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Preface

This report has been written by a team of experts from CE Delft and

Marena Ltd. for the Ocean and Policy Research Foundation. It builds upon

and includes an earlier report, titled ‘Analysis of GHG Marginal Abatement
Cost Curves’. The authors thank the maritime stakeholders who have agreed to
be interviewed. We acknowledge valuable comments by the project Steering
Committee, a German shipowner and a Japanese shipping company on the
draft report. The views expressed are those of the authors, not necessarily of
the client. All errors are ours.

Jasper Faber
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Summary

Greenhouse gas emissions from maritime transport account for approximately
3% of global emissions and are projected to increase rapidly over the next
decades. One of the ways to reduce these emissions is to improve the fuel
efficiency of ships. Many measures can be implemented to do so, ranging from
weather routing to installing solar cells.

Marginal Abatement Cost Curves (MACC) present measures to reduce GHG
emissions in order of their cost-effectiveness. Over the last years, several
MACCs have been published that appear to project different abatement
potentials. One thing the MACCs have in common is that they project a large
cost-effective potential: several measures can be implemented at a net profit.
Taking this into account, some projections have shown that GHG emissions
could remain at their 2005 levels until around 2020, provided that all available
options to reduce emissions are implemented.

The finding that GHG emissions of maritime transport could remain stable over
the coming decade depends crucially on three assumptions. First, that the
baseline emission projections are consistent with current developments in
shipping. Second, on the abatement potential of maritime transport and
consequently on the MACCs. The published MACCs differ with regards to the
total abatement potential and the costs. As a result, the emission projections
may differ, depending on the MACC used. Third, on whether all the measures
included in the MACCs can be implemented. Currently, several studies point to
the existence of non-market barriers to the implementation of cost-effective
measures. If these barriers can be overcome, emissions could stabilise.

On baseline emissions, this report finds that using such a model and using
transport work data to project transport demand yields emission projections
that would be 6% higher than conventionally assumed. In addition, it finds that
due to the increasing size of the largest container ships, ship emissions may be
3-7% lower in 2020 and 6-13% in 2050. On balance, this report finds that
maritime transport emission projections should be somewhat lower than
previously assumed. It also finds that because ship emission projections
depend on shipping activity projections, which in turn depend on trade
projections, it would be good if emission projections would be based on trade
models.

This report finds that the differences in MACCs can be traced back to
differences in the baseline and a larger number of measures that are included.
The remaining difference is about 10% and can be attributed to the other
methodological differences.
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A literature review and interviews with stakeholders has identified seven
general barriers to the implementation of cost-effective measures to improve
the fuel-efficiency of a ship. These are:

1. A split incentive because a ship owner has to invest in the fuel efficiency
of a ship while the charterer pays for the fuel. In practice, the owner can
earn a higher charter rate for a more fuel efficient ship in most market
conditions but the amount by which the charter rate is higher is only a
share of the amount by which the fuel consumption is lower. The fact that
owners are only able to recoup a share of the benefits of a fuel-efficient
ships depends on two factors. First, micro-economic analysis shows that it
is rational in an equilibrium market that the benefits are shared between
the supplier (i.e. the owner) and the consumer (i.e. the charterer). How
large the share for each party is, depends on the price elasticity of
demand and the price elasticity of supply. Both depend on market
circumstances and are therefore variable. Second, in charter parties the
risks of over- and underperformance of a ship are unevenly distributed.
While owners bear the risk of underperformance, there is no risk to the
charterer in case of overperformance. Both factors combined have the
effect that ship owners who invest in a fuel efficient ship, or who invest in
improving the fuel-efficiency of their ship, are able to earn back a share of
the fuel benefits through higher charter rates. The remaining benefits are
for the charterer.

2. Alack of independent data, especially on new technologies, results in a
high uncertainty in the business case and prevents ship owners to invest.

3. The transaction costs associated with searching for and evaluating
measures to improve the fuel-efficiency of ships may be high, especially
for new technologies. This barrier exacerbates the previous one.

4. Financial constraints are caused with market circumstances and by
requirements to invest in other technologies, e.g. for ballast water
management and emissions control.

5. Yards may be reluctant to implement new and innovative technologies,
and they may be reluctant to include these technologies in their
warranties. The reluctance varies considerably over yards.

6. In some cases, ship owners and operators may not have good information
on the fuel efficiency of a vessel, making it hard to analyse the impacts of
efficiency improving equipment.

7. As some retrofits are only feasible when a ship is already in dry dock, and
dry docks are planned on regular 4 to 6 year intervals, there may be a time
lag between when a measure becomes cost-effective and its
implementation.

The first three are the most important in terms of impacts on the cost-
effectiveness of measures and hence on the cost-effective abatement
potential. The financial constraints are severe but likely to be temporary;
while the reluctance of yards and the fuel monitoring system are very case-
specific. The time lag for technologies that require drydocking is a universal
barrier, albeit one that can hardly be overcome.

The impact of the barriers on the cost-effective abatement potential can only
be quantified in a scenario analysis. This report finds that, depending on the
scenario, the abatement potential may be reduced by about 25%, with a
scenario-dependent range of 13% - 47%.

There are several ways to overcome these barriers. The split incentive can - to
some extent - be overcome by providing more detailed information about fuel

efficiency of ships, taking the operational profile into account. As a result, the
fuel consumption can be more accurately projected and a larger share of
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efficiency benefits can be appropriated by the ship owner, thus increasing the
return on investment in fuel saving technologies. This would also require
changes to standard charter parties.

The credibility of information about new technologies can be improved
through intensive collaboration between suppliers of new technologies and
shipping companies. In order to overcome risk, government subsidies could
provide an incentive. This could have the additional benefit that governments
could require publication of results.
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Introduction

Greenhouse gas emissions from maritime transport account for approximately
3% of global emissions and are projected to increase rapidly over the next
decades (UNCTAD, 2011). One of the ways to reduce these emissions is to
improve the fuel efficiency of ships. Many measures can be implemented to do
so, ranging from weather routing to installing solar cells.

Marginal Abatement Cost Curves (MACC) present measures to reduce GHG
emissions in order of their cost-effectiveness. Over the last years, several
MACCs have been published that appear to project different abatement
potentials. One thing the MACCs have in common is that they project a large
cost-effective potential: several measures can be implemented at a net profit.
Taking this into account, UNCTAD (2011) finds that GHG emissions could
remain at their 2005 levels until around 2020, provided that all available
options to reduce emissions are implemented.

The finding that GHG emissions of maritime transport could remain stable over
the coming decade depends crucially on three assumptions. First, that the
baseline emission projections are in line with Buhaug et al. (2009). Second, on
the abatement potential of maritime transport and consequently on the
MACCs. Several MACCs have been published. They differ with regards to the
total abatement potential and the costs. As a result, the emission projections
may differ, depending on the MACC used. Third, on whether all the measures
included in the MACCs can be implemented. Currently, several studies point to
the existence of non-market barriers to the implementation of cost-effective
measures. If these barriers can be overcome, emissions could stabilise.

This report analyses the three conditions for stabilisation of maritime
transport emissions. Chapter Fout! Verwijzingsbron niet gevonden. analyses
baseline emission projections. Chapter Fout! Verwijzingsbron niet gevonden.
presents a comparative analysis of MACCs for the shipping sector and studies
the impact of one crucial element, viz. holding times of ships. Chapter Fout!
Verwijzingsbron niet gevonden. identifies the barriers to the implementation
of cost-effective measures and analyses their causes. A tentative
quantification of the impact of the barriers on the cost-effective abatement
potential is presented in Chapter Fout! Verwijzingsbron niet gevonden..
Chapter Fout! Verwijzingsbron niet gevonden. develops possible ways to
reduce barriers. Chapter Fout! Verwijzingsbron niet gevonden. concludes.
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Baseline emission projections

Introduction

Most Marginal Abatement Cost Curves (MACCs) for the shipping sector assess
the curve in a future year, commonly 2020 or 2030. In order to assess the
reduction potential in that year, it is necessary to make a projection of
emissions and fleet composition. Hence, baseline emission projections are a
crucial element of each MACC.

Emission projections take several factors into account:

— Projections in demand for maritime transport. Often, this is based on a
relation between seaborne trade and GDP.

— Projections of fleet efficiency. Often, this is broken down to changes in
ship type and size, improvements in fuel efficiency of ships (engines and
hull forms, other fuel-efficiency improving equipment like waste heat
recovery), changes in ship operational or design speed.

— Projections of the carbon content of fuel.

Many MACCs for shipping take the emissions projections from the Second IMO
GHG Study (Buhaug et al., 2009) as a basis. These projections have been based
on the assumption of a linear relation between total seaborne trade and GDP.
Section 2.2 tests whether other data and methods would yield different
results.

Since the baselines have been developed in 2008 and 2009, they did not take
into account the size increase in the largest containerships that has occurred
since then. Because larger ships are more efficient and the largest container
ships account for a significant share of maritime transport emissions, this size
increase has potentially significant results on the baseline. Section 2.3
analyses this issue.

The relation between GDP and trade

The Second IMO Greenhouse Gas Study (Buhaug et al., 2009) also
demonstrated that total seaborne trade (TST) and CO, emissions have been
increasing over time, and made projections of 2050 emissions to enable
climate impact studies to be performed.

The projection of CO, emissions is essentially done by projecting traffic, and
then further estimations of ship size, equipped engine power requirements,
changes in engine and vessel efficiency, changes in vessel size and changes in
carbon content of fuel are all accounted for. Evidently, a number of
assumptions have to be made and examples of such a methodology to various
degrees of complexity have been employed in previous emission projection
studies to 2050 (e.g. Eyring et al., 2005; Eide et al., 2007; Buhaug et al., 2009;
Paxian et al., 2010). What has been common in all these studies is an
underlying projection of traffic, or seaborne trade, on the basis of a
correlation with global GDP. However, all of these aforementioned studies
have used TST, rather than individual cargo or ship types. Both individual ship
types for different cargos and their underlying market forces differ. These
previous studies have extrapolated TST and then disaggregated out again
different sectors. In addition, these studies have all assumed a linear
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Figure 1
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relationship between TST and global GDP. In long-term projections of air
traffic and emissions, similar methodologies have been used, but have used
non-linear regression models (e.g. FESG 1998; IPCC 1999; Owen et al., 2010).

Moreover, since the aforementioned studies have used TST (in tonnes), while
emissions are associated with transport work (in tonne-miles), they have
implicitly assumed that the average distance over which cargo is transported
has remained constant.

In this section, historical data on maritime transport work from a number of
different cargo types from 1970 to 2008 have been used to project future
trade in terms of three different types of cargo, and TST out to 2050 using a
non-linear regression model. The model used, a Verhulst model of the sigmoid
curve type, simulates the three typical phases of economic markets, i.e.
emergence, maturation and saturation. Results are presented for the
projected growth in seaborne trade to 2020 and discussed in the context of
other studies and test results using linear growth assumptions.

Methodology

Data sources

Global data on maritime trade (both seaborne trade and maritime transport
work) are produced on a routine basis by the United Nations Conference on
Trade and Development (UNCTAD) as part of their annual ‘Review of Maritime
Transport’, which has been produced since 1968 (e.g. UNCTAD, 2009). The
UNCTAD Secretariat were approached for digital data and kindly provided
annual transport work data back to 1970. Figure 1 shows that TST and
maritime transport work are highly correlated, indicating that average
transport distances have hardly changed over time which is surprising given
emergence of developing economies in the period concerned. This conclusion
is valid for total seaborne trade and dry cargoes; for crude oil and oil
products, the correlation is much weaker. Probably a regional matrix of
transport work would reveal better whether and how trade patterns have
shifted. We did, however, not have access to more detailed data.

Correlation between seaborne trade and maritime transport work
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The data included the following cargo types: crude oil, other oil products, iron
ore, coal, grain, bauxite and aluminia, phosphate, other dry cargos. By
interpretation (with consultation with UNCTAD), these categories can be
usefully combined to: total oil, total bulk dry goods, total other dry goods,
which are generally transported by three different ship types of tankers, bulk
raw material ships, container (and other) ships. These three totals represent
the majority of ship types and the changes over time of tonne miles over time
are illustrated in Figure 2 along with other influential factors such as fuel price
and global GDP.

Figure 2  Transport work for all categories of cargo provided by UNCTAD, 1970 to 2008 in billion tonne-
miles, also illustrated with global GDP and oil prices (right hand axis) in trillion US$ (constant
1990 prices, and constant oil prices (USEIA data).
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Data for bauxite and aluminia, and phosphate were only available from 1987
on, so have been backfilled in a simplistic manner; bauxite and aluminia from
a simple linear trend, and phosphate as an average of the 1987 to 2008 data,
as the time-series appears to be stationary.

From Figure 2 it is apparent why the previous studies (Eyring et al., 2005; Eide
et al, 2007; Buhaug et al., 2009) have only used TST data from 1985 on; there
is an extreme excursion of the TST over the period 1970 to 1985. This
excursion in TST is entirely caused by the crude oil seaborne trade and was
driven by a number of political and economic factors, some of which are
connected with the political situation over oil prices during this period. The
volatile situation in the Middle East also led to avoidance of the Suez Canal,
and ships also increased dramatically in size such that the Panama Canal
became un-navigable for some ships. The outcome for this study is that the
period 1970 to 1985 had a particular explanation for the data excursion for
tonne-miles of crude oil, so that those data were excluded from the analysis.

