of structural 

configuration, compartment arrangement, 
reinforcement, hull materials, longitudinal strength, 
transverse strength and local strength, KR carried 
out emergency inspections on 29 vessels following 
the Stellar Daisy incident.

Based on the surveys, “proper repairs” were 
carried out, while a dozen other vessels were 
inspected by the South Korean government, the 
Marshall Islands and a different classification 
society, it said.

Flooding risk
A number of bulk carriers were lost due to flooding 
in the 1990s, according to KR, which led to revisions 
in the Solas regulations.

The worry for converted VLOCs is that they have 
large water ballast tanks, which “increases the 
potential for a major structural failure and loss of 
buoyancy in the event that a WBT floods when the 
ship is in a laden condition”, KR noted in a response 
to questions from Lloyd’s List.

The current Solas regulations, however, only 
consider flooding of cargo holds, but not WBTs, it 
said, adding that this is the gap in the additional 
safety measures that is mentioned in the Marshall 
Islands report.

KR said that “with any action taken by IMO, IACS 
and its member societies will need to revisit the 
IACS requirements already in place to ensure that 
they are adequate to effectively prevent tragic 
accidents. KR, as an involved society, will also carry 
out a thorough review of its own rules and 
procedures to see whether there any areas to 
improve the safety of converted VLOCs.”

“The results of our findings will be fed back to IACS 
so that potential changes to global practices can be 
assessed and strengthened.”

From the News Desk: Businesses are also 
a cyber risk
MOST cyber security conferences focus on 
protecting the ship. They ask: How vulnerable are 
your vessels? How should you protect your ships 
from cyber-attack? How should you keep your 
ecosystem safe? Next week, a forum in Athens 
ponders the massive danger of using ships as 
weapons.

However, according to endpoint protection 
specialists at Malwarebytes (Q1 2019 Cybercrime 

Tactics and Techniques report), cybercriminals are 
increasingly targeting businesses, especially small 
businesses, whose limited resources make them 
prime targets. They say this shift away from 
consumers demonstrates that cybercriminals are 
focusing on higher value targets with larger 
databases.

Ransomware has gained rapid momentum among 
business targets with an increase of 195% in 
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detections from the fourth quarter of 2018 to the 
first quarter of 2019. A new section was added to the 
report, this time on data privacy because businesses 
are lax when it comes to protecting their data.

So when planning the next maritime cyber 
conference, remember the poorly protected business 
is just as big a threat as the ships it operates.

Preparing for 2020 – and beyond
ExxonMobil is to expand its refinery at Fawley, on 
Southampton Water, to increase production of 
ultra-low sulphur fuel oil by 45% or 38,000 barrels a 
day, along with logistics improvements.

The company claims this $1bn upgrade would make 
Fawley the UK’s most efficient facility when it comes 
on stream in two years’ time. ULSFO will be used 
for trucks, buses and off-road equipment as well as 
for ships.

The energy major has recently invested on the US 
Gulf Coast and in Rotterdam, Antwerp, and 
Singapore. The company has said it will supply 
compliant 0.5% sulphur marine fuel at Antwerp, 
Rotterdam, Genoa, Marseilles, Singapore, Laem 
Chabang, and Hong Kong.Insurance faces existential 
threat.

Insurance faces existential threat
Shipping is becoming safer: insurers’ statistics prove 
it. However, new ships are larger, they carry more 
cargo, and are much more complex. Insurers say this 
is changing the risk profile at a time when premiums 
have been seriously eroded. If the industry suffers a 
series of large and costly claims, all marine 
underwriting sectors would be hit hard.

Meeting in Hamburg earlier this month, the 
International Union of Marine Insurance heard 
Rama Chandran, chairman of the Ocean Hull 
Committee, say the main concern continues to be 
“the accumulation of risks associated with large 
container vessels,” especially onboard fires.

The fire on Maersk Honam in March 2018 is likely 
to be the largest General Average loss in history. 
Then there was a spate of shipboard fires including 
Sincerity Ace, Yantian Express, APL Vancouver, ER 
Kobe and Grimaldi Grande America. Issues such as 
cargo mis-declaration, improper packing, loading, 
labelling and shipping of hazardous cargoes are 
likely to be factors.

Other risks picked out by Chandran were advances 
in digital technology — both in naval architecture 

and in vessel operations — and the ability of 
seafarers to effectively manage cutting edge 
technology and growing amounts of data. He 
anticipated increased machinery claims resulting 
from the 2020 sulphur limit.

Insurers are seeing fewer claims, but each one now 
has significance for the profitability of the sector. 
Where premiums no longer adequately cover losses 
and expenses, something has to change. Step 
forward, Richard Turner.

Bunker Baron soothes troubled waters
The appointment of Tyler Baron to head up Minerva 
Bunkering hopefully brings to an end a dark period 
for the fuel supply sector. Magid Shenouda, global 
head of rading at Mercuria Energy Group, certainly 
hopes so.

