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Iran retaliation fears add to
shipping volatility as attacks
threaten trade

THE situation in the Middle East constantly puts shipping nerves on
edge, and will likely determine the trajectory of many shipping
markets.

The duration of the Red Sea disruption will decide how long freight
rates — especially in container shipping — can remain propped up by
reroutings. And replicating such attacks on merchant vessels in the
Strait of Hormuz could deliver an even greater shockwave to the
industry.

So what new variables could the latest incidents — highlighted by the
assassination of Hamas leader Ismail Haniyeh in Tehran and the
killing of Hezbollah commander Fouad Shukur in Beirut — introduce
into an already turbulent outlook?

Security intelligence provider Janes believes the killings of the leaders
indicate escalation rather than compromise from the attacked parties,
expecting Iran and its proxies to retaliate.

“In the short to medium term, it remains likely that Iran will intensify
projectile and unmanned aerial vehicle attacks by its proxies including
Hezbollah, Hamas, Ansar Allah, and Iran-aligned Iraqi militias against
Israel in retaliation for Haniyeh’s assassination,” it said.

Janes said a major co-ordinated response would likely require at least
48 hours of preparations to overwhelm Israeli defences.
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The New York Times already reported supreme
leader Ayatollah Ali Khamenei has ordered
preparations for direct strikes on Israel, with similar
signals from Iran’s state media.

A key question is whether imminent attacks will
mirror April’s calibrated operation, or be more
intense. Then, Iran fired over 300 projectiles at
Israel in retaliation for strikes on its Syria embassy,
seen as a restrained, pre-communicated action to
prevent escalation.

Could the killing of the Hamas leader in Tehran,
following the inauguration of Iran’s new president,
spur a fiercer response? If so, what would be the
implications?

“There will definitely be a more intensified version of
the operation,” said Anant Venkatesh, senior analyst
for the Middle East and North Africa at Janes.

For instance, while still targeting military sites, Iran
may pick Israeli facilities closer to dense population
centres compared to April.

That said, Tehran will likely still avoid provoking
outright war, although miscalculation risks
abound, he added. “A lot of the developments will
be dependent on what happens along the northern
front in Israel amid the skirmishes with Hezbollah
and what happens in Gaza.”

What’s next for Red Sea

In any case, the Red Sea’s security is unlikely to be
reversed in the short run as the current situation has
once again dimmed the prospects of a truce in Gaza.

Janes assesses that even if the prospects for peace
talks take an unexpectedly positive turn, Houthi
attacks against international shipping are unlikely to
cease.

While Iran-backed, the Houthis have complex
motivations beyond solidarity with Gaza. These
include consolidating their regime and justifying
military actions against their domestic rivals in
Yemen, by conflating the Yemeni conflict with their
confrontation with the US, UK, and Israel, said
James Trigg, another senior analyst at Janes.

Box shipping giant Maersk, in its quarterly earnings
forecast released on Thursday, also mentioned that
the continued supply chain disruption caused by the
situation in the Red Sea is now expected to continue
until at least the end of 2024.
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Drewry’s weekly World Container Index, published
on August 1, decreased by 1% to $5,736 per feu. It is
45% below the pandemic-lockdown peak of $10,377
in September 2021, yet still four times the pre-
pandemic average in 2019.

“Rates are still quite elevated and this level will
probably remain with continued disruptions to
shipping,” said Drewry Maritime Advisors deputy
head Jayendu Krishna.

Strait of Hormuz in danger?

Meanwhile, concerns are being rekindled that
Middle East tensions could spur greater trade and
shipping turbulence.

The Strait of Hormuz is seen as a potential site for
attacks targeting Israeli-related vessels, which could
have a similar effect to those in the Red Sea, leading
to a significant number of untargeted ships choosing
to avoid the route due to the risk of collateral
damage.

Constrained supply of oil and gas would not only cut
off tanker demand, but also push up energy prices,
eroding Western inflation progress and denting
overall shipping demand.

“Oil markets are justifiably worried that the
assassination pushes Iran into a more direct
confrontation with Israel,” said Andrew Wilson,
head of research at BRS Shipbrokers.

He noted a potential conflict risks Iran’s oil supply
and infrastructure, while Iran can also escalate
tension via its control of the Strait of Hormuz,
threatening transport of about 20% of global oil
supply through that vital waterway.

“There is limited spare pipeline capacity to bypass
such a blockade.”

Xclusiv Shipbrokers’ Eirini Diamantara voiced
similar concerns.

If the recent attack triggers a cycle of retaliation
and counter-retaliation, the consequences for global
shipping could be catastrophic, especially if the
Strait of Hormuz is closed,” Diamantara said.