Historical data on global GDP were obtained and GDP projection data for the
four IPCC SRES scenario families, A1, A2, B1, B2 obtained from the IPCC
website, and are described by IPCC (2000). The GDP data are illustrated in
Figure 3.

Historical and future projections (IPCC, 2000) of global GDP in trillions of US$, constant 1990
prices
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The objective of this work was to establish whether a more realistic modelling
approach than a linear projection of GDP/TST could be formulated that better
simulated established behaviour of markets.

Non-linear statistical models have been used for some time in long-term
projections of aviation. The Forecasting and Economic Support Group (FESG) of
ICAO produced such a model for the IPCC (1999) assessment, ‘Aviation and the
Global Atmosphere’ (see IPCC, 1999) and has been used in Owen et al.’s
(2010) recent projections of aviation emissions for 2050. Such models are often
referred to as ‘logistic models’, or more simply ‘non-linear regression models’.
A range of these models exists, such as the Verhulst or Gompertz models, and
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they are commonly used in the econometric literature where the requirement
is to simulate some form of market saturation (Jarne et al., 2005).

The sigmoid curve mimics the historical evolution of many markets with three
typical phases: emergence, inflexion (maturation), and saturation where the
period of expansion and contraction are equal with symmetrical emergent and
saturation phases. The phase first involves accelerated growth; the second,
approximately linear growth; and the third decelerated growth. Logistic
functions are characterised by constantly declining growth rates. The Verhulst
function is particularly attractive as it calculates its own asymptote from the
data and is described as follows, where x is the future demand and t is time in
years and a, b and c are model constants:

x=a/(1+b*exp(-c*t)) [3]

The constants a, b, and c are estimated from initial guesses of asymptote,
intercept and slope, and solved by converged iterative solution. PASW v18
provided a suitable program for this model. An application of this model to the
aviation sector, where demand is represented by Revenue Passenger
Kilometres (RPK), is shown in Figure 4.

Example of application of the Verhulst model to historical RPK/GDP and future IPCC SRES GDPs

Ratio of historical aviation RPK/GDP and projection to
2050, Verhulst growth model
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The shipping sector, however, is quite different to the aviation sector as the
different ship types are quite different in size, power, and market growth
rates. The growth rates (see Figure 6) are also potentially more complex than
that of aviation. Nonetheless, the Verhulst model was applied to total oil,
excluding the 1970 to 1985 period, total bulk dry goods, and other dry goods.
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2.2.2 Results
The ratios of maritime transport work to GDP for the three different cargo
types (total oil, total bulk dry goods, and other dry goods) are shown in
Figure 5.

Figure 5  Ratios of TST (different sub-types) in billion tonne-miles to historic global GDP in US$
(constant 1990 prices)
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Figure 5 shows a set of more complex signals than the pattern of aviation
growth, nonetheless, the patterns of growth of ratios for total bulk dry goods
and other dry cargos were particularly promising. Statistically significant and
robust Verhulst models were calculated for the three main cargo types, and
the future ratios growth curves shown, as calculated, in Figure 6.

Figure 6  Historical and modelled growth curves to 2050 for ratios of total oil, total bulk dry goods, and
other dry cargos. Linear functions have also been calculated and plotted

Ratios of total oil, total bulk dry goods and other dry goods to GDP and non-
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Figure 7
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Figure 6 indicates that future growth rates of maritime transport work can be
successfully modelled in a non-linear fashion, which is more realistic than the
conventional linear model, by three different cargo types. This is a distinct
advantage for the next step of assembling a simplified modelling system of
future emissions.

Discussion

Taking one of the GDP growth scenarios, A1 as an example, the growth in
transport work for the three ship cargo types is shown, projected from
historical data from the three Verhulst models formulated though to 2050 in
Figure 7.

Historical and projected growth in transport work of total oil, total bulk dry goods and other
dry cargoes through to 2050, Scenario A1
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The three ship cargo types have been combined to illustrate total seaborne
transport work projections under a range of GDP assumptions, and this is
shown in Figure 8. In order to illustrate the TST for the future, the sectors
have been added together and illustrated in Figure 8.
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Figure 8
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Projected global TST in billion tonne-miles for SRES Scenarios A1, A2, B1, B2
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The base-case data for the three cargo types in 2008, 2025 and 2050 are given
in Table 1.

These data indicate maritime transport work is projected to grow by factors of
1.3 to 1.9 over 2008 levels, depending upon the IPCC GDP scenario projected.
By 2050, transport work is projected to grow by between factors of 2.7 to 5.8,
the largest growth being demonstrated by the strongest economic Scenario,
Al.

As a sensitivity study, Scenario A1 was calculated using individual linear
models for the three cargo types (see Figure 3.2) and combined to provide a
total linear growth projection for 2050, which was 177,360 x 10° tonne miles,
some 6% less than the equivalent 2050 growth using the non-linear models,
combined, of 188,737 x 10° tonne miles. This difference ranged between 0%
for total oil, 7% for total bulk dry goods, and 11% for other dry goods.

In terms of the linear modelling method, the method utilised here was similar
to that used for the non-linear modelling, i.e. a relationship was calculated
between the ratio of transport work/GDP and a time index, such that a future
ratio is calculated and the actual transport work backed out of a ratio
substituting global GDP projections. In other studies (e.g., Eyring et al., 2005,
Eide et al., 2007, Buhaug et al., 2009, Paxian et al., 2010) it appears that only
the relationship between TST and GDP has been calculated. If this method is
used, this underestimates 2050 TST in an A1 test case by 13%.
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Table 1 Transport work data (10° tonne miles) for the three cargo types and TST in 2008, 2025 and

2050 for Scenarios A1, A2,

B1 and B2

Year Total Total Other A1 Total Total Other A1 Total Total Other B1 Tote
oil bulk dry Total oil bulk dry Total oil bulk dry Total o

dry cargoes seaborne dry cargoes seaborne dry cargoes seaborne

goods trade goods trade goods trade
2008 11,292 11,209 10,245 32,746 11,292 11,209 10,245 32,746 11,292 11,209 10,245 32,746 11,29
2025 23,795 21,490 20,625 65,910 15,935 14,392 13,812 44,139 21,192 19,140 18,369 58,702 19,44
2050 60,972 64,001 63,764 188,737 28,069 29,463 29,354 86,886 48,205 50,600 50,413 149,219 37,68
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Although calculation of global emissions is beyond the scope of this project, it
is convenient to test whether the global version of the simplified transport
projection model is predicting emissions to within the same orders as previous
published calculations. In order to do this, a simplified method has been used
to calculate emissions. The base year of 2006 has been calibrated against data
from the SeaKLIM model (Paxian et al., 2010), itself providing data consistent
with the base year of 2007 of the Buhaug et al. (2009) study. By combining the
nine ship types of SeaKLIM to the three cargo types represented here, the
emissions from the three types are determined and a base case set of emission
factors determined, in terms of g CO,/tonne-mile of approximately 23, 18, and
62 g CO, for tankers, bulk dry goods carriers, and other dry goods carriers
(largely container ships, reefers, fishing vessels, and ‘others’, in SeaKLIM).
These emission factors are broadly in line with emission factors presented by
Buhaug et al. (2009). By applying an overall fleet fuel efficiency factor (set at
1% yr’'), this emulates all the envisaged changes from technology and
operational measures in a simplified manner. The results of this calculation
are shown in Figure 9, where the results are compared with those of Buhaug
et al. (2009).

Figure 9  Projected global emissions of CO, from shipping (this work) to 2050 compared with
projections of Buhaug et al. (2009)
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The results show that the projections from this work are broadly in line with
those of the work for the IMO (Buhaug et al., 2009) with a somewhat broader
spread of results. This initial testing makes further use of the TST model
promising that similar results to other studies have been found at a global
level but with the advantage of an ability to create scenarios that vary
demand by cargo type, and a more sophisticated and econometrically-base
extrapolation model that simulates market saturation.

2.2.4 Conclusions
Previous modelling of TST has used truncated data, i.e. 1985 onwards, rather
than all the data available from UNCTAD dating back to 1970. This is because
of anomalous growth and decline of the tanker sector between 1970 and 1984,
which dominated the pattern of TST over this period. Splitting the data into
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different cargo types (total oil, total bulk dry goods, other dry goods) revealed
that the transport work performed by the three types defined was growing at
different rates and that amalgamating the data is an unnecessary and
potentially over-simplifying assumption, as the three types of cargo are driven
by slightly different economics, whilst the overall growth of all three is
correlated with global GDP.

In addition to modelling the three different types of cargo separately, we have
used transport work instead of total seaborne trade as the former is more
directly related to shipping activity and emissions. Also, a more sophisticated
non-linear regression model was used as opposed to prior linear regression
models. The Verhulst model selected is of the ‘S curve’ type, which more
realistically models different growth phases of markets and is often used in
econometric statistical modelling.

The particular advantage of splitting the data into three distinct types is that
it will facilitate better and more flexible modelling of ship emissions, since the
discrimination will allow efficiency parameterisation with assumed increases in
vessel size that are specific, rather than for the whole fleet.

Initial testing of the results of the transport work modelling at the global level
shows comparable results with other previous studies, when emissions are
calculated in a simplified manner, giving confidence in the global modelling
approach.

The increase in size of large container ships

Most MACCs are based on emission projection baselines as developed in
Buhaug et al. (2009). These emission baselines are based on projections of
transport demand, energy and transport efficiency. The latter comprises ship
technology, ship operation and fleet composition. This section focuses on fleet
composition.

Fleet composition projections can be broken down in projections of the
number of ships and of the average size of ships. These projections are
disaggregated to ship type. For each ship type, Buhaug et al. has a number of
different size categories (from 1 to 6). Within each category, e.g. crude oil
tankers of 80,000 - 199,999 dwt, the average size remains constant over time,
but because the number of ships in each size categories may change, the
average size of ships of a certain type may change over time.

Table 2 shows the average sizes of the three main ship types and how they are

projected to change over time. The increase in average size is the largest for
container ships and smaller for tankers and bulkers.

Change in average size of different ship types

Ship type Average cargo Average annual Average annual
capacity in 2007 change in size, change in size,
(tonnes of cargo) 2007-2020 2020-2050
Tanker 35,789 -0.29% 0.63%
Bulk carrier 52,574 1.21% 0.16%
Unitised cargo ship Not available 1.33% 1.39%

Source: CE calculations based on Buhaug et al., 2009.
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Containerships account for a significant and increasing share of emissions of
maritime transport. In 2007, they accounted for 22% of total maritime
transport emissions. The largest size category accounted for 2%. In the A1B
Scenario, the share of the largest container ships is projected to increase to
12% of total shipping emissions in 2020 and 22% in 2050. Hence, if the
efficiency of these ships changes, the impact on projected emissions may be
significant.

Since the publication of Buhaug et al. (2009), the size of the largest container
ships (larger than 8,000 TEU) has increased. Buhaug et al. (2009) used an
average size for this category of 100,000 dwt, but in 2011 the average new
built ship has increased to 125,000 dwt while ships of up to 165,000 dwt have
been ordered. Figure 10 shows the development of the size of the largest
containerships over time.

Figure 10 The average size of new built 8,000+ TEU container ships has increased 30% between 1997

and 2012
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Source: http://www.e-ships.net/ships.htm, accessed January 5, 2012.

Large ships are more efficient. For container ships, the design efficiency (EEDI)
is related to the size by the following formula (MEPC 62/24/Add.1):

EEDI =174.22(clwt) °2°!

As a result, a 130,000 dwt containership (carrying approximately 11,000 TEU
on average) is 5% more efficient than a 100,000 dwt containership (carrying
approximately 8,500 TEU on average). The relation between the EEDI baseline
(the average design efficiency) and the size of a ship is presented in Table 3.
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Table 3 The energy efficiency design index of larger container ships is better

Dwt EEDI EEDI improvement

over 100,000 dwt
100,000 17.22257 0.0%
110,000 16.89577 1.9%
120,000 16.60285 3.6%
130,000 16.33787 5.1%
140,000 16.09631 6.5%
150,000 15.87463 7.8%

Source: CE Delft, this report.

We have modelled the impact of an increase in size of large containerships
from 100,000 dwt to 130,000 dwt on average.

In order to assess the impact of larger container ships on emission projections,
an assumption has to be made on the relation between the size of these ships
and transport demand. We have assumed that transport demand will develop
in line with Buhaug et al. (2009). That means that larger containerships create
an oversupply of ships. There are broadly two ways how this oversupply can be
dealt with:

— There will be fewer, but larger, ships than projected in Buhaug et al.
(2009); in this case, the 30% increase in size would result in 23% fewer
ships.

— The largest container ships will sail slower to reduce transport work
supply; in this case, the 30% increase in size would result in ships sailing
23% slower, which would result in 54% lower fuel consumption per ship.

We have modelled these two possibilities as two distinct scenarios. The slow
steaming scenario yields considerably larger emission reductions than the
fewer ships scenario. The slow steaming scenario results in large container
ships emitting 57% less than in the baseline, the fewer ships scenario results in
an emission reduction of 27%.