Mercuria acquired the dregs of New York-listed 
Aegean Marine Petroleum Network after the latter 
emerged from Chapter 11 bankruptcy proceedings. 
Aegean was linked to a $200 million fraud involving 
fake transactions with brass-plate companies. An 
activist investor revolt caused Aegean to sever ties 
with founder Dimitris Melissanidis, a shipping and 
oil billionaire who was at one time a major investor 
in AEK Athens football club.

“Given Tyler’s history with and dedication to the 
company, as well as his breadth of experience in 
financial markets and capital allocation, he is the 
ideal candidate,” Mr Shenouda commented. Perhaps 
more experience of the New York financial markets 
than any bunker supplier wants to have.

IMO is not on trial over Stellar Daisy
Two years after the sinking of the very large ore 
carrier Stellar Daisy, the detailed report has 
emerged. Experts are now poring over it to see 
what’s missing. Lloyd’s List received full answers to 
detailed questions from the ship’s classification 
society, Korean Register, which add useful 
additional insight into what might have contributed 
to the casualty.

But there’s something else: you don’t have to read 
much about shipping to find someone taking the 
IMO to task for being late/slow/incomplete/
bureaucratic. Critics demand to know why it takes 
so much effort to revise safety rules. By the time 
the shortcomings that led to Stellar Daisy’s sinking 
are addressed, almost all the other VLOCs afloat 
will have been recycled. In the meantime, more 
lives are in danger, they argue. And they are right 
to do so.
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However, while the industry should learn lessons 
from this and similar incidents, the IMO itself is not 
on trial. Those who take the time to read media 
coverage of the recent Boeing 737-MAX crashes will 
understand the importance of the regulator 

remaining at arm’s length from a manufacturer. The 
US Federal Aviation Administration has spent the 
past month rebuilding credibility with American 
lawmakers. The FAA’s woes show that the IMO’s 
impartiality has merit.

OPINION

Shipping’s ‘Paris Agreement’ needs 
its regulators
IT HAS been more than a year since the 
International Maritime Organization adopted a 
landmark — albeit temporary — strategy to curb 
shipping’s greenhouse gas emissions.

Much of the industry has attached itself to shipping’s 
‘Paris Agreement’ and its targets. IMO 2050 has 
become synonymous with environmental ambition 
and a point of reference in both long-term corporate 
strategy and a proof of commitment to 
decarbonisation.

While this spillover effect is both much needed and 
appreciated, regulators need to assume 
responsibility and come up with clear policies and 
measures not only for the 50% absolute reduction 
target, but also for the other equally important 
targets: a 40% reduction in carbon emissions per 
transport work — which is the terminology used by 
the IMO — by 2030; and 70% by 2050, compared 
with 2008.

The IMO’s Marine Environment Protection 
Committee is the last high-level environmental 
meeting until 2020. While that inevitably means 
this is the last chance to address details about the 
2020 sulphur cap, it also means the industry will not 
have any clear guidance for regulators on GHG 
emissions for at least seven months.

Given that vessels built today will still be in 
operation 25 years later, every month counts.

A proposal to introduce slow steaming and other 
proposals to improve efficiency shows there is a 
desire — at least by some countries — to take 
immediate action.

Regulators will also have to wrap up discussions 
about the future of the Energy Efficiency Design 

Index — the IMO’s flagship decarbonisation measure 
— after a meeting last year failed to reach an 
agreement on a number of crucial points.

However, too many pressing questions linger, such 
as what is ‘transport work’, exactly? And how will 
the IMO reconcile its principle of applying rules 
equally across all vessels, while at the same time 
honouring the idea that developed countries have a 
different responsibility than the developing and 
least-developed countries?

Some of those may be addressed individually for 
each measure. Yet regulators cannot afford to push 
back difficult decisions and evade these questions.

If they do, the commitment loses credibility and 
eventually a rift will open between those who want 
to and can take the initiative to curb their own fleets 
and those who simply follow innovators and 
belatedly introduce rules.

The chasm will not only apply to the industry, but 
also to regulators themselves.

The European Union only temporarily benched a 
proposal to create emissions rules for shipping in the 
bloc until 2023.

Kicking the can down the road in May will only help 
revive calls for regional rules, particularly from an 
EU parliament keen on such a move.

The year 2050 may stand for the larger, overarching 
ambition of what seems to be an unstoppable 
movement. However, the immediate focus has to be 
2030 — without losing sight of 2050.

Ignoring that would risk ending a global policy 
before it even gets started.
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Yard Talk | Chance for a Japanese renaissance
IT IS hard to tell whether Japan’s shipbuilders are 
retreating or biding their time.

Their faltering market share doesn’t bode well. In 
terms of compensated gross tonnage, their new 
orders accounted for 8.6% of the market in 2017 and 
12.6% in 2018, according to Clarksons’ data.

The performance paled in comparison with the 27% 
ratio achieved in 2015 and the 30% goal set by the 
Tokyo government.