However, Venkatesh from Janes sees no immediate
triggers that could prompt Iran to block the strait.

“Since the October last year when the conflict began,
we have not observed a disproportionate rise in
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security incidents in the Persian Gulf or the Strait of
Hormuz, involving Iranian forces.

“The retaliation that we are expecting against Israel
is part of tit for tat dynamic that we've observed in
the past other than Iran wholeheartedly committing
its own forces to the war.”

Venkatesh added that estimates indicate Tehran can
inflict fewer repercussions on Israel in the Persian
Gulf, unlike in the Red Sea situation.

Krishna also believes Iran is unlikely to act against
the Strait of Hormuz since that would go against the
country’s interests. It could also substantially hurt
other major economies in the region, risking their
intervention.

Key Middle Eastern oil importers in Asia, such as
China and India, would also probably object to such

actions. As Krishna stated, “That is not going to be
in the interest of anyone.”

Lars Jensen, founder of Vespucci Maritime, argued
that a full-scale war between Israel and Iran, if it
occurs, would expand the risk zone to include not
just the Strait of Hormuz, but essentially any Gulf
shipping interests seen as Israeli-affiliated.

“It should in such a case also be expected that the
Iranian proxies, notably the Houthis and Hezbollah,
could step up their actions, further increasing

the risk area to the very eastern parts of the
Mediterranean within Hezbollah’s reach.

“Keep in mind that direct actions using aerial assets

between Israel and Iran overflies Syria and Iraq and

potentially Jordan as well. This increases the risk for
a further spread of a potential conflict.”

OPINION

Green hydrogen is a Catch-22 for shipping

GREEN hydrogen — or at least the promise of it —
can certainly power a press release with unbeatable
efficiency. Whether or not it will ever do the same for
the world fleet is hard to say.

Breathless claims regarding the allegedly limitless
efficacy of this wonder gas land regularly in the
Lloyd’s List editorial inbox.

Somebody built a hydrogen truck, someone built

a hydrogen tug. BP has purchased 49% of a green
hydrogen plant, inevitably at an early stage of
feasibility. The website of one Siemens affiliate even
hails it as “the fuel of the future, to stop climate
change”.

Would that it were so. But look beyond the
boosterism and the potential of this form of
green power is only matched — and maybe even
outmatched — by its formidable cost, inefficiency
and uncertainty.

The principles behind its manufacture are sound
enough and will be familiar to anyone who didn’t
bunk off high school chemistry classes.

Green hydrogen is produced through the electrolysis

of water, using energy generated from renewable
sources. When consumed in a fuel cell, it emits only
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water.

With the world now faced with the challenge of
phasing out fossil fuels that release greenhouse
gases, this looks like much the holy grail.

As anyone who has ever read The Da Vinci Code will
know, holy grails are wonderful things. But this one
isn’t buried under the inverted pyramid outside the
Louvre.

Green hydrogen is the bedrock ingredient for a
range of the green e-fuels that will inevitably power
shipping in future, including LNG, methanol and
ammonia.

Some critics, particularly in the conservative think
tank milieu, even contend that you get less power
out of green hydrogen than you put in.

These organisations are frequently funded by fossil
fuel interests and not always disinterested observers.
But this is a scientific question, not an ideological
one, and should be settled as such.

What is clear is that to make green hydrogen at
scale, producers will require access to orders of
magnitude more renewable electricity than is
physically possible right now. And yes, we are using
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the term “orders of magnitude” correctly.

It is just about conceivable that renewable power
could expand by orders of magnitude in the near
future. But that is not a given.

Given that green hydrogen is being relentlessly
hyped like a 1970s rock band newly signed to a
major label, there were some welcome words of
common sense on the topic contained in a report
issued by the International Chamber of Shipping last
week.

On the ICS’s projections, the global need for green
hydrogen is around 500m tonnes a year. Production
at that level would require about as much electricity
as the entire world used from all sources in 2022.

But there is a Catch-22 of the kind which Doc
Daneeka, the fictional protagonist who first
formulated such dilemmas, would surely have
appreciated.

If there were a better option than green hydrogen,
you would be crazy not to choose it. But there isn’t a
better option.

Nor will there be until someone finds a way to make
captured carbon useful, or can convince an anxious

Washington that diffusion to all comers of nuclear
technology for ship propulsion purposes is a good
thing.

Already we are seeing companies and countries walk
away from big green boasts they made in the past
few years.

If green hydrogen is ever going to happen for
shipping, the International Maritime Organization
must set targets it cannot later walk away from.

Albert Embankment should adopt a carbon price
next year to provide the companies the confidence
needed to shell out the billions of dollars of
investment that will be required even to get the ball
rolling.