Depending on the scenario, larger 8,000+ TEU containerships are likely to
reduce projected total shipping emissions by 3-7% in 2020 and 6-13% in 2050,
relative to a rapidly increasing baseline. Figure 11 shows the emission
projections graphically.

Figure 11 Larger container ships will result in lower emissions
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on emission projections
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Source: CE Delft, this report.
25 February 2012 7.525.1 - The Fuel Efficiency of Maritime Transport



26

2.4

February 2012

Conclusion

This chapter has analysed ship emission projections and the underlying
methodology and assumptions. In particular, it has analysed whether using a
saturation model instead of a linear model to project demand would change
the emission projections, and it has analysed how larger containerships affect
emission projections.

Using a saturation model and transport work data to project transport demand
instead of linear models and seaborne trade data yields transport demand
projections that are some 6% higher. Using the same assumptions about
transport efficiency as in other emission projections, this would imply that
projections would be 6% higher.

The size increase of the largest container ships that has become apparent in
recent years will have the impact to reduce shipping emission projections.
Depending on whether the larger ships will be used to sail slower or to reduce
the number of ships, emission projections may be 3-7% lower in 2020 and
6-13% in 2050.

Both factors combined would result in similar to somewhat lower projections
of maritime transport emission.

The analysis presented here also points to two other issues. First, since
maritime transport activity is driven by trade, and trade is not a simple linear
function of GDP, projections could be improved by linking them to trade
projections. Second, the relatively large impact of changes in size of container
ships, and the fact that these impacts have become apparent only a few years
after the Second IMO GHG Study has been published, points to the inherent
uncertainty in all these emission projections. Even though commercial shipping
has been going on for centuries, the industry is not mature in the sense that its
relation to GDP is stable or its current technology can be expected to be stable
over a period of decades.
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Marginal Abatement Cost Curves

Introduction

Marginal abatement costs curves (MACCs) play an important role in the
evaluation of policies to reduce GHG emissions from shipping. They are used as
a source of information on the emissions reduction potential, emissions
projections and possible future emissions targets.

MACCs indicate how the marginal cost-effectiveness depends on the amount of
emissions being reduced, relative to a baseline. Insofar as these curves
identify specific technologies, they give an indication of the technologies that
can be used to reach a certain emissions target in the most cost-effective
manner.

In recent years, several MACCs have been published with apparently different
reduction potentials and costs. This chapter seeks to analyse the differences.
One crucial assumption in MACCs is the lifetime of technologies. Section 3.6
analyses this factor, the assumptions that have been made in various MACCs
and their impacts on MACCs.

Overview of published MACCs

To our knowledge, four Marginal CO, Abatement Cost Curves of the maritime
shipping sector have been published in recent years:

— IMO (2009), Second IMO GHG Study 2009, London (Figure 12);

— DNV (2010), Pathways to low carbon shipping (Figure 13)/Eide et al.
(2011), Future cost scenarios for reduction of ship CO, emissions;

— IMarEST (2010a), Marginal Abatement Costs and Cost Effectiveness of
Energy-Efficiency Measures, MEPC 61/INF. 18 (Figure 14); and

— CEetal. (2009), Technical support for European action to reducing
Greenhouse Gas Emissions from international maritime transport
(Figure 15).

In addition, MACCs have been published in a Norwegian submission to MEPC,
IMarEST (2010b) (Updated Marginal Abatement Cost Curves for shipping) and in
Annex 10 to the Full report of the work undertaken by the Expert Group on
Feasibility Study and Impact Assessment of possible Market-based Measures
(MEPC 61/INF.2). Both of these were made using the same DNV database as
Eide et al. (referenced above) and are therefore not included in the analysis.
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Figure 12 Indicative marginal CO, abatement costs for 2020
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Figure 13 Average Marginal CO, Reduction Cost Per Option - World Shipping Fleet In 2030
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Figure 14 Aggregated MACC in 2030 with $900 per ton fuel price and 10% discount rate for all ship types
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Figure 15 Marginal CO, Abatement Costs for the maritime transport sector in 2030 relative to frozen-
technology scenario, range of estimates, US$ 700/tonne fuel, 9% interest rate
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Previous analysis has shown that MACCs are sensitive to numerous assumptions.
The most important assumptions are (IMarEST, 2010a):

— the projected price of fuel;

— the projected fleet;

— the projected fleet renewal rate;

— the abatement measures included in the MACC;

— the discount rate;

— the efficiency of the current fleet;

— the uptake of technologies in the current fleet;

— the future uptake of technologies.

For each of the MACCs studied, we have retrieved the assumptions. We have
also assess the extent to which differences in assumptions can explain the
differences in the MACCs.
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Descriptive comparison

To our knowledge, the MACC published in IMO (2009a) has been the first MACC
for shipping. It has been derived in a collaborative effort of MARINTEK,
CE Delft and DNV. The other three MACCs are based on this one.

The main differences between the MACCs presented in IMO (2009a) and the
other MACCs are, first, the year of consideration, namely 2020 and not 2030,
and, second, the resolution. Whereas the former is presented for fleet average
cost-effectiveness values of a limited number of technologies, the latter three
include a larger number of technologies and calculate cost-effectiveness for a
large number of ship type and size categories. In the following we will
compare the three MACCs for 2030, i.e. the MACCs published by Eide et al.
(2011), IMarEST (2010a) and CE et al. (2009).

Abatement potential
Table 4 shows a comparison of the main MACCs on both cost-effective and
maximum relative abatement potential.

Comparison of cost-efficient and maximum relative abatement potential

Eide et al. IMarEST CE et al.

(2011) (2010a) (2009)

Fuel price in 2030 HFO, LNG: 350 USD/t 700 USD/t* 350 USD/t

MDO: 500 USD/t

Discount rate 8% ** 10% 9%

Cost-effective relative ~30% ~27% ~25%
abatement potential in 2030

Maximum relative ~56% ~34% ~37%
abatement potential in 2030

*

This is a scenario presented in the sensitivity analysis; in the main scenario a fuel price of
900 USD/t is used.

This is a scenario presented in the sensitivity analysis; in the main scenario a discount rate of
5% is used and the cost-efficient reduction potential is 11% higher.

*%

In Table 4 the cost-effective and maximum relative abatement potentials
derived in the different studies are given for the most comparable scenario.

The cost-effective relative abatement potential in 2030 is assessed to be
slightly lower in IMarEST (2010a) and CE et al. (2009) compared to

Eide et al. (2011) and the maximum relative abatement potential in 2030 is
assessed to be significantly higher in Eide et al. (2011) than in IMarEST (2010a)
and in CE et al. (2009).

Framework for the comparative analysis

There are five main factors that determine a Marginal Abatement Cost Curve:
The methodology.

The scope of the study.

The data of the base year.

The disaggregation level.

Expectations/projections.

UGN WN=

These elements are all taken into account in the comparative analysis of the
MACCs in Section 3.4. They are illustrated briefly below.
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Methodology
There are four major methodological choices to be made when setting up a
Marginal Abatement Cost Curve. Choices have to be made regarding:

1. Whether a social or business perspective is taken.
. Whether and how the abatement measures interact.
3. Whether a frozen technology emission baseline is chosen or a baseline that
takes an autonomous efficiency improvement into account. And
4. Which measures are included in the analysis.

A MACC can be set up from two different perspectives, a social or a business
perspective. This is mainly reflected in the level of the discount rate that is
used to determine the costs that are associated with an abatement measure.
The discount rate is higher when a private perspective is chosen, reflecting the
fact that companies pay higher interest rates than states. A lower discount
rate results in a higher cost-effective abatement potential. The sensitivity
analysis carried out in CE et al. (2009) shows that there is indeed a change in
the cost-effective abatement potential but that this change can be relatively
small:

Figure 16 Sensitivity analysis w.r.t. discount rate
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There are CO, abatement measures that are not likely to be adopted at the
same time or measures that even exclude each other. The abatement
potential is overestimated if it is assumed that those measures can be used at
large. But even when it is taken into account that not all measures are
relevant when determining the abatement potential, MACCs could differ
inasmuch as different adoption behaviour can be presumed: different criteria
can be used when modelling the choice of the abatement measure from a
group of measures that exclude each other. It can, for instance, be assumed
that the measure with most advantageous cost-effectiveness will be applied,
irrespective of its abatement potential. Alternatively, it could be assumed that
the measure with the highest profits or lowest costs is chosen.

The emission baseline can either be modelled as a frozen technology baseline
or as an emission baseline with an autonomous efficiency improvement.
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Whereas absolute and relative abatement potential presented in the MACC are
higher when a frozen technology baseline is used, the emission level that,
irrespective of the costs, could be achieved should be the same under both
approaches. However, the costs for achieving a certain emission level will be
assessed different under these two approaches.

When the probability that an abatement measure will be applied to a ship
type/size category is rather low, one might choose not to take this abatement
potential into account at all or, alternatively, to take this relative low
abatement potential against relative high costs into account. This choice will
have an impact on the maximum but not on the cost-effective abatement
potential.

Scope of study

The course of a MACC is further determined by the:

— segment of the world fleet under consideration;

— ship types considered;

— ship sizes considered (threshold value); and

— the types of abatement measure that are taken into account (operational
and/or technological, established and/or innovative, design and/or
retrofit).

Data of base year

The data that is used/is available for the base year is of course crucial for the
run of the MACC too. Data is needed w.r.t.:

— the fleet (fuel consumption and (age) structure);

— costs of abatement measures;

— reduction potential of measures;

— diffusion rate of abatement measures.

Disaggregation level

The MACC will have a different run, depending on the disaggregation level

with which is worked for setting up the curve. Data can be differentiated

w.r.t.:

— ship type/size categories;

— age structure;

— differentiation of cost and reduction potential data w.r.t. the above
mentioned categories.

When abatement measures can only be applied to specific ship types and/or
size categories, the abatement potential is difficult to determine when
aggregated fleet data are used. The cost-efficiency of a certain abatement
measure for the average fleet can also deviate strongly from the cost-
efficiency for particular fleet segment.

Working with an age structure of a fleet allows, on the one hand, to predict
more precisely the number of new ships that enter the market, and allows on
the other hand to determine the number of relative old ships in the fleet. The
more new ships enter the fleet, the higher the autonomous efficiency
improvement. Relative old ships cannot be expected to invest in retrofit
measures that have a relative long payback time.

Expectations/projections

The expectations with respect to the following factors have an important
impact on the course of the MACC too:

— future fuel price;

— development of fleet structure;

— learning effects w.r.t. abatement measures;
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— expected lifetime of measures;
— level of autonomous efficiency improvement.

The level of the fuel price in the year under consideration has a strong impact
on the level of the cost-effective abatement potential. Figure 17 illustrates
clearly that the higher the fuel price, the higher the cost-effective abatement
potential.

Figure 17 Sensitivity of cost-efficient abatement potential w.r.t. future fuel price
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The expected development of the fleet is crucial for the baseline emissions.

Learning effects can have an impact on the future costs as well as on the
future reduction potential of an abatement measure. Assuming an increase of
the reduction potential over time definitely has an impact on the maximum
abatement potential and it can also have an impact on the cost-efficient
abatement potential. A decrease of the abatement costs over time leads to an
improvement of the cost-effectiveness of the respective measure.

The expected lifetime also has an impact on the cost-effectiveness of a
measure. The longer a measure is expected to live, the better its cost-
effectiveness.

And finally the expected level of an autonomous efficiency improvement has
an impact on both, the abatement potential presented in the MACC and on the
assessment of the costs for achieving a certain emission level.

Comparative analysis
In the previous section, the elements that determine the run of a MACC have
been discussed. A comparison of the three studies with respect to these

elements shows that the studies differ mainly with respect to nine elements
(see Table 5 for an overview).
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CE et al. (2009) and IMarEST (2010a) allocate the individual CO, abatement
measures to measure groups. The measures that are unlikely to be applied
together or that exclude each other are thereby allocated to the same
measure group. Setting up the MACC, one measure per group is then chosen
that is the most likely to be applied to this segment. Eide et al. (2011) take
into account that two measures exclude each other, i.e. fuel cells (used as
auxiliary engines) and gas fuelled engines.