Last year, Japanese yards let competitors in South 
Korea triumph in building the high-value added 
liquefied natural gas carriers, while the Chinese 
continued to prevail in lower-end products, such as 
dry bulkers.

A few big players, including Kawasaki Heavy 
Industries and Mitsui E&S Shipbuilding, are scaling 
back their domestic shipbuilding operations, moving 
capacity to China in search of cost advantages.

“If low-cost producers can work with technically 
advanced companies like ours, then we can survive,” 
Mitsui E&S president Tetsuro Koga recently told 
local news outlet Diamond Online.

But one opportunity for a renaissance, rather than 
mere survival, is possibly right around the corner. 
And that is the rising demand for vessels burning 
less and cleaner fuels, driven by new shipping 
emission requirements.

The market is of course no stranger to the Japanese 
eco-designed merchant vessels.

In fact, the ‘eco-ships’, with advanced hull forms and 
other optimised designs, are a 40-year-old product 
that “have already realised the highest levels of fuel 
efficiency in the world,” claimed the Shipbuilders’ 
Association of Japan in its latest Solution Book 
report.

Some have criticised Japan, once the world’s largest 
shipbuilding nation, seeing its push for ships with 
lower fuel consumption and reduced greenhouse gas 
emissions as marketing gimmicks. However, owners 
did buy into that and invested in the cleaner ships, 
before the last round of oil price crashes.

The price at the pumps has been recovering, albeit 
slowly. Bank of America in a recent report predicted 

that a “massive surge in distillate demand” later this 
year could “potentially push oil prices above $100 
per barrel.”

The surge in distillate demand is a consequence of 
the 2020 sulphur cap, under which shipowners and 
operators will have to pay more for the compliant 
fuels — ranging from $50 to $500 per tonne, 
estimated by different industry organisations.

But even the conservative estimates, such as a 
spread of $100, would ramp up bunker expenses by 
more than 20% based on today’s price for heavy fuel 
oil. Bear in mind that fuel costs account for as much 
as 50%-80% of voyage costs depending on the type 
of ship and service.

So, a Japanese kamsarmax newbuilding, for 
example, which can burn 8%-10% less fuel than its 
Chinese counterpart, is likely to become more 
attractive to owners than it is now.

Clean fuel opportunity
The bigger opportunity probably lies further into the 
future when shipping companies must prepare for 
the 2050 carbon-neutral target.

Liquefied natural gas is regarded as a promising 
transitional marine fuel, at least for the next two 
decades. Two LNG-fuelled tugboats have already 
been built in Japan and delivered to major owners 
NYK and MOL.

While Japan is not renowned for developing large 
gas-fuelled containerships, it is in the LNG 
bunkering business.

In February, Japan Marine United received an order 
to build a bunkering ship that can supply both LNG 
and low-sulphur fuel oil for a local consortium 
consisting of bunker retailer Sumitomo Crop, 
Yokohama-Kawasaki International Port Corp and 
product tanker operator Uyeno Transtech.

Equipped with an LNG tank capacity of 2,500 cu m, 
it could fuel cargo carriers for a round trip between 
Asia and North America, Sumitomo said.

The deal came after another order for a bunkering 
vessel with a 3,500 cu m LNG tank, which was 
signed by KHI in July last year with a joint venture 
established by K Line, NYK, Chubu Electric Power 
and trading house Toyota Tsusho Corp.
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Both vessels will start their ship-to-ship bunkering 
service next year.

American Bureau of Shipping executive vice-
president of global marine Kirsi Tikka recently told 
Lloyd’s List that alternative local-carbon fuels must 
be developed well in advance if the industry is to hit 
greenhouse gas emissions reduction targets, even 
though demand for new fuel options is not 
anticipated to rise until after 2030.

Japan has certainly been a strong proponent of the 
idea.

The ministry of land, infrastructure and transport 
launched its ‘Maritime Productivity’ initiative in 
2016, with the aim of expanding Japanese yards 
over market share. One important element of the 
initiative is to support ships running on alternative 
fuels such as LNG, batteries and hydrogen.

Given Japan’s ambition to become a hydrogen-
powered society, one would expect it to lead the 
technology on ships should this type of fuel become 
mainstream.

What is more, MOL, Oshima Shipbuilding and Class 
NK started a project last year to put a rigid wind sail 
of over 300 sq m on a 100,000 dwt dry bulk carrier, 

scheduled for operation in fiscal 2021, as part of the 
so-called ‘Wind Challenger’ programme initiated 10 
years ago.

The sail is expected to add about 15 tonnes of thrust 
— less than 13 m per second of wind speed with an 
appropriate attack angle — to the main engine, 
translating into 5%-10% reduction of greenhouse gas 
emissions, according to MOL’s technical division. A 
vessel could be fitted with multiple sails of this 
nature to achieve even better results when the 
technology matures, the division added.

Challenges, though, will always arise.

