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Sailing on low sulphur

LSFO more viable option for shippers in the long run
Existing supply hiccups to ease
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Bunker fuel preference shifts to LSFO among Indian shippers
The International Maritime Organization (IMO) has mandated the use of low-sulphur fuel oil (LSFO; 0.5% sulphur)
by ships replacing high-sulphur fuel oil (HSFO; 3.5% sulphur), with effect from January 1, 2020.

To be compliant, ship owners have two options: use LSFO, or continue to burn HSFO by equipping ships with exhaust
gas cleaning systems called scrubbers.

So far, only 5-10% of the global fleet (by number of vessels) is estimated to have installed scrubbers, and by the end
of 2020, this is expected to improve to only 10-15%.

In other words, shippers are preferring a switch to LSFO.
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The low preference for scrubbers is because of two factors: a ban on open-loop scrubbers, which transfer pollution
from air to water, at ports; and, two, the ease of transition to LSFO for refiners, which could lead to concerns about
availability of HSFO, especially at small ports.

Also, the cost of installing a scrubber is very high at $2.5-4.5 million (Rs 18-32 crore, which is 5-10% of the typical
capital cost for a Suezmax or Aframax vessel).

Factoring this, a cost analysis of vessels with and without scrubbers over a 15-year lifecycle indicates that it is
beneficial for a ship to run on LSFO even if the price differential between LSFO and HSFO remains at the current
level of $300 per mt. And as the price differential narrows, the economic benefit for players operating on LSFO
increases, compared with players using HSFO with scrubbers.
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LSFO is the better option in the long run
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In the interim, however, ships moving to LSFO may see costs shoot up, impacting fiscal 2021 margins at the EBITDA
(earnings before interest, tax, depreciation and amortisation) level.

In fiscal 2021, operating margins of the players operating on LSFO are expected to dip by 400-500 bps due to higher
bunker fuel prices. On the other hand, for those players who have installed scrubbers, margins are expected to dip
by 100-200 bps as they will still need to operate ships on LSFO on the scrubber banned ports and also due to
increase in maintenance cost on account of scrubber. In case ship owners chose to use the high-priced diesel oil, it
could impact their margins even further.

The novel coronavirus outbreak is becoming a global problem. China, the epicenter of the crisis, is a significant
importer of coal, iron ore, and crude oil, and exporter for container trade. Consequently, the shipping industry is
expected to see some downturn in the fourth quarter of fiscal 2020. Accordingly, demand and freight rates for dry
bulk and container would be under pressure over the short term.

To read more about the impact of corona virus on India Inc, click here.


https://www.crisil.com/en/home/our-analysis/views-and-commentaries/2020/02/the-n-cov-fallout.html
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Shortage of LSFO on the east coast has affected transhipment
traffic

Meanwhile, Indian ship owners are facing initial hiccups linked to supply and availability of LSFO — especially on the
east coast — even though the surge in demand was anticipated.

Our interactions with market participants indicate India’s current LSFO demand is 1-1.5 mmtpa (assuming 5-10% of
Indian ships have installed scrubbers), which is only 1-2% of global bunker-fuel sales. About 70% of marine fuel sales
in India are to Indian flagships undertaking domestic coastal voyage, while international ships account for the
remaining 30%.

Even though Indian refineries are well-positioned to move to LSFO, delays in commencement of production by some
refiners and shutdowns for upgradation to BS-VI norms have led to supply constraints. Moreover, LSFO stocks
depleted quickly due to panic buying by ship owners ahead of implementation of the new norm.

On the west coast, refineries were able to fulfil the initial demand for low-sulphur bunker fuel. However, supply
constraints on the east coast have led to disturbances in coastal traffic.

The shortage of LSFO has also affected transshipment traffic, which has switched to ports such as Singapore and
Colombo, where bunker fuels are available. And though the bunkering requirement of coastal ships has been given
priority, they are also facing headwinds due to the shortfall.

Given the non-availability of LSFO on the east coast, ship owners are filling up the fuel oil non-availability report and
are stocking small quantities of HSFO or diesel oil that are enough to reach the nearest port with LSFO availability.
This is leading to route inefficiencies and voyage delays.

That said, the impact on the overall transshipment traffic in India is relatively low, as eastern ports such as Kolkata,
Chennai and Ennore account for only 30% of India’s transshipment traffic — which is anyway only 10% of the total
traffic.
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LSFO supply to improve in 2-3 months on output ramp up, duty cut

Our interactions with stakeholders, such as regulators, refiners and bunker fuel traders, indicate this situation is
temporary and is expected to stabilise over the next 2-3 months, with almost all refiners ramping up LSFO production.

LSFO shortage mostly on the east coast currently

India LSFO demand: 1-1.5 mmtpa
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In the context, the reduction in customs duty on imported LSFO from 10% to ‘nil’ in Union Budget 2020-21 is a positive
for ship owners, as refiners may fill the gap by importing the required LSFO mostly from Malaysia or Singapore.

Given that bunker fuel prices in India are linked to Singapore prices, the differential between imported and domestic
prices would narrow, making it viable for refiners to supply imported LSFO at bunkering hubs.

The shutdown of the Koyali refinery on the west coast for BS-VI upgradation in February 2020 is, however, a key
monitorable.
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Annexure 1: price differential between HSFO and LSFO has widened

F per mt)
800

T00

600

500
5180 per mt

-+

400
300
200
100

Oct-19 Mov-18
=== SinQapore LSFO

Source: Industry, CRISIL Research

Analytical contacts

Hetal Gandhi
Director, CRISIL Ltd.
hetal.gandhi@crisil.com

Priyanka Agrawal

Senior Research Analyst, CRISIL Ltd
priyanka.agrawal@crisil.com

$330 per mt

 REEEEEEE e

Dec-19 Jan-20
Singapore HSFO

Elizabeth Master
Associate Director, CRISIL Ltd.
elizabeth.master@crisil.com

Saumya Bansal

Research Analyst, CRISIL Ltd.
saumya.bansal@crisil.com


mailto:hetal.gandhi@crisil.com
mailto:elizabeth.master@crisil.com
mailto:priyanka.agrawal@crisil.com
mailto:saumya.bansal@crisil.com

About CRISIL Limited

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture of
innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It is majority owned by S&P Global Inc, a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the
Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals on
a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry research
covers 86 sectors and is known for its rich insights and perspectives. Our analysis is supported by inputs from our large network
sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed income markets.
We are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the
country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered
independent equity research in India, and are today the country's largest independent equity research house. Our defining trait is
the ability to convert information and data into expert judgments and forecasts with complete objectivity. We leverage our deep
understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-
sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information management
specialists.

CRISIL Privacy

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and
service your account and to provide you with additional information from CRISIL. For further information on CRISIL's privacy policy please
visit www.crisil.com.

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information
obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or
completeness of the Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data /
Report. This Report is not a recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that it
has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates
independently of, and does not have access to information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure
Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature. The views expressed in this
Report are that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be published / reproduced
in any form without CRISIL’s prior written approval
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