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ADDING FUEL TO THE FLAMES

By the time most of our readers have read this page the world will have seen a spectacular
opening ceremony to the Beijing Olympic Games. Much of the pre-games press coverage has
been given to the climatic conditions and in particular the smog conditions that may be
encountered by competing athletes. Chinese authorities have shut factories and announced
traffic bans in an attempt to reduce the city’s pollution index. At the same time across the Pacific
Ocean, little media coverage has been given to the state of California pushing ahead with
unilateral rules on the maximum acceptable level of sulphur in marine fuel - effectively creating
the worlds 3 Ship Emissions Control Area or SECA. From July 2009, California proposes that all US
and foreign flag vessels are to use marine gas oil with a maximum sulphur limit of 1.5 percent
content. The rule applies until 2012 when the maximum sulphur level permissible will fall to 0.1
percent and will apply within 24 nautical miles from the coast. This is not the first occasion where
California has gone ahead of the rest of the US in implementing its own legislation on shipping
matters. But things are not quite so straightforward. Similar proposals, by the state, have already
been overturned in two separate court rulings. However, several oil pollution incidents in US waters
has seen a backlash against shipping including a call by politicians, for all tankers using
Californian ports to be double-hulled. This follows a collision in November 2007, between a
container ship (not even a tanker) and San Francisco’s Golden Gate Bridge which resulted in
58,000 gallons of heavy fuel oil spilling into the bay. Last month saw yet another pollution incident
on the River Mississippi resulting in the closure of the waterway for several days. This time hundreds
of thousand gallons of oil from a tank barge spilled into the river. However, no pollution was
reported from the double-hulled tanker, the other ship involved.

In June of this year the US Marine Pollution Prevention Act of 2008, which covers a number of
different pollutants on shipboard operations including air quality, was passed by the Senate and
now just requires the signature of the President before becoming law. With the impending US
elections and a change of administration, attention to this piece of legislation may not be a high
on the Presidents agenda. Although with each passing pollution incident, the state politicians will
apply more pressure on their Senators to introduce tougher measures to cut both emissions and
pollutants across the US as a whole. As a result shipping and in particular tankers could be an
early target for any new administration wishing to make its mark with US voters.

Bunker Prices | Regular Low Sulphur Fuel (<3%) |
USs$ Mean Price $/mt  Sulphur % Typical
Last 6 months
Viscosity Range (cst)

Region/Port 380 180 <180 180-380
New York $750 $807 2.06-2.45 2.30-2.90
Philadelphia $739 $807 2.40-2.55 3.00-3.23
Savannah $749 $803 2.00-2.15 2.07-2.27
Charleston $750 $805 1.80-2.00 2.00-2.35
Jacksonville $749 $803 1.89-2.00 2.00-2.25
Los Angeles $745 $783  1.85-2.25 1.90-2.50
Seattle $736 $758 1.75-1.95 1.95-2.45

Wharf Prices - Source: LQM Petroleum Services (15th July)
Produced by Gibson Consultancy and Research
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CRUDE

The gloom worsened for VLCC Owners in the Middle East Gulf as rates moved off by another 30 WS points
to the East to as low as WS 90 for double hulls with a reduced WS 85 the mark for Western destinations.
Single hulls haven’t had much of a ride because the modern class has proved so competitive, but in theory
would show some 10 percent lower. Good availability remains for the balance of August, and into
September, and the next round of fixing is unlikely to yield much change, however activity should pick up,
and eventually the list will tighten with a rebound possible at that point. Suezmaxes slowed as the week
progressed, and rates have eased to 130,000 by WS 200 East for doubles, and WS 170 for singles with WS
160 asked for Western options. Unless there is some concerted action soon, rates will fall further. Aframaxes
were likewise very slow and moved off to 80,000 by WS 275 East. A little more slippage is likely before this
sector consolidates.

Continuing problems with Bonny Production kept co-loadings to the bare minimum from West Africa and
VLCC’s had to show 260,000 by WS 145 for U.S Gulf to even start to attract interest. Suezmaxes moved
rapidly off to 130,000 by WS 185 for all Atlantic options, and despite Owners attempting to rally mid week,
Charterers played hard ball for long enough to force Owners arm again by the week’s end and some more
points are likely to be chipped away in the near future.