Many of these are technological issues. MOL, for 
example, said manufacturing the giant sail panels 
made of fibre-reinforced plastic with good quality 
was no mean feat.

There are also commercial risks as further demand 
for ships using the new technologies is uncertain, 
while yards in South Korea and China, with some 
heavily supported by state funds, are no slouch in 
developing cleaner ships.

Despite all these concerns, being at the forefront of 
innovation, the Japanese shipbuilding industry has a 
good chance of regaining its past glory.

Container freight rates set to remain subdued
ANALYSIS

SPOT freight rates are looking “underwhelming” for 
the container shipping sector despite the best recent 
efforts of lines to retain control over capacity and 
pricing, according to one leading analyst, although 
rates on the main east-west trades remain up 
slightly from last year’s levels.

Maritime Strategies International said carriers 
would likely continue to blank sailings on Asia-
Europe and transpacific services into the summer 
— possibly taking advantage of scrubber 
installations due to the low-sulphur fuel rules that 
come into force in January 2020 — but capacity 
expansion would continue to outweigh growth in 
volumes.

MSI said the coming quarters would also 
increasingly test lines’ ability to pass on fuel costs as 
higher crude prices increase bunker costs.

Demand growth on the Asia-Europe trades is 
expected to “remain weak” but “positive” through 

the summer, mostly due to stronger consumer 
sectors and solid growth in central and eastern 
European nations.

“We expect overall volume growth of 2-2.5% in the 
coming quarters,” the analyst said its latest report. 
“Carriers have announced nine blanked sailings in 
May, totalling 115,000 teu. On the basis of scheduled 
sailings, and assuming our forecasted moderate 
volume growth comes to pass, vessel utilisation will 
improve later in the second quarter.

“However, it will take either a similar volume of 
blanked sailings, or else 5+% demand growth, to 
bring load factors back up to around 90%.”

On the Asia-Europe trade, therefore, MSI forecasts 
spot rates of around $930 per teu in June and $850 
per teu in September.

Over the remainder of this quarter, the analyst 
expects transpacific spot markets to remain higher 
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on a year-on-year basis until the summer, when 
2018 rate surges due to the US-China tariff war 
might see year-on-year comparisons turn bearish.

“In the absence of higher tariffs, healthy consumer 
expenditure will drive an improvement in volumes, 
while lines will continue to limit capacity upgrades, 
at least to the US west coast, as far as possible,” said 
MSI.

“On the transpacific as a whole, we expect spot 
rates of around $1,860 per feu in June and 
$2,000 per feu in September. Risks are arguably 
weighted to the downside, although rates have 
actually held up better this year than we had 
initially feared.”

Turning to the current market, MSI said that after 
signs of stabilisation in March, main-lane spot 
freight rates had been steady so far in April. The 
SCFI Comprehensive index is currently 13% higher 
than a year earlier.

“The Asia-North Europe and Asia-Med trades, 
against a backdrop of capacity upgrades, have 
effectively moved sideways since mid-March,” added 
the analyst.

“Carriers succeeded in implementing general rate 
increases on the transpacific trades in the last week 
of March, although upward momentum since then 
has stalled and annual contract rate negotiations are 
reportedly proving challenging for liners.”

Tanker trends: Certainty of uncertainty
BY the end of the second quarter, very large crude 
carriers and suezmaxes will have the largest fleets in 
history, according to Paris-based BRS shipbrokers’ 
tanker analyst Felipe Loachamin.

Newbuilding suezmax and VLCC tonnage delivered 
over the first three months of 2019 was the second-
highest on record, Mr Loachamin calculated. Some 
of this was deployed in clean trades, perhaps 
masking the impact on overall supply.

BRS estimates a further 50 VLCCs, seven 
suezmaxes, 12 aframaxes and one panamax will be 
delivered by the year’s end. That includes some 26 
tankers over April.

This avalanche desperately needs to be tempered 
by scrapping as crude demand growth is expected 
to be modest. But as BRS noted in its April monthly 
Alphatanker report, demolition interest remains 
low.

Despite earnings barely covering operating 
expenditure, owners are delaying scrapping 
decisions. Some are deploying larger tankers for 
floating storage. Others await greater clarity on the 
economic consequences of the IMO 2020 low-
sulphur fuel regulations.

The year 2018 was a bumper 12 months for tanker 
demolition; some 98 tankers ranging from panamax 
to VLCC size were scrapped, according to BRS data. 
That figure sits at just eight over the first quarter of 
2019.

The pace of demolition is not expected to accelerate 
until towards the end of the year and this may weigh 
on freight rates, alongside other factors. If it 

coincides with the usual fourth-quarter rally, this 
may augur well for larger sizes. Slippage, or 
construction delays, should also be monitored. 
Some 12 of the 19 newbuilding VLCCs delivered in 
the first quarter of 2019 were anticipated last year.