But let’s end on a positive note. If shipping does
become an early adopter, it will need the stuff in vast
quantities.

This will necessitate the introduction of
infrastructure such as pipes, tanks, port facilities
that can greatly assist other hard-to-abate industries
in making the switch.

If anybody is going to do it, it is probably shipping
that will lead the way.

ANALYSIS

D’Amico International seeks more cover after

spot rate party

PRODUCT tanker owner d’Amico International
Shipping is “happy” with a current fleet that has
been producing record profits this year and it is
looking to grow through exercising purchase options
on tankers it is already operating, according to chief
executive Carlos di Mottola.

The main contributor to second-quarter net income
of $66.5m was a decision to keep a higher exposure
in the spot market for its long range one tankers, he
told Lloyd’s List in an interview.

The Milan-listed company had predicted that larger
product tankers would be the prime beneficiaries of
disruption and increased rates triggered by attacks
on vessels in the Red sea.

“We have quite a lot of spot market exposure right
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now and this has been a good decision,” said di
Mottola, who took over the chief executive’s position
earlier this year.

“We are quite positive on the spot market next year
as well. The fundamentals of the market are good
but it doesn’t mean we want to keep the same level of
spot exposure.

“Wed like a more balanced approach as unexpected
things can happen and we prefer to have a bit more
visibility in our earnings.”

Leveraging the strong product market, the company
has clinched two three-year time charter deals
recently and has covered 37% of its available days in
the second half of this year.
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For 2024, it has so far contracted 19% of its available
days at an average of $24,650 per day.

The company will be “comfortable” with contract
cover of about 40% and so plans to increase its
period chartering.

At the end of June, the company had leverage of
just 9% compared with the market value of its

fleet, which comprises 25 owned product tankers,
including five long range one, 14 medium range and
six handysizes.

“We have a strong balance sheet so deleveraging is
not the number one priority any more,” di Mottola
said.

In terms of use of funds, DIS is planning to acquire
another six tankers through existing contractual
purchase options, and is also looking to better
reward shareholders.

“We plan to increase dividends going forward,” he
said.

The company ordered a total of four efficient
LRis earlier this year from Jiangsu New Yangzi
Shipbuilding in China, for delivery in 2027.

They are intended to replace three of the company’s
existing quintet of LR1s, built in 2011, that it will
look to “gradually” sell over the next two to three
years.

While not ruling out taking advantage of other
newbuilding opportunities that may come along,
the company is not actively looking to place further
orders for the time being.

Just last month, it took delivery of an MR2, Crimson
Jade now High Transporter (IMO: 9812743), that it
bought for about $31m under a charter-in purchase
option.

The growth focus at the moment is another three
chartered-in MR2 tankers, built in 2017-2018, that
DIS has options to buy and currently describes as
“in the money”.

“The thinking is that we will exercise our purchase
options on all three,” said di Mottola.

In addition, the company was “most likely” next year
to exercise options to acquire three remaining leased
vessels, the MR2s High Discovery (IMO: 9674725)
and High Fidelity (IMO: 9689146), and the LR1
Cielo di Houston (IMO: 9791860).

The company passed on the first optional date to
acquire the latter because of high interest rates that
made paying down debt a better use of funds, he
said.

“We are quite happy with the fleet we have but we
do plan to renew the fleet over the next two to three

years,” he said.

“But we don’t need to hurry.”

P&l clubs to push for further premium hikes
next year, Gallagher predicts

INTERNATIONAL Group affiliates clocked up a
collective surplus of $855m in 2023-2024 and are
now on an even keel financially, according to an
analysis by a prominent marine broker.

Gallagher predicted that clubs would use the figures
to push for price hikes of between 4%-5% at the next
renewal round, and some may ask for higher still.

The 2024-2025 renewal saw five of the 12 marine
mutuals that make up the IG asking for 5%
increases, with the remaining seven seeking 7.5%.
There were also bells and whistles, including
cashbacks in some instances.

That was the lowest round of general increases seen
in four years, compared to modal average increases
of 7.5% in 2020, 10% in 2021, 12.5% in 2022 and 10%
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in 2023.

However, general and target increases are
increasingly seen as an opening bid for negotiating
purposes, and brokers are in business to get the best
possible deal for clients, particularly those with a
favourable loss record.

Gallagher’s research comes with the caveat that
NorthStandard, West of England and Japan Club
have yet to publish audited financial statements for
the period, leaving it open to revision.

The aggregate underwriting result, at around
$150m-160m for 2024, is broadly similar to 2023’s
$153.2m.

The financial year combined ratios, adjusted to
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reflect excess call revenues, was 97.5% across the
market, the same as last time round.