Table 5 Main differences between the three studies
Eide et al. (2011) IMarEST (2010a) CE et al. (2009)
Modelling All measures can be Grouping Grouping
interaction combined with each Combination reduces Combination reduces
between other except for fuel reduction potential in reduction potential in
measures cells (used as auxiliary  absolute terms absolute terms
engines) and gas
fuelled engines
Baseline Autonomous efficiency  Frozen technology Frozen technology
emissions improvement: baseline baseline
2010: 5%
2020: 8%
2030: 10%
Baseline ~1,500 Mt ~2,000 Mt Reduction potential in
emissions in 2030 rel. terms only
(~1,900 Mt)
Coverage of 25 measures 22 measures, 28 measures,
measure types 15 groups 12 groups
Cost and 2" GHG Study data 2" GHG Study data 2" GHG Study data
reduction revised and amended revised
potential data in
base year
Fleet (age) 2008 fleet composition 2007 age structure Evenly distributed in
structure from LRF; based on LRF data; 2007; max. lifetime of
SAl ship building and 6 age categories of ships = 30 yrs; IMO
scrapping forecast for 5 yrs each; max. fleet data and
the short-run forecast; lifetime of ships = forecast used for total
heuristic approach for 30 yrs; IMO fleet data ship numbers
long-term forecast and forecast used for
total ship numbers
Fuel price 2030 HFO: 350 USD/t 900 USD/t 700 USD/t
(sensitivity MDO: 500 USD/t (700 USD/t, (350 USD/t,
analysis) LNG: 350 USD/t 1,100 USD/t) 1,050 USD/t)
Discount rate 5% (8% ) 10% (4%, 18%) 9% (4%, 14%)
(sensitivity
analysis)
Learning effects Learning effects For five innovative
applied to several technologies, future
measures in terms of cost reductions (10-
cost reductions and/or  15%) are anticipated
reduction potential for first 5 year period
increase; effect
differs per measure
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IMarEST (2010a) and CE et al. (2009) work with a frozen technology baseline.
More precisely, the two studies work with the A1B Scenario from the Second
Greenhouse Gas Study and a sub-scenario that is characterised by a medium
demand level and the lowest level of transport efficiency improvement and
speed reduction." Baseline emissions in 2030 amount to 1,900 Mt in CE et al.
(2009) and to about 2,000 Mt in IMarEST (2010a). In contrast, Eide et al. (2011)
work with an autonomous efficiency improvement: “The improvement relative
to the average ship in the current fleet is estimated to 5% for ships built in
2010, increasing to 8 and 10% in 2020 and 2030, respectively.” This
autonomous efficiency improvement is not assigned to specific abatement
measures.

IMarEST (2010a) and CE et al. (2009) take almost the same individual
abatement measures into account: relative to the latter, IMarEST (2010a) has
excluded five individual measures joined two, thus reducing the total number
of measures included by five. Compared to CE et al. (2009) in IMarEST (2010a)
the measures are allocated to 15 instead of 12 measure groups - it has been
assessed that more measures can be combined. In Annex A, Section A.2

a detailed overview is given on these measure groups and the allocation of the
individual measures to these groups.

Eide et al. (2011) include a larger number of measures in the cost curve. The
following 12 measures are taken into account in Eide et al. (2011) but not in
the other two studies:

Fuel cells used as auxiliary engines.
Electronic engine control.

Frequency converters.

Gas fuelled engines.

Steam plant operation improvements.
Engine monitoring.

Contra-rotating propeller.

Wind power (fixed sails or wings).
Speed reduction due to improved of port efficiency.
10 Exhaust gas boilers on auxiliary engines.
11. Wind powered electric generator.

12. Cold ironing.

WOeNouwAhwWwN =

In contrast, the following 9 measures are covered in IMarEST (2010a) or
CE et al. (2009) but not in Eide et al. (2011):

20% speed reduction.

Wind engine (Flettner rotor).

Main engine tuning.

Common-rail technology.
Propeller-rudder upgrade.
Optimisation water flow hull openings.
Hull brushing.

Hull hydro-blasting.

Dry-dock full blast.

WONUIAWN=

In Annex A, Section A.1 an overview of the coverage of the abatement
measures is given for the three studies.

' The lowest level is equal to zero in the 2020 forecast. In the 2050 forecast it is zero w.r.t.

speed reduction and -0.05 with respect to transport efficiency. For 2030 total ship number
have been interpolated.
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In all three studies, the cost and reduction potential data that underlies the
MACC that is published in the Second IMO Greenhouse Gas Study is used. In
IMarEST (2010a) and in Eide et al. (2011) the data has been reviewed by
experts and changed slightly. In Eide et al. (2011) data for the extra measures
covered has been added.

The fleet (age) structure is determined differently in the three studies. In

CE et al. (2009) the annual total number of ships per ship segment is based on
the IMO data and IMO forecast. The assumption is made that in the base year
(2007) the ships are equally distributed w.r.t. their age per ship segment.
Assuming that the maximum lifetime of ships is 30 years and knowing the total
number of ships per year, the annual number of ships scrapped and added to
the fleet can be derived. In IMarEST (2010a) the annual total number of ships
per segment is also based on the IMO data and IMO forecast. However, the age
structure of the fleet in the base year is based on the LRF Sea-Web ship
database: six age categories of 5 yrs each are differentiated. Thus again the
maximum lifetime of a ship is taken to be 30 years. Knowing the total number
of ships per year, again the annual number of ships scrapped and new ships
can then be derived. In Eide et al. (2011), the fleet composition for 2008 is
taken from the LRF database. For the short-run forecast (3-5 yrs) of the fleet
structure ship building and scrapping forecasts as published by the Institute of
Shipping Analysis (SAl) are used. For the medium- and long-term forecast a
heuristic approach is used, assuming in the medium-run a downturn of orders
as a consequence of the economic crises. In Table 6 annual scrap and growth
rates used in Eide et al. (2011) are given for 5-year averages:

Annual scrap and growth rates used in Eide et al. (2011) (5-year average)

Scrap rates Growth rates
(%) (%)
Year All ship Oil | Dry bulk | Container LNG Others | Total
types fleet
2009 4 12 8 10 29 3 9
2010-2014 3 4 6 4 6 2 4
2015-2019 3 0 0 0 3 1 0
2020-2024 3 1 4 4 3 2 3
2025-2029 3 1 4 3 2 3 3

The three studies also differ as to the expected fuel oil price in 2030. In Eide
et al. (2011) the fuel price is expected to be relatively low in 2030. The price
for HFO and LNG is assumed to be 350 USD/ton and for MDO 500 USD/ton.

CE et al. (2009) expect an average fuel price of 700 USD/ton; a sensitivity
analysis is carried out for + 350 USD/ton. IMarEST (2010a) expect a relative
high average fuel price: 900 USD/ton; a sensitivity analysis is carried out for
+ 300 USD/ton.

As to the discount rate, different scenarios are presented in each of the three
studies. In Eide et al. (2011) the main analysis is carried out for a discount rate
of 5%. In a sensitivity analysis results are also presented for a 8% rate. In
IMarEST (2010a) and CE et al. (2009) main results are derived for higher,
similar discount rates, i.e. 10 and 9% respectively; in a sensitivity analysis
results are also derived for 4% in both studies and for 18 and 14% respectively.

The three studies finally also differ with respect to whether and inasmuch

learning effects are taken into account. In CE et al. (2009) learning effects are
not taken into account. In IMarEST (2010a) learning effects are expected for
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five innovative technologies: cost reductions of 10-15% are anticipated for the
first 5 year period. In Eide et al. (2011) learning effects are applied to several
measures in terms of cost reduction and/or increase of reduction potential.
The learning effects differ per measure.

Can the differences in assumptions explain the differences in the
MACCs?

In Table 4 the cost-effective and maximum relative abatement potential
derived in Eide et al. (2011), IMarEST (2010a) and CE et al. (2009) are
presented for the most comparable scenario. For these scenarios, the cost-
effective relative abatement potential in 2030 is assessed to be slightly lower
in IMarEST (2010a) and CE et al. (2009) compared to Eide et al. (2011) and the
maximum relative abatement potential in 2030 is assessed to be significantly
higher in Eide et al. (2011) than in IMarEST (2010a) and in CE et al. (2009).

When it is taken into account that, compared to CE et al. (2009), the expected
average fuel price in 2030 is relatively high in IMarEST (2010a) and is slightly
higher in Eide et al. (2011), the assessment the of cost-effective abatement
potential can be expected to be the lowest in IMarEST (2010a), and can be
expected to be similar in Eide et al. (2011) and CE et al. (2009), but the
difference can still be expected to be rather small.

The different expectations with respect to the fuel price however have no
impact on the assessment of the maximum relative abatement potential and
can therefore not explain the significant difference between Eide et al. (2011)
and the other two studies in this respect.

Taking into account that Eide et al. (2011) work with an emission baseline
where autonomous efficiency improvement is taken into account, one would
even expect that the maximum abatement potential is assessed to be lower.
And, if the autonomous efficiency improvement is based on cost-efficient
abatement measures, one would also expect the cost-effective abatement
potential to be lower. This however is not the case.

A large share of the difference in the maximum abatement potential can be
explained by the different abatement measures that are taken into account in
the studies. Eide et al. (2011) take 12 abatement measures into account that
are not considered in the other two studies. Visual inspection of the average
MACC graph shows that these abatement measures account for about 400 Mt
abatement potential. This extra abatement potential is also assessed to be
relative high, since for most of these measures it is assumed that they can be
combined. On the other hand, IMarEST (2010a) and CE et al. (2009) take

9 abatement measures into account that are not considered in Eide et al.
(2011). However not all of these 9 measures can be considered as adding to
the maximum abatement potential as derived in Eide et al.(2011), since most
of these measures would only constitute a substitute for and not complement
to measures accounted for in Eide et al. (2011). We estimate that these

9 measures account for 200 Mt extra abatement potential at most.

As to the overlapping abatement measures, which are considered in Eide et al.
(2011) as well as in IMarEST (2010a) and CE et al. (2009), cost and reduction
potential data for the base year does not seem to be an important source for
this difference, since only slight changes have been conducted to the data that
is underlying the MACC published in the Second IMO GHG Study. What seems to
be much more relevant are the different levels of learning effects that have
been assumed. In Eide et al. (2011) learning effects are applied in terms of an
increase of reduction potential to several measures, e.g. to waste heat
recovery, to exhaust gas boilers, energy efficient lighting and the air cavity
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system. An increase of the abatement potential of the measures over time has
not been assumed in IMarEST (2010a) and in CE et al. (2009).

Figure 18 shows a quantitative comparison of the differences in the maximum
abatement potential. Starting from the maximum abatement potential as
reported in Eide et al. (2011), we have adjusted it for the baseline. Since

CE et al. (2009) have a higher baseline, this results in an increase of the
maximum abatement potential from 850 Mt CO, in 2030 to 1,040 Mt CO,. If we
subtract the 12 measures that are included in Eide et al. (2011) but not in CE
et al. (2009), and add the measures that are included in CE et al. but not in
Eide et al., the remaining potential is approximately 760 Mt CO,. This is
approximately 10% more than the maximum abatement potential as reported
in CE et al. (2009). Hence, a major share of the difference can be attributed
to two factors: a different baseline and a difference in measures. The
remaining 10% difference can be attributed to differences in fleet composition
and fleet rollover and learning effects of certain technologies.

Figure 18 Quantitative comparison of the differences in the maximum abatement potential
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Figure 19 shows a quantitative comparison of the differences in the cost-
effective abatement potential. Here, some assumptions have to be made that
impact negatively on the quality of the comparison. We had to assume that
measures which are cost-effective for a fleet average, are also cost-effective
for each ship type and size category. While this is presumably not the case,
this was the only way in which we could account for the difference in
measures included in the two MACCs.

Starting from a cost-effective abatement potential of a little over 500 Mt CO,
in the left bar of Figure 19, we again adjusted for the difference in the
baseline, increasing the cost-effective potential to 560 Mt CO,. The cost-
effective potential of the measures that both MACCs have in common is shown
to be about 380 Mt CO, in the third bar from the left. This is approximately
20% less than the cost-effective abatement potential as reported in CE et al.
(2009) at the comparable fuel price of USD 350 per tonne of fuel. This
difference can be attributed to the fact that some of the measures that are
not cost-effective on average are cost-effective on some ship types in Eide et
al., differences in fleet composition and fleet rollover and characteristics of
certain technologies.
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Figure 19 Quantitative comparison of the differences in the cost-effective abatement potential
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3.5 Shape of the MACC

All MACCs for shipping have a similar shape: a rather shallow beginning with a
negative cost-effectiveness, bending upwards and ending almost vertically
(see Figure 12 through Figure 15). This section analyses the reasons for the
shape, compares it with other MACCs and draws some general conclusions.

The shape of a MAC curve is to a large extent determined by two factors:
1. The measures included in the curve. And
2. The way in which the curve is represented.

We will discuss both factors subsequently.

The measures included in the curve are an important determining factor of the
shape of a MACC. This is especially true for the almost vertical end of the
curve. As can be inferred from the DNV curve (Figure 13), which excludes the
least cost-effective measures, the end of the curve is dominated by measures
like wind generators and solar cells, which have very high costs and a small
abatement potential. Excluding these measures yields a significantly flatter
curve.

There are several ways in which a curve can be presented. One is to include
data on each measure applied to different ship types of different sizes. This
yields a curve like in CE et al. (2009) (Figure 15) and IMarEST (2010a) (Figure
14). Another way is to aggregate the data by measure, in other words to
present the fleet average cost-effectiveness of specific measures. This yields a
curve like Figure 12 and Figure 13. By comparing these two sets, it becomes
clear that the latter method yields a much shallower curve. This is also
demonstrated by comparing Figure 13 with Figure 20, taken from the same
publication, but using a different method to represent the data.
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Figure 20 Detailed Abatement Curves for world shipping fleet 2030
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The reason why an aggregated presentation yields a shallower curve is that
there can be a significant difference in the cost-effectiveness of a specific
measure when applied to different ships. For example, calculations underlying
IMarEST (2010a) show that the cost-effectiveness of a 10% speed reduction
varies from USD -210 per tonne of CO, to USD 1,500 per tonne of CO,,
depending on the ship type and size category. The weighted average cost-
effectiveness of this measure is USD -60 per tonne of CO,. Thus, by aggregating
measures across ship types and size categories, the curve becomes shallower.