Tonne-mile demand
Swing supplier Saudi Arabia’s decision to curb crude 
exports to raise oil prices has pushed production by 
the Organisation of the Petroleum Exporting 
Countries to multi-year lows. But it has also had a 
disproportionate effect on the larger tanker sector, 
and tonne-miles generally.

For example, Saudi-US crude flows plunged to the 
lowest in decades in March, which is decimating 
tonne-mile demand. The seven Saudi-loaded VLCCs 
and one suezmax that discharged in the US that 
month generated 24.6bn tonne-miles, a 38% drop on 
the year-ago period, Lloyd’s List Intelligence data 
showed. Over the first quarter of 2019 tonne-mile 
demand on the Saudi-US route measured 78.8bn, 
down from 166.9bn in the first quarter of 2018 and 
151.9bn in the corresponding three-month period in 
2017.

Have rising US Gulf-Asia trades been enough to 
compensate for such drastic falls?

Even though China slashed crude imports from the 
US Gulf at the height of trade war tensions, South 
Korea and other Asian countries compensated. US 
Gulf-China flows have resumed since February, but 
nowhere near the record volumes seen in the first 
half of 2018.

Tonne-miles from crude shipments from the US Gulf 
to key Asian countries (including India) reached 
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70.7bn in the first quarter of 2019, compared with 
60bn a year earlier.

Rising crude volumes exported from Brazil to China 
have added to the tonne-mile demand equation, but 
the distance sailed is less.

From the Middle East Gulf to Asia the tonne-mile 
picture is stable. Tonne-mile demand from the 
Middle East Gulf to key Asian and Indian 
importers in the first quarter of 2019 measured 
624.2trn, versus 605.5trn for the year-ago period.

WTI/Brent spread
West Texas Intermediate oil’s wide discount against 
Brent was one factor that helped to propel record 
imports of US crude into Europe over the last 
months of 2018 and into early 2019. But since 
April, the spread has narrowed. Even though US 
Gulf crude exports keep breaking fresh records by 
the week, crude flows to Europe are slowing, 
suggesting that the arbitrage that promoted this 
trade is closing. Mixed with this are forecasts of 
slowing global demand for crude in Europe, 
although IMO 2020 is tempering the gloom.

Additional pipeline capacity to move greater 
volumes of shale oil from mid-Western oil fields to 
the US Gulf was added recently, and more is 
anticipated this year. While this will boost US crude 
exports, eliminating bottlenecks that once prevented 
volumes from reaching ports, it is likely to influence 
the Brent/WTI spread as well.

Sanctions and waivers
US sanctions on Iran and Venezuela have boosted oil 
prices and redirected seaborne crude flows amid 
market deficits of heavy-sour and medium-sour 
grades. On top of this, tanker owners are 
recalibrating fleet movements to stay ahead of 
ever-changing US Treasury rules.

On May 2, the US administration will decide 
whether to extend six-month waivers granted to 
eight countries allowing them to import Iranian 
crude without penalty. Turkey, China and India 

— now the biggest buyers — appear certain to have 
waivers renewed but for lesser volumes.

But overall, the US bark appears worse than its bite 
— for now. Lloyd’s List Intelligence data showed 
Iranian exports in March topping 1.7m bpd in March, 
a five-month high and the most since sanctions were 
imposed last November. However, April volumes 
appear to be slowing, amid a rising opacity of fleet 
movements that stymies vessel tracking.

Venezuelan March exports touched 25-year lows of 
just under 1m bpd and are expected to remain at 
this level or lower. The country has been circling the 
drain for the past 12 months so volumes for 
shipment will remain very low. US sanctions 
announced on January 28 to oust the Nicolás 
Maduro government have failed to have the desired 
impact of the hawks in Washington. Maritime 
lawyers and P&I clubs are warning tanker owners 
that they may be swept into the sanctions net as US 
Treasury targets those on the periphery of oil and 
petroleum trades that supply the Maduro 
government with hard currency. That may well see 
some owners exit these trades.

Geopolitical instability and Opec
Libya, Algeria, Venezuela, Iran, Sudan … the list of 
politically unstable Opec countries continues to 
grow in 2019. In June, the Opec oil cartel and Russia 
meet to decide whether to keep extending an accord 
first agreed in November 2017 to manage oil supply 
cuts. How Opec will achieve the delicate balance of 
matching supply and demand will determine crude 
prices amid global demand that is already stalling, 
especially in Europe.

Libyan unrest may curb oil shipments to Europe, 
affecting cross-Mediterranean rates, and the 
removal of Sudan’s small supply could also tip the 
supply/demand balance. That will pressure Opec to 
reset production targets and may influence the 
softening or hardening of US oil sanctions on Iran 
and Libya. Heading into an election year, the Trump 
administration cannot afford high oil prices at the 
pump.

MOL back in the black as domestic rivals 
struggle
THE three big Japanese shipping lines continue to 
make determined efforts to regain profitability, with 
varying degrees of success.