However, clear sustained improvement is apparent
when the numbers are compared to the two years
prior to 2023. The calls-adjusted financial year
combined ratio for the market in 2021 was 121% and
in 2022 was 113%.

Combined ratio — a widely used metric for insurers
of all classes — measures payouts and operating
expenses against premium income.

The 2021 performance was roughly equivalent

to burning through $6 for every $5 raised by
premiums. The 2024 performance is fractionally the
right side of breakeven point, which is where profit-
sufficing mutuals generally aim to be.

Main reasons for the turnaround include significant
levels of general increase, with additional charges
for the cost of the IG reinsurance programme and

a more benign claims environment, Gallagher
maintained.

As the 2024 outcome was not dependent on
revenue from excess calls, it should therefore prove
sustainable, Gallagher indicated.

Investment earnings recovered strongly from the
$520m loss in the previous year. Across the two
years, the clubs earned $180om in positive returns.

That may still seem disappointing, given the scale of
assets available for investment. Additionally, there
may still be unrealised losses, with interest rates at
relatively elevated levels compared to the past eight
to 10 years.

But higher interest rates have generated better levels
of income on cash or variable-rate bonds, and until
rates fall again, which they show no immediate signs
of doing, the unrealised losses can just sit on the
balance sheet.

Investment yields are variously quoted as being
in the 6%-8% range. But as ever, the timing of
individual year ends will influence this return.

“The majority of P&I Clubs will feel that premium
increases can be justified, and some of the markets
seem to be talking of closer to 5% to 7.5% at the time
of writing,” the report said.

The half-year figures for 2024-2025 will inform the
ultimate decisions and there appears to be pressure
coming from the reinsurance markets over rates.

The year 2024 was a busy year for the pool, with
around eight to 10 pool claims not yet reported as
a pool loss. Some of them have serious potential to
develop.

A recent circular from Britannia indicated that the
value of pool claims already reported doubled last
year.

The total ground-up value of the 12 pool claims
reported as of the February 20 deadline came in at
$256.4m, of which $136.4m is covered by the pool.
This compares to four pool claims at the same stage
in 2022/2023, with a cost to the pool of $74.6m.

The Dali (IMO: 9697428) casualty in March, in
which a boxship struck a bridge in Baltimore and
brought it down, could create pricing issues for the
reinsurance programme.

The extent of the bill depends on the owners’ success
in upholding their right to limit liability under US
law. But marine insurers are braced for what prove
the most expensive marine casualty ever.

While Gallagher does not expect the incident to
influence 2025, reinsurers are widely expected to
seek higher pricing on the IG’s general excess of loss
contract.

EU states support new IMO fund to collect

carbon price revenue

EU STATES and Ukraine recommended that the
International Maritime Organization create a new
fund that will collect revenue from future emission
reduction measures such as a greenhouse gas
pricing mechanism and a bunker fuel standard,
according to a submission to the IMO.

Lloyd's List | Daily Briefing Monday August 5, 2024

The submission’s co-sponsors, including all 27 EU
states and Ukraine, concluded that it would be more
feasible to establish a new system under the IMO
umbrella rather than using any of the existing funds
for revenue collection.

“Considering the long time frame to develop and
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establish a fund, and the urgency to address climate
change, it is suggested to develop a fund structure

in parallel with the development and adoption of the
basket of mid-term measures,” the co-sponsors said.

All current mid-term measure proposals on the
IMO’s table entail some payments, meaning a system
for collection and management of such payments
would be necessary, the co-sponsors added.

The submission also noted that some proposals such
as the Marshall Islands’ levy could result in annual
revenues of up to $80bn, creating the need for a new
fund to manage such funds, as existing structures
such as the Green Climate Fund only collects up

to $2bn per year. The GCF was created by United
Nations Framework Convention on Climate Change
in 2010 to help developing countries in mitigation

practices to tackle climate change.

The World Bank, which serves as an interim trustee
of the GCF, had previously called on the IMO to
create a fund similar to the GCF.

IMO member states agreed to adopt a basket of
mid-term measures, including a GHG pricing
mechanism, along with a fuel standard in 2025 to be
implemented from 2027 as part of the IMO’s revised
GHG strategy that aims to reach net zero emissions
by or around 2050.

Multiple carbon price proposals will be submitted
to the IMO by the deadline of August 10 ahead of
MEPCS82 that will take place on September 30 to
October 4.

MARKETS

Liner profits still rising and should peak in
third quarter, says Matson

SPOT rates may have peaked, by liner earnings
haven’t. There is growing evidence that the third
quarter will be a big one for ocean carriers.

Financials released Thursday by Maersk, the world’s
second-largest liner operator, imply its earnings
before interest and taxes in 2H24 will be double to
quadruple those in 1H24.