In summary, the steep end of a curve can be reduced by excluding just a few
costly measures and the curve can be made to appear less steep by
aggregating data.

The shape of the shipping MACC is not unique. Figure 21 and Figure 22 show
MAC curves for unrelated sectors, NO, emissions from coal-fired utility boilers
and CO, emissions from waste processing.

NO, Abatement Cost Curves for coal-fired utility boilers
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Figure 22 Marginal Abatement Cost Curves for the waste sector
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In many cases, the most costly options are new technologies or technologies
that are attractive to niche markets only. This means that technologies which
dominate the steep end of the curve are technologies that could be attractive
to develop further, e.g. by R&D or innovation support, rather than by market
based instruments. The cost-effectiveness of these options can be improved
and their potential increased by pushing the technological frontier further
(Kesicki, 2010).

Lifetime of technologies and impacts on cost-effective measures

Introduction
An important parameter in the cost-effectiveness of measures is the lifetime
of technologies.

This work package will analyse the different definitions of lifetime (Section
3.6.2), the application of the different definitions to different groups of
measures (Section 3.6.3) and the impact of holding times on lifetimes (Section
3.6.4).

Definition of lifetime
There are different definitions of lifetime, such as technical lifetime,
economical lifetime, et cetera.

Often lifetime is defined as the period of time during which an individual is
alive or as the period of time during which property, an object, a process, or a
phenomenon exists or functions.

In case of economical lifetime (or economic life), one refers to the period over
which an asset (machine, property, computer system, etc.) is expected to be
usable, with normal repairs and maintenance, for the purpose it was acquired,
rented, or leased. It is usually expressed in number of years, process cycles, or
units produced. Economic life is usually less than absolute physical life for
reasons of technological obsolescence, physical deterioration, or product life
cycle.

Technical lifetime is defined as the total time for which the equipment is
technically designed to operate from its first commissioning. The technical
lifetime is often expressed in years or hours of operation. (UNFCC, 2009)

It differs from economic life in the sense that technical life means the period
during which a machine is capable of producing, while economic life is related
to the depreciation of the machine.

M

February 2012

7.525.1 - The Fuel Efficiency of Maritime Transport



42

3.6.3

February 2012

In the shipping industry, the owner can decide to end the economic life of a
vessel when the ship’s maintenance costs exceeds it’s revenues or when the
ship has become unattractive for the second hand market. The technical life
ends when the ship is broken-down. The owner can sell the ship for
dismantling, shipbreaking or ship recycling.

From the owners ‘perspective, lifetime of the ship and depreciation of
investment is related to the time that the ship is being owned by the owner.
Although the lifetime of the ship might be longer, the ship might be sold
prematurely. The owner can sell ship in second hand market, but will try to
recoup his investment. When energy efficient measures are taken by the
owner and when these are reflected in the second hand price, the owner can
sell the ship without barriers. However, when these investments are not
valuated in the second hand market, the owner might lose his investment. This
depends on whether the measures are tied to the ship or not. In case of untied
investments, like towing kites, the owner is able to remove the kite and sell
the ship without it. However, in case of tied energy efficient measures like a
new rudder or air lubrication system, this is not possible. In this case, when
the second hand market does not valuate the measures, the investment is lost.
The owner can therefore decide not to sell the ship.

Application of the different definitions to different groups of
measures

‘Lifetime’ has a different meaning for different measures. For measures that
do not require an investment and that can be discontinued at any time, e.g.
biofuels, there are no lifetimes.

For other measures, the annual investment costs vary with lifetime. If there
are investments but there is uncertainty about how long a technology will be
used, this may also affect the lifetime.

Determining the cost-effectiveness of a ship requires a life cycle perspective
where all the costs and benefits are evaluated and compared over it’s
economic life. Therefore, we will demonstrate an example of how cost-
effectiveness is related to lifetime for two cost-efficient measures, waste heat
recovery and towing kites’. Lifetime runs from 1 to 15 years, while cost-
efficiency is expressed in USS per ton CO,. Data on cost-efficiency is used from
IMarEST (2010)°.

2 A towing kite, as developed by SkySails, is a paraglider-like kite that is attached to the bow of

a ship by means of a rope. Wind energy is used to substitute power of the engine.

3 Assumptions made: Interest rate in 2030: 9%, bunker fuel price in 2030: US$700/metric ton.
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Figure 23 Cost-efficiency of waste heat recovery by lifetime (crude tanker)
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This figure shows cost-efficiency (the costs in USS per reduced amount of CO,)
by waste heat recovery. It shows that the costs of CO, efficient measures are
high when lifetime is short. For the low and high reduction potential scenario,
it is only after respectively 6 and 4 years that the investment in the CO,
reduction measure has been recouped. When energy efficiency is not reflected
in the value of a ship, from a private perspective, economic lifetime of a
technology would equal the time a ship is owned by a company. The cost-
effective measures are only profitable if the owner owns the ship for several
years such that he is able to recoup his investment.

Figure 24 Cost-efficiency of towing kites by lifetime (crude tanker)
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This figure shows the cost-efficiency of towing kites by lifetime. It shows that
the turning point between the low and high reduction potential scenario is
quite large. This can be explained by the large uncertainties with respect to
the reduction potential of this measure. For the low reduction scenario, it is
estimated that it will take 9 years to recoup the investment, while for the high
reduction scenario the payback time is estimated at 3 years.

Impact of holding times on economic and technical lifetimes

There are many estimations regarding lifetime of ships and ship equipment. In
the MACCs published in Buhaug et al. (2009) CE et al. (2009) and IMarEST
(2010a) a lifetime of 10 year or less is used for equipment (unless in cases such
as coating where the lifetime is less) a 30 year lifetime for structural measures
on new build ships. The lifetime for equipment is based on the minimum
lifetime of installations and environmental equipment in the road and rail
sectors according to the HEATCO guidelines (Bickel et al., 2005). These studies
used the minimum from the other sectors as equipment in the maritime sector
is subject to a more adverse environment. ILO (2009) estimates the average
lifetime of a modern vessel at about 20-25 years. OPRF assumes a 10-20 years
lifetime for many technologies.

In fact, lifetime of a vessel differs per type of ship, but it also depends on
other factors, such as market conditions. When a ship ages, periodic
maintenance costs come into play. Repair worthwhile depends on whether the
market is strong. If so, the owner squeezes out the maximum economic value
out of the ship. If the owner is pessimistic about the future market, he can
decide to sell for scrap. Stopford (2009) shows that in a period with general
weak market conditions, bulk carriers were scrapped at 25,2 years of age and
tankers at 24,7 years (between 1995 and 2000). In 2006, a year of high
earnings, the average scrapping age was 28 years for tankers and 30 years for
bulk carriers. Specialised ships have longer lives, notably cruise ships which
averaged 43,8 years, livestock carriers 33,9 years and passenger ferries 30
years.

Despite the lifetime, a ship owner can decide to sell his ship before the
economic or technical lifetime as ended. The period that the owner owns the
ship, is indicated as holding time. It is also referred as the real or expected
period of time during which an investment is attributable to a particular
investor. In a long position, holding period refers to the time between an
asset’s purchase and its sale (Investopedia, 2011).

Holding time has no influence on the technical lifetime of a ship, but it does
affect economic lifetime. The duration of ownership is related to the way the
second hand market valuates energy efficient measures. Furthermore, it
depends on whether the investments are tied or untied to the ship and hence
can or cannot be removed before the sale (see Section 3.6.2 for a more
detailed explanation). Therefore, we can say that holding time will be longer
in case of tied investments and in a market that does not reflect energy
efficient measures in second hand prices.

Another factor that influences holding time is the way ships are financed.
Many ships are financed with bank loans. When revenues are not sufficient to
cover the operating and voyage costs, the bank may enforce mortgage rights,
seize the ship and sell it to cover the outstanding debt.

Unfortunately, there was no data found in the literature on the average
holding period in the shipping industry. It seems that there is no rule of thumb
on holding times for shipping companies. The holding time depends on
financial contracts but also on the strategy of the individual shipping
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companies. Therefore, we can not make any numerically statements about
holding time.

Figure 25 the change of the cost-efficient abatement potential is illustrated
for the case that the economic life of the CO, abatement measures is confined
to a maximum of 6 years.

Figure 25 Change of maximum abatement potential due to a confinement of the economic lifetime of
the abatement measures
300 l
200

Cost-efficiency ($/ton C0O2)

/)

O T T T
o 10% 20% [-:_33%/ 40% | ——Baseline MACC
- _/"/]
-200

-300

-400

Maximum Abatement Potential (%)

February 2012

Source: CE Delft, this report.

The Marginal Abatement Cost Curves depicted in Figure 25 give the abatement
potential of the global fleet in 2030 and are derived for an average bunker fuel
price of USD 900 per metric ton as well as for a discount rate of 10%. The

baseline scenario is thus comparable to the central scenario in IMarEST (2011).

If the economic lifetime of the measures is restricted to a maximum of 6
years, the MACC curve shifts upwards and the cost-efficient reduction
potential is reduced as can be seen in Figure 25. This is due to the fact that
the cost-efficiency of those measures deteriorates whose economic lifetime
has been assumed to be higher than 6 years in the baseline.

In the case illustrated, the cost-efficient abatement potential is reduced from
32 to 29%. This relative low change of the cost-efficient abatement potential
can be explained by the fact that in the baseline the economic lifetime of
most of the measures is assumed to be not higher than 10 years. Only for six
out of the 26 measures a very high economic lifetime, i.e. the physical
lifetime of a ship, has been assumed in the baseline. Such a high economic
lifetime is justifiable for the case that the measures have an adequate value
on the second hand market or when the investment in these measures will be
reflected in the second hand price of the vessels equipped with the measure.
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Conclusion

This chapter has comparatively analysed three Marginal Abatement Cost
Curves. The three curves are all based on the MACC as presented in the Second
IMO GHG Study, but have been changed afterwards. The methodology is very
similar. One study calculates the net present value of the measures if they are
implemented in the year for which the MACC is calculated, the other two use
annuitised costs. This does not result in significant differences, however.

The MACCs have different assumptions on fuel price and discount rates. These
affect the cost-effectiveness of measures and the cost-effective abatement
potential, but not the maximum abatement potential. They also have different
fleet rollover assumptions.

The MACCs have a different methodology on how measures interact. While two
MACCs exclude conflicting measures taken on the same ship (e.g. propeller
boss cap fins, nozzles and propeller winglets), the other allows these measures
to be taken on the same ship. This could potentially result in an
overestimation of the maximum potential.

The MACCs have different business as usual baselines. Two MACCs have a
frozen technology baseline with no autonomous efficiency improvements,
while the other allows for efficiency improvements over time, which are not
attributed to any of the measures in the MACC.

The main differences between the curves is their maximum abatement
potential. One MACC has a considerable larger maximum potential than the
other two. This can be attributed to a large extent to a difference in the
baseline and a larger number of measures that are included. The remaining
difference is about 10% and can be attributed to the other methodological
differences.

While differences in economic lifetimes can have significant impacts on a
number of measures, their overall impact on the MACC is limited. This is
because the economic lifetime of most of the measures is assumed to be not
higher than 10 years. Only for six out of the 26 measures a very high economic
lifetime, i.e. the physical lifetime of a ship, has been assumed in the baseline.

It should be noted that MACCs analyse the cost-effectiveness of measures on a
fleet-average (or ship type average) basis. In reality operational profiles of
ships vary, as do labour costs, costs of capital, fuel prices, et cetera. As a
result, the MACCs are not directly applicable to individual ships or shipping
companies.
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of Abatement Measures

Introduction

Most Marginal Abatement Cost Curves (MACCs) for the shipping sector indicate
that the sector has a significant potential to improve its fuel-efficiency, and
that a large share of this potential can be achieved at negative costs, i.e. at

a net profit (Buhaug et al., 2009; CE et al., 2009; IMarEST, 2010a; Eide et al.,
2011; Yamaguchi et al., 2012). This finding appears to be at odds with the fact
that the actors in the maritime sector are driven by economic considerations,
as is pointed out for example by Devanney (2010).

In fact, there are several reasons why the MACCs show a negative potential:

— Most MACCs are for future years, e.g. 2020 or 2030, and most assume fuel
prices that are higher than current fuel prices because of a projected
increase in crude oil prices and a potential regulatory-driven shift to low
sulphur fuels. Because efficiency improvements result in lower fuel
consumption, measures become more cost-effective when fuel prices
increase.

— Most MACCs show efficiency improvements relative to a frozen technology
baseline. In other words, they use the baseline assumption that the
efficiency of new built ships in 2020 or 2030 will be the same as in 2007.
This assumption is needed in MACC analysis because if an efficiency
improvement would be included in the baseline, one would a priory have
to exclude the measures which are causing this improvement from the
MACC curve. Most studies acknowledge that this assumption is unrealistic,
yet necessary for methodological reasons (and quite common in MACCs in
other sectors). The only exception to this methodology is Eide et al., 2011,
which assumes an autonomous efficiency improvement in the baseline,
presumably brought about by technologies not included in the analysis.