Mitsui OSK Lines managed to turn a ¥26.8bn 
($240m) profit for the year ended March 31, from a 
¥47.3m loss in the previous year.

MARKETS



Lloyd’s List | Daily Briefing Monday 29th April Page 11

A combination of impairments, proportional losses 
from shares in the ONE container shipping joint 
venture, and higher costs and lower efficiencies in 
the car carrier business led to losses at both NYK 
Line and K Line. NYK slid to a ¥44.5bn loss from a 
¥20.1bn profit previously. K Line suffered a ¥111.2bn
loss in from ¥10.4bn profit.

For K Line, good improvements in the dry bulk and 
energy resource transport segments were offset by a 
steep drop in the product logistics segment, which 
includes both the car carrier and container line 
businesses. Higher fuel costs and lower vessel 
efficiency in the car carrier business led to a ¥49.2bn 
segment loss.

In NYK’s case, provisions on containership 
chartering contracts and in the dry bulk business as 
the company prudently terminated high-cost 
charters early, dragged down its results.

All the Japanese lines alluded to weather-related 
disruptions as affecting their important car carrier 
businesses as devastating floods which swept through 
western Japan in July 2018 shut auto plants.

Meanwhile, sluggish developed economies also 
affected vehicle exports.

“Special factors such as the additional costs caused 
by quarantine problems on some routes in the first 
quarter and the decrease in volumes of shipments 
from Japan caused by torrential rain in Western 
Japan” weighed on segment profit, said MOL.

A bright spot for all was the offshore and liquefied 
natural gas businesses. The LNG carrier business 
especially provided stable, long-term earnings while 
those that were involved in the offshore business 
reported varying results depending on which 
segment of the market they were most active in.

All reported good performances in the floating 
production and offshore segments, but while MOL 
said its subsea support vessels “exceeded 
expectations”, K Line said the offshore support 

vessel market remained weak on continuing 
oversupply. NYK, which is not in support vessels, 
saw steady performance from floating production, 
storage and offloading vessels, drillships and shuttle 
tankers.

Meanwhile, despite tough conditions, restructuring 
and cost-cutting efforts have paid in the dry bulk 
segment for all the lines as they returned to 
profitability in the volatile segment.

MOL reported better market rates and a rise in dry 
bulk business profit to ¥21.9bn from ¥15.4bn 
previously. NYK focused on efficiency by reducing 
ballast voyages by finding innovative cargo 
combinations and ship deployments and saw 
segment profit almost triple to ¥33.7bn. And finally, 
even K Line, the smallest of the three, managed to 
turn a small ¥4.4bn profit from a ¥100m loss 
previously.

Looking ahead, K Line sees improvements in the 
capesize sector and overall expects to see a ¥11bn 
profit in FY2019.

NYK also forecast higher profits in the next year as 
both dry and liquid bulk sectors are expected to 
improve in the latter half of 2019, partially due to 
the effect of environmental regulations ahead of 
2020.

MOL meanwhile sees net profit rising by almost half 
to ¥40bn from this year’s ¥26.8bn. The capesize 
segment was likewise singled out as a bright spot 
while MOL also pointed to the product tanker 
market as benefiting from rising product exports 
from India and China as well as increased demand 
from emerging economies. IMO 2020 sulphur cap 
regulations are also expected to lead to an increase 
in gas oil trading.

Finally, all three lines also expressed optimism 
that the container business, in which they all have 
a joint stake through the ONE joint venture, would 
do better in the year ahead and return to 
profitability.

HUTCHISON Port Holdings Trust has downgraded 
the projected throughput growth for its Yantian 
terminals to 1%-3% after taking in the prospect of 
slowing box traffic this year.

Yantian’s volume surged 10.9% in the final quarter of 
last year primarily driven by frontloading of cargoes 
in anticipation of a 25% tariff implementation the US 
originally planned to impose on Chinese imports.

Hutchison lowers container throughput 
growth forecast
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Hutchison chief executive Gerry Yim has warned of 
“a slowdown” at Yantian this year, though qualifying 
that there has been no sign of  “a massive drop”.

Growth at the Chinese port has slowed from an 
initial breakneck pace to 4-5% in recent years and 
this may still be sustainable particularly if the US 
and China come to a compromise, according to Mr 
Yim.

Yantian turned in 4.6% higher box volume for the 
three months ended March 31, which helped 
partially offset a decline in Hutchison’s Hong Kong 
throughput.

The business trust’s overall box volume for the first 
quarter ended 9.6% lower. It posted revenue of 
HK$2.68bn ($341m), up slightly from HK$2.67bn 
for the year-ago period .

Still, one executive noted that Yantian’s throughput 
has turned “unpredictable” and that has driven the 
management of the trust to continue focusing on 
cost discipline and efficiency of port operations.

The trust stands to gain cost efficiency in its Hong 
Kong port operations from a seaport alliance formed 
in January.