Later on Thursday, NYSE-listed Matson added to the
positive sentiment for carriers.

It, too, foresees higher profits in the second half
than the first, due to a combination of upside from
Red Sea diversions and normal peak-season timing
in the transpacific.

Import demand remains strong and importers are
not saddled with the same inventory overhang they
faced last year, said Matson chief executive Matt Cox
on Thursday’s conference call.

“What were hearing from customers is that there
do not appear to be surplus inventories, and that
our customers are continuing to pay very close
attention to their inventory levels. And if you look
at the consumer, the consumer is hanging in there.
Consumer spend has held its own,” he said.
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Matson results expected to peak in 3Q24

Matson reported net income of $113.2m for 2Q24,
up 40% year on year and more than triple the net
income in the first quarter of this year.

The company operates expedited service from
China to Long Beach, as well as Jones Act services
to Alaska, Hawaii and Guam. Its ocean operating
income came in at $109m in 2Q24, up 32% year on
year and almost quadruple 1Q24 levels.

Matson said its China ocean services were the
largest driver of higher 2Q24 results. “The supply
and demand dynamics we experienced in the second
quarter were not consistent with a normalised
operating environment,” said Cox.

The current quarter looks even better.

Matson now expects ocean operating income to be
“meaningfully higher” than the $118.2m result in
the same period last year. That implies double-digit
sequential growth compared with 2Q24.

Matson expects the surge to drop off toward the
end of the year, with 4Q24 ocean operating income
“moderately higher” than the $66.4m recorded in
the fourth quarter of last year.
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According to Cox, “We’re expecting a more
traditional peak season, meaning that after the first
week of October, we should start to see peak-season
surcharges subside, and as we get into the second
half of the fourth quarter, we should return to a
more post-peak-season environment.”

The caveat, he added, is that this timing is “subject
to all of qualifications on external events”, which
make “the trajectory after peak season uncertain”.

Cox cited a long list of variables related to external
events, from the state of the US economy and
interest rates to transpacific vessel supply, the Red
Sea situation, US east coast dockworkers contract
negotiations, and the US presidential elections.

According to Stifel analyst Ben Nolan, “Be it Red
Sea disruptions, the pull-forward of freight ahead of
potential labour issues on the east coast and Canada,
or for some other reason, transpacific freight rates
more than doubled since the start of 2Q.

“While they are falling again, the uplift had a very
material positive impact on Matson’s 2Q and will
likely have an even greater impact on 3Q. While the
trend is reversing, the uplift should translate into

9

hundreds of millions of ‘found money’.

Stifel estimates that Matson’s overall operating
income (for all divisions) will come in at $208m
in the third quarter, up 58% year on year and 67%
quarter on quarter.

Matson stock hits all-time high on Friday

Matson is very small compared to larger liner
operators such as Maersk. Matson is ranked 29th in
the world in terms of fleet size by Alphaliner.

It also differs from other listed liner operators in
that much of its business is in Jones Act trades, and
its non-Jones Act business from China to the US
features expedited service that competes with air
cargo, and obtains a premium rate over traditional
ocean services.

Matson may be small in terms of its liner fleet, but

it is very large in terms of its market capitalisation
compared to other US-listed shipping companies. Its
current market cap of $4.4bn is the second highest
of any US-listed shipping company in any segment,
surpassed only by tanker giant Frontline, which has
a current market cap of $5.1bn.

Matson’s stock has been one of the star performers
among US-listed shipping equities. Its winning
streak continued on Friday.

At one point in mid-day trading on Friday morning,
it hit $136.31 per share. That is not only a new
52-week high. It is higher than levels reached during
the pandemic, and the highest price Matson has ever
traded at in its history, since it was spun off from
Alexander & Baldwin in July 2012.

Marinakis' Nasdaq arm on cusp of rebranding
as Capital Clean Energy Carriers

CAPITAL Product Partners is eyeing a completion
date this month for its conversion from a master
limited partnership into a corporation, and for a
change of name, both of which are milestones in the
owner’s pivot to a gas shipping company that was
originally announced last November.

The Nasdaq-listed partnership, that is controlled by
Greek shipowner Evangelos Marinakis and family,
said that it expects to complete the conversion to a
Marshall Islands corporation and its rebranding as
Capital Clean Energy Carriers by August 26, after
which the company’s common shares will trade
under the ticket symbol “CCEC”.

Unitholder approval for the moves was announced

as Capital Product posted increased revenues and
profits for the second quarter of the year.
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The change in identity “builds upon our stated
intention to become the only listed shipping
company offering transportation for all gas types
with an emphasis on the energy transition,”

said Jerry Kalogiratos, chief executive of Capital
Product’s general partner.