— Bottom-up MACCs like the ones analysed here typically evaluate the direct
capital and operational costs of certain technologies, as well as their
benefits. Risk is usually accounted for by using a discount rate higher than
the social discount rate. Other costs, e.g. the costs for searching,
evaluating and monitoring new technologies, are not included. To a
shipping company, these costs may be high. However, these costs are hard
to quantify for the maritime transport sector as a whole because they
depend on the technical capabilities of shipping companies, which may
vary substantially. Moreover, they depend on the maturity of the
technology. Typically, these costs are much higher for new technologies
than for mature technologies for which a large amount of information is
available.

— Finally, non-financial barriers to the implementation of cost-effective
options exist. This chapter analyses these barriers in more detail.

Based on a literature review and interviews with stakeholders (section 4.2),
we find that the most important general barriers are the split incentive, the
lack of credible information on some technologies, and, in some cases, a
principal-agent problem, access to finance, and reluctance of yards to
implement new technologies an/or change designs. Other barriers identified in
the literature were found to be less important. While in the past shipping
companies may have assigned a low priority for fuel-efficiency improvements,
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rising fuel prices and an increased awareness of the environmental impacts of
shipping have changed this. Also, the capacity of retrofit yards is not a major
constraint, although for large ships capacity may be scarcer and the current
situation may not continue.

Two barriers are considered so important that they merit a further analysis:
the split incentive in Section 4.3, and technology-specific barriers including
the lack of credible information in Section 4.4.

4.2 Literature review and results from interviews

Several studies have looked into the reasons why not all cost-effective
efficiency improvements are being implemented (CE, 2009; IMarEST, 2010a,
Devanney 2011; Eide et al., 2011). This section reviews these studies.

In addition, ship owners and other maritime stakeholders were interviewed
regarding specific technological and operational measures.

Six different shipping companies were interviewed. Interview partners were
the R&D managers and in one case the director of projects and new-building.
The shipping companies have some different fleets:

Container ships and bulk carriers.

Container, Chemical, VLOC and PCTC ships and bulk carriers.

Cruise ships.

Heavy Lift and Multi-Purpose ships.

Bulk carriers, Multi-Purpose vessels and RoRo carriers.

Tankers.

U A WN =

Additionally, seven other maritime stakeholders were interviewed covering:
A shipyard, mainly for cruise liners.

A classification society.

An institute for maritime engineering.

An international shipping federation.

A maritime research institute.

An independent international shipping association.

A manufacturer of an innovative technology.

NOUNWN=

The shipping companies were asked which energy efficient measures are
already applied and which are planned for the future. Further, they were
enquired to give information regarding the expected energy saving potential
and the costs of certain technologies, but these answered by none.

The other maritime stakeholders were invited to share their knowledge about
the current status, i.e. if the different measures are already applied and their
judgement about the future potential.

4.2.1 Split incentive
The most widely identified barrier is the split incentive ‘that occurs in much of
the industry where fuel is paid by the charterer but technical modifications to
a ship are paid for by the owner. Thus the owner is not always in a position to
earn back his investments in fuel saving technologies’ (CE et al., 2009). The
same situation occurs when the second hand value of a ship does not take its
fuel-efficiency into account (IMarEST 2010a). Eide et al. (2010) only mention
the split incentive as a barrier to the implementation of cost-effective
measures, although they also hint at a more general ‘lack of responsiveness to
economics’ in the shipping sector. One reason for this may be that even in
market segments where the owner and the operator are the same, shipping
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companies are sometimes shielded from fuel price increases, e.g. through the
application of bunker adjustment factors (CE et al., 2009).

Seminal work by Z.S. Zannetos (1967) showed that in the 1950s and 1960s,
time-charter rates were determined in the short run by the size of the ship,
the level of the spot rates, the duration of the charter agreement and the
lead-time from the point of transaction until delivery. Hence, this work did
not directly indicate ship efficiency as a significant factor in charter rates.

An empirical description of how time charter rates were set by a major ship
broker around 2000 confirms that efficiency and/or fuel consumption are not
among the main determinants of a ship’s time charter rate (CE et al., 2009).

On the other hand, Wijnolst and Bartelds (1995) found a clear correlation
between fuel consumption and charter rates of bulk carriers in the early
1990s. in their sample, the sum of the fuel cost per day and the time charter
rate was roughly equal for almost all the charters. Devanney (2011), citing
personal experience, states that time charter rates for tankers from the 1980s
until 2005 did take fuel consumption into account.

Some of the apparent contradictions between the two positions are clarified
by Veenstra and Van Dalen (2011). Using a database of time charter contracts
between 1997 and 2005, predominantly of bulk carriers but also including
some tanker contracts, they found that owners underreported the efficiency of
their vessels, i.e. they warranted lower speeds than design speeds and higher
fuel consumption than design fuel consumption. This suggest that they wanted
to avoid bunker and-or speed claims.* The analysis also shows that the
variations in design ship speed and fuel consumption only partially affect
warranted speed and fuel consumption. In other words, if one ship is actually
10% more efficient than another, a charterer is presented with data showing a
less than 10% efficiency difference on which he has to base his willingness to
pay a certain charter rate. Finally, Veenstra and Van Dalen found that the
reported efficiency improved as the market firmed. When demand for ships
was high, ship owners were portraying the efficiency of their ships much more
positively than when demand was weak. While Veenstra and Van Dalen do not
offer an explanation for the relation between market circumstances and
reported fuel use, one could understand this when in a firm market there is
less of a reputation risk. In a firm market, a ship owner is quite certain that
his ship will be chartered again, even if his reputation has been dented by a
bunker quantity claim.

The review of the available evidence seems to suggest that charter rates
partially reflect fuel efficiency. So a ship owner is probably able to command
a higher charter price for a more efficient ship, but the benefit of the more
efficient ship is generally shared between the owner and the charterer.
However, how the benefits are split depends on the market circumstances.

4 Note that Devanney (2011) states that it can be profitable to overstate the efficiency - this

seems to have been a business strategy that served him well but not necessarily a strategy
that was generally adopted in the industry.
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A related but not identical issue is the relation between freight rates and fuel
prices. The empirical evidence shows that freight rates and bunker adjustment
factors respond to higher fuel prices (UNCTAD 2011, Notteboom and Cariou,
2009). While this would still give individual operators the possibility to
maximise profits by operating optimally efficient ships, it also allows them to
meet a certain profit margin target regardless of fuel prices. So if operators
have a satisficing strategy rather than a profit maximising strategy, the
institutional arrangements that allow them to pass on the variability in fuel
prices allows them to continue operating relatively inefficient ships.

Interviewees have, in general, confirmed the existence of a split incentive.
Many interviewees have expressed the impression that charterers care little
about the fuel efficiency of a ship. Exceptions exist, especially in long term
charter markets where ship owners and charterers enter into a long term
relationship. Some shipping companies have indicated that they require
owners to inform them about the energy efficiency of a ship before they take
it on lease.

For ship owners, guaranteeing a certain efficiency can be risky, since they do
not always know in advance how a ship will be operated. This makes them
reluctant to guarantee a specific efficiency improvement. To arrange the
sharing of costs and benefits between owners and charterers if there is a
degree of uncertainty is a solution that can be observed in the market but is
not common yet.

The split incentive in other sectors

The split incentive is not a strong barrier in most other transport sectors,
because the ownership structure is different. In road and rail transport, to our
knowledge, transport equipment is usually owned by the operator. Hence, the
owner reaps the benefits of fuel efficiency improvements. (In road transport,
there may be a barrier as a result of principle-agent relations, where drivers
may not have an incentive to drive efficiently, but that is another type of
barrier - see Section 4.2.6). In aviation, while the share of leased aircraft is
growing, leasing is more a financing construction, comparable to bareboat
chartering, than a construction resembling time chartering. Moreover, due to
air safety regulations, aircraft owners, whether they are operators or not, are
more constrained in the retrofits they can apply.

The only transport sector where the split incentive may present a barrier to

the implementation of cost-effective measures is internal waterway transport,
where sometimes the barge owner and operator may be different entities, and
where similar time charter arrangements can be used as in maritime transport.

Split incentives are an important barrier in the buildings sector, both in office
buildings, which are often rented, and in rented residential buildings (Sorrell
et al., 2004)°.

Lack of independent data

As a second barrier to the implementation to cost-effective efficiency
improvement technologies, IMarEST (2010a) mentions ‘a lack of information on
new technologies’ and the related ‘real or perceived risk of failure of a
technology’.

The interviews have confirmed the existence of these barriers. It has been
mentioned by shipping companies, research institutes and professional

> Sorrell, S., E. O'Malley, J. Schleich and S. Scott (2004), The Economics of Energy Efficiency:

Barriers to Cost Effective Investment, Edward Elgar, Cheltenham.
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societies alike. For non-standard technologies, ship owners and operators have
to rely primarily on information from manufacturers and technology service
providers. Some ship owners and operators have negative experiences: claims
about the effectiveness of certain systems could not be reproduced when
tested on their ships. This has often made them sceptical about these claims.
Even when technology providers have test reports from independent research
organisations, academics or class societies, these are sometimes met with
suspicion.

This is especially of importance since the market is characterised by risk
aversion with only some first movers that could provide such information. And
first movers are not always willing to share their information. Small ship
owners have no scope for carrying out their own tests.

Consider for example a supramax bulk carrier. Daily timecharter rates in 2011
ranged from approximately USD 13,000 - USD 17,000.° According to Buhaug et
al. (2009), such a ship consumes 7,790 tonnes of fuel per year during 262 days
at sea. At a price of USD 650 per tonne, this amounts to annual fuel costs of
USD 5.1 million. A technology that saves 3% fuel would reduce fuel costs by
USD 150,000. If this technology has a chance of breaking down, requiring a
ship to go off-hire for ten days, all the benefits would be lost. A risk-averse
owner may be willing to forego the opportunity to install the technology.

The relevance of this barrier varies per technology. Section 4.4 provides more
details on a number of specific technologies.

Transaction costs

As has been mentioned in Section 4.1 transaction costs are typically not
included in MACCs. Still, the costs associated with gathering reliable
information on fuel saving technologies may be high, and even more so for
technologies that are not applied on a large scale (CE et al., 2009; IMarEST
2010a). This is a barrier that is related to the lack of independent data and
like that barrier it is more important for relatively young technologies.

Financial constraints

Even though cost-effective technologies are, by definition, profitable, the may
require substantial investments. Also, it may take several years before these
investments have been paid back, even in shipping companies that own and
operate their own fleet and therefore are not subject to a split incentive
barrier (see Section 4.2.1).

Financial constraints may have several causes. IMarEST (2010a) mentions that
companies have internal investment appraisal methods which require very
short payback times for retrofit technologies. For new technologies, appraisal
methods that prescribe a low fuel price in order to account for fuel price
uncertainty or because the company has a low fuel price projection for future
years.

Interviewees have mentioned that external funding may pose a problem,
especially for smaller ship owners. Banks may be reluctant to finance the
additional costs of fuel saving technologies because they may consider the
technologies to be insufficiently mature. Some smaller shipping companies are
able to overcome this problem by developing a ship in close cooperation with a
charterer, thus providing additional security to a bank.

6 http://reports.platou.com/FixtureReport/Pages/BulkFixtures.aspx, accessed February 23",

2012.
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With changing legislation there are other priorities by shipowners to invest in
new technologies. There is MARPOL Annex VI, which forces shipowners to
invest in emission reduction technologies to reduce NOx and SO2 emissions
(Selective catalytic reduction, exhaust gas cleaning systems like seawater
scrubbers and dry exhaust gas cleaning). Further the Ballast Water Convention
will soon enter into force. Investments in ballast water treatment systems are
in the range of several millions US dollars for large ships. The investments in
these high priority technologies will push back the investments in fuel efficient
technologies, although there is a lot of room for fuel savings. Ecorys, CE Delft
and IDEA (2012) have estimated that the Baltic and North Sea sulphur ECAs
could result in an annual additional amount for scrubbers of maximally USD 2
billion - USD 5 billion per annum in the period up to 2020, provided that ship
owners will invest in scrubbers rather than use low sulphur fuels. In order to
comply with the Ballast water management convention, investments of USD 3-
5 billion will be required annually. Since these investments are mandatory,
they will probably be prioritised over investments in fuel saving technologies.

Finally, the current market circumstances are unfavourable for investments, as
freight rates are low. To the extent that ship owners are affected by bunker
prices, these low freight rates coincide with high bunker prices. This may
undermine the liquidity and/or the solvency of ship owners, thus creating an
additional fi

Reluctance of yards to implement new technologies and capacity
constraints

While this has not been mentioned in the literature, ship owner and operators
have indicated in the interviews that yards are sometimes reluctant to
implement fuel saving technologies. Ship yards offer standard designs and
especially smaller owners may have problems with requiring changes to these
designs. Some interviewees have the impression that yards have minimised the
building cost of a ship, rather than the total costs of ownership. In a period of
undersupply of ships changes are also not likely to be called for. Ship yards
may be reluctant to make changes because of the warranties they give. Some
ship owners indicated that established long term relationships with yards was a
way around this problem. Moreover, it was indicated that some yards are much
more open to technical change than others.