Mr Yim said the alliance has been implemented 
progressively from this month and will initially see 

three Orient Overseas Container Line services 
added to terminals jointly operated by Cosco and 
Hong Kong International Terminals, a member of 
HPHT.

OOCL has been renamed OOIL after it was bought 
out by Cosco Shipping.

“Shipping lines will see cost savings just from 
eliminating the need to move boxes from one area to 
another at the port,” Mr Yim said.

He added that this goes towards the goal of the 
seaport alliance in transforming Hong Kong into “a 
better transhipment hub so that shipping lines will 
do more business at the port”.

The seaport alliance agreement has also been “set up 
in a way to comply with the requirements of Kong 
Kong’s Competition Commission”.

Mr Yim expects the government of Hong Kong to 
take in the macro impact of the seaport alliance in 
assessing “what is good for the economy”.

“The fact that we have started implementing the 
seaport alliance shows the progress we are making,” 
he said.

Hutchison Port Holdings first quarter profit 
contracted by 33.4% to HK$96.9m.

Marine rates hardening in US, Middle East 
and Singapore
MARINE insurance rates are seeing “a definite 
perceivable hardening of underwriting views,” as the 
impact of the Lloyd’s crackdown on lossmaking 
syndicates starts to make itself felt in other markets, 
according to Lloyd & Partners.

Analysis by the wholesale broker confirms 
comments from several other marine insurance 
sources in recent months, with some brokers even 
openly making the case for double-digit premium 
rises for some shipowners.

In the US markets, favourable terms are still 
available for good-quality brown water fleets, but 
clients in all other categories are experienced 
reduced appetite, which translates into higher 
premiums.

The Middle East and Singaporean markets, widely 
supported by London satellite operations, are 
witnessing capacity withdrawals and a resultant 

significant tightening of underwriting discipline.

Scandinavian markets remain relatively stable, but 
are described as chasing good risks and squeezing 
underperforming accounts.

“Pockets of a soft market still remain, especially in 
geographies like those in South America, which are 
reliant on significant treaty reinsurance capacity and 
where the influence of that reinsurance capacity can 
only really be applied at renewal of those treaties,” 
Lloyd & Partners said in its latest energy newsletter.

The marine liability market remains relatively 
stable, but opportunities for reductions have all but 
dried up.

“Ultimately from a broker’s standpoint the market 
would seem to be, from a geographic stand point, 
equalising and calming albeit into a more consistent 
harder environment,” it said.
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IN OTHER NEWS
NYK replaces president after huge 
losses
NIPPON Yusen Kaisha has made 
changes to top management, as 
the company concluded the fiscal 
first year of its medium-term 
management plan with big 
losses.

Tadaaki Naito, current president 
of the Japanese shipping giant, 
has been named as the new 
chairman. He will take over from 
Yasumi Kudo, who will become a 
special advisor of the 
company.

At the same time, Hitoshi 
Nagasawa, an executive vice-
president, has been promoted to 
the president role.

US west coast container imports dip 
year on year
US WEST coast ports have seen a 
considerable loss in 
containerised throughput over 
the first two months of the year, 
particularly when compared with 
their competitors along the east 
coast, according to a report by 
the Pacific Merchant Shipping 
Association.

“On the inbound side, the latest 
numbers show that last year’s 
fourth-quarter surge in imports, 
having slowed markedly in 
January, was plainly over by 
February, at least through US 
west coast ports,” PMSA said in 
its April report. “Coast-wise, 
traffic fell from the same month 
last year by 10.1%,” said the 
report, which takes in figures up 
till February this year.

The report said that the west 
coast slow-down was most 
evident at the ports of Los 
Angeles and Long Beach, where 
February 2019 saw combined 
inbound loads “tumble” by 
10.2% compared with February 
2018.

Pengerang completes first LNGC gas 
up-cool down
TWO business units of Petronas 
began offering gassing up and 
cooling down services at 
Malaysia’s Pengerang terminal 
over the weekend.

Petronas LNG and the national oil 
company’s joint venture, 
Pengerang LNG (Two) completed 
the first such operation at the 
terminal on liquefied natural gas 
carrier Puteri Zamrud Satu.

The operation took place after 
the liquefied natural gas carrier 
underwent drydocking at 
Malaysia Marine and Heavy 
Engineering in Pasir Gudang, 
Johor.

Port of Los Angeles moves to counter 
maritime cyber crime
THE Port of Los Angeles has met 
a maritime stakeholder group to 
discuss closer co-operation 
against cyber security threats 
through the establishment of a 
cyber resilience centre. The 
stakeholder group includes 
shipping lines, marine terminal 
operators, railroad companies, 
labour and representatives from 
the trucking industry.

Port of Los Angeles executive 
director Gene Seroka said: “In 
partnership with our maritime 
industry stakeholders, we have 
the opportunity to enhance the 
ability of the port ecosystem to 
see cyber threats on the horizon 
and improve information sharing 
to help manage respective, and 
collective, cyber risk.”