Vessels on order for Capital Product can move
liquefied petroleum gas, ammonia, butane,
propylene and liquid CO2, adding to liquefied
natural gas where the partnership has already
established a strong presence.

The fleet includes 12 modern LNG carriers already
on the water and another six to be delivered in 2026
and 2027 that are expected to make Capital the
largest US-listed LNG shipping company.
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In addition, in June it placed orders for six dual-
fuel medium gas carriers of 45,000 cu m, as well as
agreeing to acquire four 22,000 cu m liquid CO2/
multi-gas carriers.

Contributing to the refocusing of the business, the
owner sold seven of its legacy container vessels
during the first half of 2024.

In a second-quarter earnings statement, Kalogiratos
said that the partnership was continuing to evaluate

its divestment plans for eight neo-panamax boxships
still under its ownership.

Noting that the second quarter had seen
“remarkable” gains in the container market, the
owner said the strong market provided it with
“optionality” for these vessels.

It would aim to “maximise returns” from the vessels,
which include five 5,000 teu ships on charter into
2025 and three 13,000 teu vessels on charter well
into 2030.

Values of vessels similar to some of those in its fleet
had leapt by about 60% since the start of this year, it
said.

Capital Product more than quadrupled its net
income, to $34.2m, including $15.2m in gains from
vessel sales.

By contrast in the second quarter of last year, the
partnership took an $8m impairment loss on values.

Net income per common unit, though, increased by
72% to $0.62, after taking into account the general
partner interest.

Second-quarter revenues increased by 10% to
$97.7m, primarily because of revenues contributed
by the new LNG carriers that have joined the fleet
in the interim, although these were partly offset by
boxship sales.

Kalogiratos said that the upcoming transformation
into a corporation was intended to make the owner
“a more attractive investment opportunity” in the
equity capital markets.

“We have structured the converted company in a
manner that we believe will appeal to institutional
investors, which we believe will further broaden our
investor base and improve our trading liquidity,” he
said.

Beset with fleet renewal questions, Teekay
finally buys a modern tanker

TEEKAY TANKERS has one of the most heavily
traded stocks in any ocean shipping segment.

It’s benefitting from the cyclical high. Yet, every
quarterly call, its management is beset with the
same nagging question: How are you going to renew
your fleet when asset prices are so expensive?

It’s a challenge facing all listed tanker and bulker
owners: Buy newer ships and you pay a steep price,
sell older ships and you lose spot earnings gains,
do nothing for too long and your fleet ages out (or
shrinks as old assets are sold). Teekay Tankers has
emerged as a poster child of this dilemma.

On Thursday, the company reported adjusted net
income of $107m for 2Q24, compared with $132.3m
the year before, with earnings per share in line with
consensus.

But the big news was that it actually bought a
modern-built ship.

It acquired a 2021-built aframax for $70.5m for cash
in July, which was identified on its updated fleet list
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as the 112,750 dwt Orchid Spirit (IMO: 9901867).
According to Lloyd’s List Intelligence, Orchid Spirit
was previously owned by UK-based Union Maritime.

Teekay also recently sold one 2005-built aframax
and one 2005-built suezmax for combined proceeds
of $64.8m — essentially swapping two 19-year-old
ships for one three-year-old vessel.

Buying a secondhand ship would be little more than
a footnote for most listed tanker or bulker owners.
For Teekay, it is the first acquisition in years, amid

a period when it has kept its fleet age from rising

by selling older assets and has focused on debt
repayment.

The average age of Teekay’s owned tankers is 14.8
years even with the new acquisition, according to its
latest fleet list. With the exception of Orchid Spirit,
its youngest-owned vessel was built in 2013.

Fleet renewal questions on every quarterly
call
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It is not necessary for a shipowner to renew its fleet.
It can simply pocket cyclically high earnings, sell the
fleet and exit the business, as was done by OMI in
2007. OMI sold its fleet for $2.2bn at the peak of the
2000s supercycle, divesting its suezmaxes to Teekay
and its product tankers to Torm in 2007.

Teekay management was asked about this very
scenario on a conference call in November 2023.

Jefferies analyst Omar Nokta raised “the same topic
that seems to come up each quarter” and specifically
asked about the end game: “Do you see it basically
evolving to where it just becomes a capital-return
story and then eventually selling the company
altogether?”

CEO Kevin Mackay responded that “there is a need
for fleet renewal at some point”, adding that Teekay
would sell older ships, but rates were strong, so there
was no rush. CFO Stewart Andrade noted that if
Teekay were viewing the company “as a closed-end
fund”, it would be paying higher dividends and not
holding onto cash for future fleet renewal.