Only recently shipyards change their minds due to overcapacity in shipbuilding.
World orderbook declined to 120M GT at the end of September 2011, the
lowest level in five years (CESA, 2011). New ordering remains low in
comparison with available capacity as the shipping market is oversaturated
with cargo carrying tonnage. Recovery of demand for the specialised vessels is
being delayed by the on-going unstable economic situation. Shipyards should
begin thinking about new orders by investigating new ship designs and
technologies for successful competition.

While the limited capacity of yards to build new ships may have held back
innovation in the boom market from 2001 to 2008, this is no longer the case.
For most ship types, there appears to be sufficient capacity to build new ships.

The capacity of retrofit, maintenance and repair yards also does not appear to
be a barrier, although for very large ships the capacity may be limited. The
general situation may deteriorate as yards become increasingly occupied by
retrofitting ballast water management systems and possibly scrubbers to
comply with MARPOL Annex VI sulphur requirements.
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Principle-agent problems

Different actors in the shipping industry may have different incentives with
regards to fuel use. Next to the different incentives for ship owners and
charterers, discussed in Sections 4.2.1 and 4.3, there may be a split incentive
between the crew and the shipping company. Since the crew is hired by the
company, this is a typical principal-agent problem where the agent has better
information about the fuel consumption of the ship, but not a direct incentive
to reduce it as the shipping company has.

It is apparent from several interviews that ship crews systematically
overestimate fuel consumption of their ships in their reports to the shipping
company. The reasons to do so are diverse. They may wish to have a safety
margin in the amount of fuel for unexpected circumstances, e.g. bad weather,
need to speed up, et cetera. Some interviewees have also suggested that
crews may benefit from having to buy less fuel. Whatever the reasons, if fuel
consumption is not reported accurately, it would be hard for a shipping
company to accurately assess the efficiency of its ships.

This has an impact on the ability of shipping companies to include efficiency
considerations in the charter rate, and on the ability to monitor the effect of
fuel saving technologies.

The Ship Energy Efficiency Management Plan (SEEMP) (MEPC.1/Circ.683)
requires shipowners, ship operators or any other party concerned, e.g.,
charterer from 2013 onwards, among others, to improve the energy efficiency
of their ships. This includes monitoring of their fuel consumption. As a result,
more ships may install equipment that allows them to do so, thus reducing this
barrier. Whether this will happen is uncertain, as ships are not required to
implement any measures under the SEEMP.

Time lag

CE et al. (2009) has indicated that when there is a constant supply of new
technologies, there will often be a time-lag between a measure becoming
cost-effective and its implementation due to the fact that some measures can
only be implemented when a ship is in drydock. An additional dry docking may
reduce the cost-effectiveness of the implementation. Hence, there will always
be a natural negative abatement potential.

Low priority in the past

In the past, a low priority may have been given to improvements of fuel
efficiency in the past. CE et al. (2009) states that over the past decades,
shipping companies have focused on reducing crew costs rather than on
reducing fuel costs. As a result, many shipping companies and other
stakeholders lacked the knowledge to evaluate efficiency improving measures
until recently. This was not irrational per se, as fuel was relatively cheap, so
improvements in labour intensity yielded higher benefits than improvements in
fuel efficiency. As fuel prices and fuel price forecasts have risen since around
2005, shipping companies and yards have paid more attention to fuel
efficiency improvements.

This finding has been confirmed in the interviews. Many interviewees have
indicated that, in general, energy efficiency of ships has not been ranked high
on the agenda. A number of reasons are given for this, like low bunker fuel
costs, a low environmental awareness and, until a few years ago, charter rates
that allowed for a profitable operation of almost any ship. However, some
interviewees perceive that the market currently is changing and that the
awareness with respect to energy-efficiency is increasing.
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Conclusion

A literature review and interviews with stakeholders has identified seven

barriers to the implementation of cost-effective measures to improve the fuel-

efficiency of a ship. These are:

1. A split incentive because a ship owner has to invest in the fuel efficiency
of a ship while the charterer pays for the fuel. In practice, the owner can
earn a higher charter rate for a more fuel efficient ship in most market
conditions but the amount by which the charter rate is higher is only a
share of the amount by which the fuel consumption is lower.

2. Alack of independent data, especially on new technologies, results in a
high uncertainty in the business case and prevents ship owners to invest.

3. The transaction costs associated with searching for and evaluating
measures to improve the fuel-efficiency of ships may be high, especially
for new technologies. This barrier exacerbates the previous one.

4. Financial constraints are caused with market circumstances and by
requirements to invest in other technologies, e.g. for ballast water
management and emissions control.

5. Yards may be reluctant to implement new and innovative technologies,
and they may be reluctant to include these technologies in their
warranties. The reluctance varies considerably over yards.

6. In some cases, ship owners and operators may not have good information
on the fuel efficiency of a vessel, making it hard to analyse the impacts of
efficiency improving equipment.

7. As retrofits of certain technologies are only feasible when a ship is already
in dry dock, and dry docks are planned on regular 4 to 6 year intervals,
there may be a time lag between when a measure becomes cost-effective
and its implementation.

8. In the past, shipping companies may have given a low priority to fuel
efficiency but this has changed over the last years.

The first two are of prime importance and will be studied in more detail in the
next two sections.

Time charters and the split incentive

As shown in Section 4.2.1, the split incentive is one of the main barriers to the
implementation of cost-effective abatement options. It is caused by the fact
that ships on time charter are owned by a party that is able to invest in the
fuel efficiency of a ship, while it is operated by another party which benefits
from potential fuel-efficiency improvements (or suffers from fuel-inefficiency)
because it pays for the fuel. The operator is typically not allowed to make
changes to the ship.

As concluded in Section 4.2.1, the split incentive is probably not absolute;
owners are probably able to command higher charter rates for more fuel-
efficient ships, but the increase in the charter rate is lower than the decrease
in fuel costs. Moreover, the severity of the split incentive probably depends on
the demand for time-chartered ships.

This section analyses the micro-economic and contractual reasons for the
impact of the split incentive on the MACC.
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Micro-economic analysis of the division of benefits of fuel-efficiency
The micro-economics of the division of the benefits of fuel efficiency is quite
complex for two reasons.

First, the outcome can probably best be understood in terms of bargaining, as
the market is probably not liquid enough and the variety of vessels and
contract terms is too large to analyse this in terms of a perfect market.’

Second, there is a significant asymmetry or lack of information. The owner
probably knows better then the prospective charterer what the actual
efficiency of his ship is. However, as the operational efficiency depends on
many factors, and the owner may not have operated the ship, he may not
know how efficient the ship actually is. Moreover, as the owner does not know
how the charterer will operate the ship, he may not be able to accurately
predict the ship’s efficiency for the charterer.

Under such imperfect information conditions, bargaining is known to result in a
division of the benefits that shares benefits over the two parties engaged in
bargaining (Roth 1987).

Types of charter and freight contracts
In the freight market there are 3 types of contractual agreements which are
commonly used, namely bare boat charter, time charter and voyage charter.

1. A bare boat charter is a financial arrangement in which the charter hire
only covers the financing cost of the ship. The ship owner provides only the
ship and gives the charterer complete control, management and operation
of the vessel for an agreed leasing period; the charterer has to appoint the
crew and pay all operating costs including stores and bunkers.

2. A time charter is for the hire of a ship or charter party for a specified
period of time. The charterer pays for the voyage costs, like bunker fuel,
port charges, and other costs related to cargo operations. The owner pays
for the operating costs and will provide and pay for crew, officers and
maintenance.

3. The voyage charter provides transport for a fixed price per ton. The ship
owner generally pays all the costs, except possibly cargo handling, and is
responsible for managing and planning of the ship and for execution of the
voyage. The charterer pays a freight rate per unit of cargo for the carriage
of the goods. The owner pays all cost for sea voyages, including fuel.
(owner reduces speed and chooses shortest route)

Each type of contract distributes costs and risks differently between the owner
and charterer as shown in Table 7.

If the market for ships on time-charter would be a perfect market, there would be an
equilibrium price which could change over time depending on the expected amount of
demand for maritime transport. This equilibrium price would include both the fuel costs and
the charter rate. so in that case, and assuming perfect information about a ship's efficiency, a
ship that has USD 1,000 lower fuel costs would have a USD 1,000 higher charter rate.
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Contracts, risks and cost distribution

Type of costs Bareboat Time charter Voyage charter
charter

1. Capital cost: Owner Owner Owner

Capital, brokerage

2. Operating costs: Charterer Owner* Owner*

Wages, provisions, maintenance,
repairs, stores and supplies, lube oil,
water, insurance, overhead

3. Port costs: Charterer Charterer Owner*
Port charges, stevedoring charges,
cleaning holds, cargo claims

4. Bunker costs: Charterer Charterer Owner*
Canal transit dues, bunker fuel

Source: Stopford (2009).
*Owner: This could also be a subcontractor, or so called the beneficial owner.

The difference in distribution of risk and costs between the owner and
charterer might cause a split-incentive and could restrain the owner from
making cost-efficient investments, since he is not always the one who benefits
from it. Investments in fuel efficiency improving measures (classified as
capital costs) are in all cases borne by the owner of the ship, while expenses
for fuel are often paid by the charterer (time charter and bareboat charter).
In these type of arrangements, the owner is not able to cover his costs and
benefit from his cost-effective investment and has therefore no incentive to
make these investments.

In a major share of the market, bunker costs are passed on. It is estimated
that this may be the case for 70-90% of the bunker fuel consumed (CE et al.,
2009). This is hardly surprising for if costs couldn’t be passed on, shipping
would be unprofitable and there would be no shipping. However, if shipowners
have the ability to pass through any increase in cost to their customers in the
form of higher freight or term charter rates, this could also be an explanation
why fuel efficient measures have not been taken, since there’s no point
investing in saving. (unless efficiency standards are imposed by law).

The way fuel efficiency is represented in the contractual agreements is
studied in Section 4.3.3.

Analysis of charter parties

In this paragraph we study the contracts between the ship owner and
charterer. We will focus on the guarantee- and risk structure as laid down in
the documents. We will also analyse whether charter parties convey enough
information for charterers to value a ship’s efficiency and if this is not the
case, if it is at all possible to predict a ship’s efficiency, given the variability
in conditions under which she sails.

Charter parties

Details of the contractual agreement are set out in a charter party, where the
responsibilities and costs are defined, as well as how to anticipate when
problems arise. A charter party is a private contract between the owner or
disponent owner of a vessel and the charterer.

There is a large number of standardised charter-parties for the main trades

and routes since it would be too time consuming to develop a new charter-
party for every contract. More than 50 charter parties have been approved by
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the Baltic and International Maritime Council (BIMCO). In addition tot he large
number of standard charter parties in use there is also a vast number of
private charter parties (in-house charter parties). Both are supplemented by a
large number of additional clauses.

The remainder of this Section focuses on the information conveyed in the
standardised charter parties which are often used as a basis for specific
charter parties.

The Gencon charter party form is the most commonly used general purpose
voyage charter form. An example is included in Annex D. Time charters follow
the same principles, but include boxes to specify the ships equipment and
performance (speed, fuel consumption quantity and prices of bunkers). The
most commonly used standard forms for time charters are the Baltime and the
New York Produce Exchange Time Charter (NYPE).

With respect to the efficiency of the ship, charter parties in general convey
information on:

— fuel consumption (in tonnes per day);

— speed (in knots);

— ship size;

— capacity (container, bunker);

— engine type and power;

— deadweight;

— age of the ship.

Speed and consumption clauses

To reduce uncertainty for the charterer, a charter party often contains a
speed ands consumption clause, in which the owner specifies the ship’s
warranted performance in terms of speed and fuel consumption. This is of
particular significance for the time charterer, since the charter is in charge of
the commercial operation of the ship and bears the cost and risks.

In the Baltime and NYPE both contain a similar description about the speed

and fuel consumption.

— The Baltime 1939 (BIMCO Uniform Time-Charter): provides that the ship
shall be “capable of steaming about... knots in good weather and smooth
water on a consumption of about ... tons oil fuel.

— NYPE 93 (New York Produce Exchange Time Charter): speed about... knots,
fully laden, in good weather conditions and up to and including maximum
force .... on the Beaufort wind scale, on a consumption of about....
long*/metric* tons of....

— Boxtime (BIMCO Uniform Time Charter Party for container vessels): the
vessel’s fuel consumption in port and at sea shall not exceed the amounts
...., at all times for port consumption and in smooth water with winds snot
exceeding Beaufort Scale 4.

— General time charter party: provides speed capability in knots (about), and
consumption in m/tons at stated speed (about). Speed and consumption on
summer dwt in good weather, max windspeed 4Bft.

— Intertanktime 80 (Tank time charter party): Speed/consumption: the
average speed of the vessel will not be less than .... Knots when loaded and
... Knots in ballast on an average daily consumption of no more than .....
metric/long tons of fuel oil having a maximum viscosity of.... Seconds
Redwood nr. 1 at 100°F/Centistokes at 50°C and .... Metric/tons diesel oil
for main engine and auxiliaries respectively excluding heating of cargo and
tank cleaning.
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— Gencon (BIMCO Uniform General Charter): no mention about ship
efficiency. No warranties on speed or fuel consumption since owner is
responsible speed and fuel efficiency.

Devanney (2011) mentions that charter parties often contain speed-
consumption curves (i.e. an indication of how the speed of a particular vessel
relates to its fuel consumption). The charter parties reviewed here do not
contain such information, however: they only provide data for one particular
point. It is possible that such information is often added to the standardised
charter parties.

