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Zhoushan as a new Far East bunker hub

Overview

For decades Singapore has been the gateway to Asia, a major hub offering

...certain
developments in bunkering as well as other various shipping services. There have been a
. number of attempts to rival it, particularly when it comes to bunkering,
China and P P Y g

. however bunker sales in Singapore remain strong, at around 50 million tons
particularly around

. per annum out of the global total of 300 million tons.
Zhoushan mean ... it

may become an Recently, however, certain developments in China and particularly around
attractive bunkering Zhoushan mean, while unlikely to fully rival Singapore, it may become an
alternative for some attractive bunkering alternative for some.

China as an importer of fuel oil

For a long time China imported fuel oil to help meet its domestic consumption,
including bunker sales and as a feed for the secondary refinery units. The
consumption as well as the sales tax were applicable on all bunker sales, and
given that the majority of fuel oil was imported from Singapore, this was
evident in the premium at which bunker fuel was priced in China.

Figure 1 shows the Zhoushan HSFO price premium to Singapore. Zhoushan has
the share of around 30% of all bunker deliveries in China.

For the most of 2018 the premium

50 -
held at around $10-15/mt, widening
407 significantly in 2019 due to a number
30 of factors.
20 A However, this is now changing as the
10 - Chinese government has a vision of
creating a bunkering and a service
0 — 77 hubinthe port of Zhoushan.
208 Q2 Q3 Q4 2019 Q2 Q3 Q4
The team in this article at at Certain steps towards achieving this
Anton Shamray Figure 1. HSFO price in Zhoushan vs Singapore, goal have already been made and
Senior Research Analyst iy 8 Price Ind .
$/mt (source: Integr8 Price Index) the market has reacted accordingly.
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Creating a bunker and service hub

In an attempt to promote Zhoushan as a bunker and service hub, a free trade
zone was established in 2017. This helped reduce the customs clearance time
to avoid delays in supplying vessels.

. . . Further to this in July 2018, a country-wide tax incentive was introduced for
With the introduction Y Y

marine fuel blending using imported feedstocks. Zhoushan benefited the most
of tax rebates and

as, unlike many other Chinese ports, it boasts substantial storage and blending

incr local
C_ eased loca capacity and there is more under construction. Access to storage was one of
production, averlege the key factors which enabled Singapore to develop as a large bunkering hub.
monthly VLSFO prices
in Zhoushan moved This, however, was still not enough to encourage Chinese refiners and
from over $20/mt blenders, who had the capacity but no favourable regulatory framework, to
above Singapore early produce more marine fuel to cover domestic and potentially foreign demand.
this year to a discount In February 2020 tax rebates started to apply in China for the sale of marine
more recently fuels, increasing the regional competitiveness of domestically produced fuels.

Major Chinese refiners announced plans to ramp up VLSFO production
amounting to over 20 million tons of VLSFO production in 2020, in line with
the annual Chinese domestic and bonded bunker demand.

Zhoushan is increasingly becoming the key port for bunker-only calls in China,
where they plan to 7 million tons of bonded fuel via 11 suppliers in 2020, up
from 3.6 million tons in 2018. Such an increase brings Zhoushan closer to
Rotterdam and Fujairah by volume.

These developments pushed the price of VLSFO in Zhoushan lower (Figure 2),
raising its competitiveness against other regional ports, including Singapore.

30 4 With the introduction of tax rebates
25 1 and increased local production,
20 1 average monthly VLSFO prices in
151 Zhoushan moved from over $20/mt
10 A

above Singapore early this year to a
54 . . .
discount more recently. This trend is

0 T T T 1
; \ likely to continue as 10 million tons

0 of VLSFO quotas for bonded sales
Jan-20 Feb-20 Mar-20  Apr-20  May-20 have just been released; an extra 5

Figure 2. VLSFO price in Zhoushan vs million tons may be issued later this

Singapore, $/mt (source: Integr8 Price Index) ~ Y€al, potentially replacing imports.
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Zhoushan bunker sales growing

There is already a solid base for the increased Chinese VLSFO production and
sales from Zhoushan, supporting the government intention to create a vessel
service hub. This is already visible as bunker enquiries and sales are up.

As an example, Figure 3 shows the cumulative growth in the number of stems
Integr8 Fuels concluded in Zhoushan.
Important decisions

200 - The Zhoushan growth has also been
and steps have e due to the favourable calling fee
already been made 150 - policies. ~ With  two  bunker
towards reaching the anchorages, inner and outer, the
China’s goal of being 100 1 outer anchorage is free of fees,
self-sufficient in 2020 e which makes it similar to Singapore
bunker fuel production 7 OPL. The inner anchorage charges
and supply and o half of the pilotage fee for bunker-
developing Zhoushan c 8 553 S é v 8§ 3 g only calls and none if the outer
S L s a<s S 2 »w 0 z o

as a key bunkering anchorage is unavailable due to bad
and service location in Figure 3. Cumulative growth in Zhoushan stems

the Far East

weather, although other taxes may

by Integr8 Fuels
y e still apply.

It is understood that the first foreign-flagged vessel was supplied with VLSFO
at the Zhoushan outer anchorage in mid-December and many more vessels

have followed since.

All these developments increase the attractiveness of Zhoushan as a bunker
and vessel services port. There have already been reports of vessels,
previously used to bunker elsewhere, deviating to Zhoushan due to the
growing price difference. More calls at Zhoushan will help recognise it as a

reliable bunker and supply option in the maritime community.

Important decisions and steps have already been made towards reaching the
China’s goal of being self-sufficient in bunker fuel production and supply and

developing Zhoushan as a key bunkering and service location in the Far East.
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This article has been prepared by, and the opinions expressed are those of, Integr8 Fuels as of the date of writing (the “Materials”) and are subject to change without notice. Integr8 Fuels does not undertake to update or revise the
Materials. The Materials are intended to provide general and preliminary information, and is not intended to be relied upon, and must not be read, as financial, legal, business, investment, accounting, tax or other advice or guidance. The
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The information in the Materials is given in good faith but without guarantee, and notwithstanding anything to the contrary Integr8 Fuels makes no representation as to its accuracy, completeness, authenticity or source. To the fullest
extent permitted by applicable law, Integr8 Fuels shall have no liability in contract, tort (including negligence) or otherwise for any direct, indirect, incidental, special, punitive or consequential damages or losses, including but not limited
to loss of profits, revenue, business, opportunity, goodwill, reputation or business interruption, that result in any way from the use of content provided in the Materials.

The Materials may not be used, copied, reproduced, disseminated, quoted or referred to in any publication, presentation or other document (with or without attribution to Integr8 Fuels) at any time or in any manner without the express,
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