During the 1Q24 call in May, Evercore ISI analyst
Jon Chappell asked Mackay what the plans were
for “this massive cashflow in the coming quarters”,
another way to query on fleet renewal spending
versus capital returns to shareholders.

Mackay answered: “We do have fleet renewal to look
at and although pricing today is elevated on both
newbuildings and secondhand, there is a need for
us to replenish as well as sell ships. We still want to
keep exposure to the spot market. So, as we roll off
some older ships, you may see us use some of that
capital to reinvest and keep our spot exposure at a
high level.

“We also have to look beyond that to the future as to
doing larger fleet rejuvenation exercises, which we're
not advocating to do now.”

Not surprisingly, the same topic came up yet again
on Thursday.

This time, in response to a query from Nokta,
Mackay said, “We’re in a business that’s cyclical
and over time our fleet ages. We do recognise we
have to keep reinvesting in our fleet. Having said
that, it’s important that we get the timing right.
And while there is a need to deploy a significant
amount of capital toward fleet renewal, given where
asset prices are, we feel it would be more prudent
at this time to be more selective in how we go about
renewing our fleet.

“What you've seen us do in the past few quarters and
past few years is sell down some of our older assets
and crystallise some of the value of the elevated
asset prices were seeing, and then, more recently,
taking some of that capital and redeploying it into
more modern, efficient ships that give us longevity
on our fleet and continue the exposure to the spot
market, which we believe is going to remain strong.

“We’re generating an awful lot of free cashflow
from those older assets. So, it’s a question of doing
the math and seeing which one [selling or holding]
provides us the best value. But we're not scared to
sell and you've also just seen us also deploy some of
that capital to renew.”

Mackay reiterated, however, that “it won’t be a
wholesale fleet renewal on a mass scale at this point
in time”. Thus, the dilemma of fleet renewal in an
era of high asset values remains.

Dorian LPG not concerned by VLGC rate

downturn

VERY large gas carrier owner Dorian LPG reported
solid second-quarter earnings and said the recent
downturn in the VLGC market is not indicative of a
shift in fundamentals.

The New York-listed company reported 2Q24 (fiscal
1Q25) earnings per share of $1.26, surpassing
analyst consensus estimate of $0.98, but pointed to
counter-seasonal weakness in the current quarter
owing to the impact of hurricane Beryl in the US and
the improving conditions in the Panama Canal.

“Market volatility featured again during the quarter,

Lloyd's List | Daily Briefing Monday August 5, 2024

and continued in July,” chief executive John
Hadjipateras said on Thursday’s earnings call.

“We believe that these swings do not reflect any
significant changes in the fundamentals of supply
and demand for VLGCs; rather, they define a near
equilibrium where small changes can result in big
price swings.

“Factors such as restrictions and restoration of
Panama [Canal] transits, weather events in the
US Gulf, and the still unresolved wars in the
Middle East and Black Sea alternately increase or
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inhibit our quarterly earnings, but the underlying
fundamentals point to continued growth in the trade
of liquefied petroleum gas.”

Dorian’s VLGCs averaged a time charter equivalent
rate of $55,228 per day in the second quarter, and
the company reported fixing about 50% of available
days in the current quarter at a softer $30,000 per
day.

Jeffries shipping analyst Omar Nokta said in a
research note on Thursday, “This is a conservative
figure in our view, and management noted that spot
rates have begun to rise noticeably.

“We are modelling a final realised average of
$35,000 per day to arrive at our fiscal 2Q25 [3Q24]
EPS estimate of $0.52 — reduced from $0.75;
consensus is $1.10 — and note this may prove
conservative as well.”

Iron ore stockpiles and uncertain Chinese
growth are a spectre on dry bulk horizon

INCREASED iron ore inventories could create
problems for the dry bulk sector in the future as
Chinese imports outstrip demand.

The latest market report from shipping association
BIMCO cited lower-than-usual iron ore prices and a
weak Chinese real estate market, as factors behind
the highest Chinese iron ore portside inventories in
two years.

Iron ore prices averaged $113 per tonne between
April and June 2024, compared to an annual
average of $120.6 per tonne for 2023.

Chinese iron ore imports increased 6.1% year on
year in the first half of 2024 according to BIMCO,
but steel production fell 2.2% year on year in the
same period.

BIMCO chief shipping analyst Niels Rasmussen said
iron ore had been “particularly strong” into China,
but that demand for steel in the country was very
weak.

As a result, Rasmussen said inventories had been
growing.

“Essentially, China has been importing more than
they have been consuming,” he said.

“And the question is whether that’s going to continue
or not, and we think that’s probably going to depend
a whole lot on the price development.”

Should prices remain relatively cheap, then the
stockpiling might well continue he said, but that
could change when prices go up.