Aframaxes in the Mediterranean picked up sharply at the start of the week to 80,000 by WS 250 cross-
Mediterranean, but an effective shutdown of Azeri Crude output due to a fire on the B-T-C Pipeline led to
cancellation of a number of charters, rates fell to WS 190 and with the situation unlikely to be rectified
within the next 3 weeks, rates are likely to head further south. Suezmaxes were very slow, and were likewise
compromised by the shortfall in production. Rates have now moved to close on 135,000 by WS 200 for
Black Sea Mediterranean voyages and look set to soften further.

The Caribbean moved off to 70,000 by WS 300, and then went on hold to await the effect of the latest storm
heading for the U.S Gulf. When it proved little more than a rainy day, rates slid away to 70,000 by WS 280
upcoast as normal service resumed. Expect further erosion into next week.

Aframaxes in the North Sea posted modest improvement to 80,000 by WS 195 cross- UK-Continent and up
to 100,000 by WS 180 from the Baltic, but fresh enquiry stayed muted and the negativity in the
Mediterranean should keep Owners sentiment a little vulnerable. Suezmaxes saw very little movement, and a
much lower 135,000 by WS 162.5 for U.S Gulf discharge reflected no shortage of availability, and no
turnaround is expected in the short term.
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PRODUCTS
Increases for both East and Western Hemispheres where markets continue to shine and freight rates prosper.

The firming markets have continued in Middle and Far East. The Lr2's have not been fixing in huge volume,
however freight prices remain high with 75 x WS 320 on subjects at the time of publication. With September
stems being quoted, and tonnage already getting tight, the market can only rise further. UK-Continent
voyages have been fairly quiet and levels remain at US$ 4.8 million. The LR1's continue to be exceptionally
tight, with the majority of August tonnage cleared and stems remaining. US$ 3.8 has been fixed Arabian
Gulf to UK-Continent and the eastern prices have firmed to WS 355 basis 55,000 tonne.

The MR's have been particularly busy, with lots of enquiry for stems in all directions. Owners have been
talking as high as US$ 2.6 for Arabian Gulf to UK-Continent, ultimately the market is that high yet, but it is
closer to US$ 2.45 million. East African voyages are 35 x 420 levels, however this still relatively untested.
The naphtha movements ex West Coast India have continued to be busy and as a result prices have moved
up to WS 35 x 360 levels. There is very little tonnage available for August and Charterers are happily fixing
in the last decade of the month.

The Far East, has also taken a step, with WS 300 basis 30,000 tonnes the market for Singapore, to Japan.
Australia voyages remain quiet, with COA Vessels covering all requirements. The North Asia market has
tightened up further, with many backhauls needing to be covered MR's are going at high 900's and LR's are
well over a million.

Both the Black Sea and Mediterranean markets experienced a slow week with rates for approved tonnage
being fixed at WS 235-240. There have been some trans-Atlantic barrels enquiries of late with rates being
comparable to those available on the TC2 market. Minimal activity for the Mediterranean to Arabian Gulf
run with UMS with rates of around US$1.2 .3 million achievable.

The market dynamics have changed somewhat in the Caribbean region with the mainstay of their business
now focusing on distillate back to Europe. The rates available are WS 230-240 per tonne of cargo for both
Continent and Mediterranean discharge options. The rates for the upcoast trade are now WS 295 (basis
38kt).

The impending switch from summer to winter grade put some date pressure on sellers, causing an arbitrage
to open and a hive activity began. Subsequently rates have propelled themselves to WS 325-330 basis 37kt
of cargo. Demand into Africa continued with approved MR’s achieving basis 30-33 kt cargo at WS 300-315
rata. Unapproved units were in short supply as South America drew their attention in edibles, but vessels
open in the north were there at WS 250-270 depending on size and vintage. The cross UK-Continent market
has been a sideways graph with WS 240-245 the market on 30 kt of cargo.
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