Officials said the proposed centre 
would be a collaborative effort to 
share cyber threat information 
across a multitude of companies 
within the port complex to help 
firms prepare against myriad 
cyber risks that could impact the 
cargo supply chain ecosystem.

ONE expects profits in fiscal year 
2019
OCEAN Network Express, the 
container shipping joint venture 
set up by NYK, MOL and K Line, 
has targeted a return to profit 
after suffering heavy losses.

The carrier, which suffered from 
serious operational disruptions 
when it launched its business a 
year ago, said it expected an 
$85m net profit for the year, 
based on a projection of 4% 
increase in both fleet supply and 
cargo demand globally.

“Liftings that dropped due to 
teething problems at 
commencement of services in 
FY2018 have been restored,” it 
said. “Profit is expected to 
gradually recover throughout H1, 
with the improved lifting, which 
will recover to the pre-
integration level throughout 
FY2019.”

Novatek sells stake in Arctic LNG 2 
project to China
CHINESE oil majors CNOOC and 
Petrochina are taking 10% stakes 
each in Novatek’s Arctic LNG 2 
project as the Russian liquefied 
natural gas producer brings in 
additional investors ahead of a 
final investment decision 
expected in the second half of 
2019.

The two Chinese companies’ 
combined 20% stake, 
Petrochina’s through its China 
National Oil and Development 
Company unit, is in addition to a 
10% stake sale to French oil 
major Total in March.

No investment values were 
disclosed. In 2013, Petrochina 
bought a 20% stake in Novatek’s 
Yamal LNG project. China has 
been looking to secure more LNG 
supplies recently as it turns to 
cleaner forms of energy.
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Petronas takes 50% stake in Brazilian 
offshore fields
MALAYSIAN national oil company 
Petronas is expanding its 
acreage, purchasing a 50% stake 
in two Petrobras fields offshore 
Brazil for $1.29bn.

Petronas said in a press release 
that its Petronas Petróleo Brasil 
unit had entered into a sale and 
purchase agreement with 
Petrobras for the stake in the 
Tartaruga Verde field and Module 
III of the Espadarte field, both 
located in the deepwater Campos 
Basin offshore Brazil.

Petrobras will maintain 50% 
working interest and the 
operatorship of the fields. 
Tartaruga Verde field started 
operations in June 2018 and 
currently produces approximately 
103,000 bpd of oil and 1.2m cu m 
per day of gas. Module III is an 
area of Espadarte field to be 
developed as part of an 
integrated plan with the 
Tartaruga Verde field, with first oil 
expected in 2021.

Western Bulk appoints new chief 
executive as Ismar exits
WESTERN Bulk has appointed 
Hans Aasnæs as its new chief 
executive, effective in July.

Mr Aasnæs has more than 30 
years of experience in trading, 
asset management and 

derivatives, the Oslo-based 
company said in a statement. He 
has held senior positions at 
Umoe Group and Storebrand 
Asset Management.

This follows the departure of 
Jens Ismar, who has been with 
Western Bulk for 11 years. Chief 
risk officer Egil Husby will take 
over as interim chief until July.

Bunker Holding Group secures $1bn 
credit facility
DANISH bunker supplier Bunker 
Holding Group has secured a 
three-year $1bn unsecured 
revolving credit facility to help 
refinance and boost its financial 
reach ahead of the 2020 sulphur 
cap.

The company said a syndicate of 
12 global and regional banks is 
providing the facility, which 
comes with a funding capacity 
framework of up to $2.5bn.

That ceiling is $1bn higher 
compared with the supplier’s 
existing facility and comes with a 
five-year extension option.

P&O sues UK over no-deal Brexit ferry 
contracts
P&O FERRIES says it has started 
legal proceedings against the UK 
government over the Department 
for Transport’s settlement with 
Eurotunnel in connection with 
contracts awarded to provide 

emergency cross-Channel 
services in the event of a no-deal 
Brexit.

The DfT reached a £33m 
($42.6m) out-of-court settlement 
with Eurotunnel last month, after 
the cross-Channel rail operator’s 
parent company claimed it had 
been excluded from the shipping 
contracts.

Eurotunnel’s case came after 
ferry outfits Brittany Ferries, 
DFDS and Seaborne Freight were 
awarded more than £100m to 
provide additional ro-ro capacity 
in the event of congestion on the 
Dover-Ferry route, Britain’s key 
trade link with continental 
Europe.

OOCL revenue and volumes rise in 
first quarter
COSCO subsidiary Orient 
Overseas Container Line has 
reported increased revenues on 
the back of a small lift in 
volumes during the first quarter 
of 2019.

Total volumes were 1.6m teu, up 
1.6% from the corresponding 
period last year.

Revenue increased by 5.9% to 
$1.5bn. But increased capacity 
in the line’s fleet, which 
increased by 2.3%, meant that 
the overall load factor fell by 
0.5% from 2018.

For classified notices please view the next page.
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