MacroMicro data shows Chinese portside
inventories at 152.8m tonnes on July 25, the highest
figure since February 2022.

Expected economic growth for the Chinese economy
in the second quarter of 2024 was also slower than
forecasted, at 4.7% year on year in 2Q24 versus the
government target of 5%.

Should China’s economy miss its 5% GDP growth
target for 2024, BIMCO’s report said, then the
outlook for dry bulk will be worse than forecast.

“It’s a massive concern,” said Rasmussen on Chinese
growth being potentially slower than expected.

“Short term, you can continue to build inventories,
but eventually there’s no room left, so you have to
adjust to what the actual underlying demand is,” he
said.

Rasmussen added that while growth in China was
“not too bad”, the issue for dry bulk was that growth
was being driven by exports of finished goods,
rather than domestic demand for housing and
infrastructure development.

The Baltic Dry Index was 1,675 on August 2, up just
over 50% on August 5, 2023, but still its lowest since
April 10, 2024.

China’'s Highton Development buys three
panamaxes after 81% profit surge in first half

CHINA'S dry bulk shipping company, Fujian
Highton, is ramping up its efforts to expand its
fleet by acquiring three panamaxes from Wilmar
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International, a Singaporean agribusiness group, for
$57.3m, and has plans for further purchases.
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The three Hong Kong-flagged vessels, the 81,680
dwt Theresa Jiangsu (IMO: 9591844), the 81,610
dwt Theresa Jilin (IMO: 9603972), and the 81,905
dwt Theresa Guangdong (IMO: 9591818), were all
built in 2012, according to Highton Development’s
filing to the Shanghai stock exchange.

The acquisition is aimed at expanding the company’s
shipping capacity and upgrading its fleet, as stated
by the company.

The fleet capacity is one of the key competitive
strengths of shipping companies, Zeng Erbin, the
chairman of the privately-owned company, said
during an online briefing with investors on Thursday
to review the first-half performance.

Highton Development would continue to buy vessels
in the second half of this year, he said, “At present,
the company is financially sound, and when vessel
prices reach appropriate levels, the company is well-
positioned to increase its shipping capacity.”

The Fujian-based company, which went public in
March last year, reported a net profit of Yuan242m
($33.6m) from January to June this year, marking
an 81.2% year-on-year surge, according to its
interim results.

Zeng attributed the profit growth to the recovery of
the global shipping market in the first half of this
year, with the Baltic Supramax Index increasing by
an average of 33.6%.

During the recovery period, the company has
expanded its fleet capacity and optimised its route
network to enhance profitability, he said.

In the first six months of this year, Highton
Development acquired 10 supramaxes, with eight
already delivered, and sold a bulk carrier.

When the remaining pair are delivered, the company
will have 62 bulkers in service, including owned and
chartered, with a combined capacity of nearly 3.4m

dwt, according to the company’s interim report.

IN OTHER NEWS

Jones Act mammoth Fairwater
Holdings formally launches
FAIRWATER HOLDINGS, the
Crowley-Seacor Jones Act
joint venture announced last
September, was officially
launched on Thursday.

The company'’s integrated fleet
consists of 31-owned tankers and
articulated tug-barges, trading

in petroleum products, chemical
and specialty parcels, and
Alaskan crude, the companies
said in a joint statement.
Fairwater also provides
shipmanagement services for 20
third-party owned vessels.

The company is headed by Daniel
Thorgood, who was the chief
executive of Seacor subsidiary
Seabulk Tankers.
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Uniper offers bio-LNG in Rotterdam
ENERGY company Uniper has
started offering bio-LNG at
Rotterdam'’s Gate terminal that
has a liquefaction capacity of
100,000 tonnes per year for bio-
LNG.

Uniper said bio-LNG offered

at Gate is certified under the
International Sustainability and
Carbon Certification scheme.

The Germany-based company did
not specify whether its bio-LNG
used a carbon accounting
method called mass-balancing,
although its explanation of the
production process suggested
bio-LNG was likely using that
method.

Royal Fleet Auxiliary personnel to
strike over pay dispute

MEMBERS of the RMT union in
the Royal Fleet Auxiliary will strike
from Friday across both British
and international waters.

The trade union said it has
directed its members to abstain
from duties on Friday, but they
will still carry out essential
safety tasks such as maintaining
moorings and gangways.

RMT general secretary Mick
Lynch said the latest strike
was about “more than fair

pay; it's about gaining the
respect and recognition that
seafarers deserve for their vital
contributions worldwide”.
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Classified notices follow

Lloyd’s List'>

Looking to publish a judicial sale, public notice,
court orders and recruitment?

Please contact; marketingservices@lloydslistintelligence.com
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