If the speed and fuel consumption don’t correspond to the indicated
specifications in the charter party, the charterer has the right to demand for
compensation or an adjustment hire. A claim is effectuated if the difference
between the actual and warranted ship speed, and/or between actual and
warranted ship fuel consumption is larger than a reasonable margin. In
practice this margin is usually 0,5 knots for speed and 5 percent with respect
to fuel consumption (Veenstra and Van Dalen, 2011). Good weather conditions
often implies smooth water and with winds not exceeding Beaufort Scale 4.

Some charter parties contain specific off-hire provisions in relation to reduced
vessel performance on account of speed or excessive fuel consumption. In
these provisions it is stated that, in case of poor performance, as a result of a
specific defect in the vessel's hull or machinery, compensation is offered by
deductions from the hire. For example:

— General time charter party: Off hire clause, but not specific for speed or
fuel consumption. Owners shall not be held liable for any reduction in the
vessel’s speed performance and/or increased bunker consumption nor for
any time lost and any other consequences arising as a result of supply of
unsuitable fuels.

— NYPE93: In the event of loss of time from deficiency and/or default..., the
payment of hire and overtime, if any, shall cease for the time thereby
lost.... If upon the voyage the speed be reduced by defect in, or breakdown
of, any part of her hull, machinery or equipment, the time so lost, and the
cost of extra bunkers consumed in consequence thereof, and all extra
proven expenses may be deducted from the hire.

— Intertanker: in the event of loss of time arising from interruption in the
performance of the vessel’s service or from reduction in the speed of the
performance thereof or in any other manner... no hire shall be due or
payable in respect of any time lost during which the vessel is unable to
perform the service immediately required from her.

We have not found any provisions on adjustment of the charter rates in case a
ship consumes less fuel than warranted by the owner.

However, not in all charter parties it is stated clearly what procedure to

follow when speed or fuel consumption is higher than warranted in the charter

party.

— Boxtime: no mention what to do when consumption is higher or lower than
stated in the contract.

— Baltime 1939: no mention what to do when consumption is higher or than
stated in the contract. No off-hire clause

— Gencon: - (idem)

It is of course possible that clauses are added to the standardised charter
parties on compensation.
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Since these provisions are not included in all charter parties and legal
understanding and interpretation may differ between them, the Federation of
National Associations of Ship Brokers and Agents (Fonasba, 2000) set up a Time
Charter Interpretation Code. This Code describes the claim process for time
charters and how to interpret existing charter party clauses as well as to assist
disputing parties where charter parties are silent or non-determining. In this
way many often occurring and avoidable maritime charter party disputes can
be eliminated.

Regarding speed and fuel consumption, the Code mentions the following:

“If it is found that the vessel’s speed has fallen below the warranted
speed, hire shall be reduced by an amount equivalent to the loss in
time involved at the rate of hire. And if it is found that the vessel’s
consumption has exceeded the warranted consumption, the
additional costs shall be borne by the owners.”

Underperformance in case of speed is calculated by dividing the mileage made
good during qualifying periods by the warranted speed and comparing this to
the time actually spent. Any excess (apart from the margin) is to be treated as
off-hire. Evidence of weather conditions are often taken from the vessel’s
logs, weather service reports, or weather routing service.

Underperformance with respect to fuel consumption is calculated by
multiplying the warranted consumption per day by the recorded qualifying
periods, compared to the actual consumption.

“In case of any excess, the charterers are be to compensated by the
owners for such excess in cost to the charterers calculated at the
prices at the last port bunkers were supplied during the time
charter, or those at delivery whichever applicable. Such amount may
be deducted from hire.”

Again, the Code does not contain references to overperformance of a ship.

To prevent these legal disputes, owners, will try to set warranted speed and
consumption as close to actual numbers. Veenstra and van Dalen (2011)
investigated these clauses and found out that shipowners engage in strategic
behaviour by setting warrant speed levels below design speed and ship fuel
consumption levels above design fuel consumption. Setting a relatively high
warranted fuel consumption level and a relatively low warranted speed
reduces the likelihood of a claim by the charterer.

Hence, our analysis of charter parties shows that the risk for the performance
of a ship in terms of speed and fuel consumption lies exclusively with the
owner. In case the ship is less efficient than warranted, he has to compensate
the charterer. When, on the other hand, the ship is more fuel-efficient than
warranted, the charterer benefits but the owner does not.

Conclusion
The fact that owners are only able to recoup a share of the benefits of a fuel-
efficient ships depends on two factors.

First, micro-economic analysis shows that it is rational in bargaining that the
benefits are shared between the supplier (i.e. the owner) and the consumer
(i.e. the charterer) when neither has perfect information about the size of the
benefits. How large the share for each party is, depends on the price elasticity
of demand and the price elasticity of supply. Both depend on market
circumstances and are therefore variable.
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Second, in charter parties the risks of over- and underperformance of a ship
are unevenly distributed. While owners bear the risk of underperformance,
there is no risk to the charterer in case of overperformance.

Both factors combined have the effect that ship owners who invest in a fuel
efficient ship, or who invest in improving the fuel-efficiency of their ship, are
able to earn back a share of the fuel benefits through higher charter rates.
The remaining benefits are for the charterer.

Barriers for specific technologies

The technology-specific part of the questionnaire was sub-divided into
following sections:
1. Technical measures.
a Reduction of resistance.
b Engine related measures.
¢ Other technical measures.
2. Alternative fuels and power sources.
3. Operational measures.

Outcome

10 out of 12 interview partners answered the questions regarding specific
technological and operational measures to improve the efficiency of the fleet.
One shipping company did not want to answer the questions, but claimed that
they apply nearly all of the proposed technologies and operational measures.
However, the data are not included in the analysis, but would change the
figures slightly. The results of the interviews are discussed in the next chapter
followed by a separate analysis of the four ship owners alone.

Results
Technical measures
Reduction of resistance (see Figure 26)

Optimisation of hull design

There is a strong perception that the optimisation of the hull design is
important to improve energy efficiency. E.g. the increase of ship size and the
reduction of ballast reduce the fuel consumption per tonne cargo significantly.
For certain ships the hull design is optimised continuously e.g. in towing tanks,
whereas some say that it is difficult sometimes to get shipyards to accept a
new ship design. The latter seems to be the highest barrier for a change in
ship design.

New upcoming legislation regarding CO, emission reductions like the EEDI will
force the shipping industry to improve the ship design and to meet the new
standards.

Low friction or alternative hull coatings to reduce roughness and
biofouling of wetted surface and thereby reduce the fuel consumption
This technology reduces the resistance in water by reducing surface roughness
and biofouling of wetted surface and thereby reduce the fuel consumption.
They can be classified as foul-release coatings. Some require frequent
cleaning, others rely on speed to wash-off the biofouling.

The awareness and expectations for low friction hull coatings also seem to be
very high, however, the savings potential is difficult to prove. Schultz et al.
(2007) measured the impact of biofouling on powering of a mid-sized naval
surface combatant at 15 knots. The formation of a light slime layer alone
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significantly increased the required shaft power by 11% to maintain speed.
Heavy calcerous fouling (barnacles, mussels, tubeworms) increased the
required power by 86% for this type of ship. Frictional resistance of the hull in
water is only a part of total resistance of a ship and on average 90% of fuel is
used for ship propulsion. The Clean Shipping Coalition calculated based on
several studies that for a typical vessel in a typical trade, the impact of the
deterioration in hull and propeller performance is likely to result in a 15 to 20
per cent loss in vessel efficiency on average over a sailing interval (MEPC
63/4/8).

The use of alternative coatings still occurs randomly and is very dependent on
the owner. Some ship owners say they prefer to keep the conventional self-
polishing antifouling to prevent biofouling of the ship hull, as the alternatives
are regarded too expensive. Advanced silicone or fluoropolymer paint systems
cause an additional cost of approximately $500,000 (including 2 extra days in
dock, full blasting down to steel and associated 2 extra days off hire) for a
4000 TEU container vessel compared to conventional self-polishing antifouling
coatings ($150,000). According to a cruise liner shipyard they charge an
additional €3 million when the owner wants a silicon coating instead of
conventional self-polishing copper containing antifouling coating for a large
cruise liner. Another shipyard charges some hundred thousand Euros extra, as
they have no choice anyway. They cannot use conventional SPCs anymore due
to wastewater regulations. However, the silicon paint is not even twice as
expensive as the SCPs, but according to the shipyard it is not the paint itself,
which causes the higher costs. During the application of silicon paints the parts
of the ship have to be encased to prevent the overspray to cover other parts of
the ship or the yard, silicon paints require special pumps and repair work is
difficult. On the other hand the silicon paints dry faster (2 coatings per day
compared to 2 coatings in 1.5 days) and require less coating layers.

Barriers for the use of alternative antifoulings or foul release coatings are
manifold:

— lack of independent performance data and proven savings potential;

— high associated costs (purchase, application, maintenance);

— no impact on the charter rates or second hand price of a ship;

— risk of bunker claims due to increased biofouling.

There is also a risk of bunker claims by the charterer due to increased fuel
consumption caused by biofouling. The owner has to pay in case of failure of
the foul-release or low friction coating. For this reason the owners tend to use
conventional SPCs.

Performance monitoring systems control the growth of biofouling. There are
performance monitoring systems on the market, which allow calculating the
optimum cleaning or docking intervals. The claimed savings potential vary
between 8 and 10% (according to the suppliers).

At least one paint manufacturer is offering a performance monitoring system
on ships which use their foul release coating and offer some sort of
performance guarantee. However, the claimed 8% savings of one paint
manufacturer will not provide such great returns when the ship is slow
steaming.

Another biofouling performance monitoring system costs approximately $ 500
per month with a savings potential of 10%. The advantage is that the
performance monitoring of antifouling paints between the docking intervals
can be controlled or docking intervals can be re-scheduled. For foul-release
systems, which require cleaning the timing of cleaning can be distinguished.
One interview partner had the experience that the cleaning intervals for a
certain foul-release coating are much shorter than claimed by the
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manufacturer and can only occur partly during one port stay due to the large
areas of the hull.

Barriers for the use of biofouling monitoring systems again the lack of
independent data and no impact on the charter rates or second hand price of
a ship.

Optimisation of water flow

Optimisation of water flow (transverse thruster openings, grids, etc.) and
reduction of structural roughness like e.g. seachests has less importance is a
proven technology to improve fuel efficiency, However, there is low awareness
and understanding by the ship owners regarding the impact of macro-
roughness on ships speed and fuel consumption. Seachests and bow thruster
openings cannot be avoided, but they can be optimised in many cases. Mainly
cruise liners are optimised regarding less hull openings. For the cruise liner
industry this is more or the less state of the art. Further ship design is driven
by shipyards that have their standard designs, but some research is going on.
Only a few ships are optimised in towing tanks, most ship designs are 20 years
old. Optimised flow at transverse thruster openings can result in up to 5%
reduced energy consumption with a payback of less than 1 year (Wartsila,
2008)

The only barriers identified regarding hull openings is the change of ship
designs at the shipyards and low awareness.

Another problem related to thruster channels is that they are close to the
water line, which allows a substantial and undesired volume of air to be drawn
into the channel when the thrusters are activated. This trapped air results in a
substantial reduction in power produced by the thrusters and causes increased
vibrations and noise.

Air lubrication

Air lubrication is applied to ships to reduce their frictional resistance in water
by an air cavity or by pumping air bubbles under the ship hull and thereby
reduce the fuel consumption. There three different systems on the market
(Table 8). This technology is limited to ships with a flat, wide bottom and is
most suitable for ships with a low Froude number, as with these ships the
frictional resistance is very high (mainly tankers and bulkers).

7.525.1 - The Fuel Efficiency of Maritime Transport



63

Table 8

February 2012

The different air lubrication systems on the market

System Product Savings Verification Maturity
provider
DK Group Air Cavity 10-15% GL certified small Full-scale sea
System (tanker/bulker) bulk carrier tests trials in 2008,
5-9% (container) in 2009 from technology
company commercially
projected savings available
on a 90 m vessel
to larger vessel
Mitsubishi Heavy  Mitsubishi Air N/a Trials proceed
Industries/NYK Lubrication 13 (net)% until 2012
System (MALS)
Mili-bubbles
Winged Air Micro-bubbles ~ No proven Ongoing trials
Induction Pipe savings, yet
(WAIP)
Stena Bulker Airmax air 20-30% Expectation based  Proceeding to
cushion on small scale larger scale
system tests tests

Reference: http://dkgroup.eu/userfiles/files/Fathom-The-Guide.pdf .

The air cavity system is most suitable for new-builds, but a retrofit version has
become available. Microbubbles can be used on new-builds as well as retrofits.
Most of the tests have been carried out on inland waters. Therefore, the open
question is how these systems behave under rolling and pitching. Another
uncertainty is the energy used to generate the compressed air, which could
offset the expected savings. According to DK-Group 1% of the saved energy is
used for production of the compressed air. According to IMarEST the fuel
consumption can be as high as 0.3-05 tons per day.

There is a broad range for the installation costs of the air lubrication system
in % of the price of a new-build ship:

IMarEST (2010a): 2-3%;

DK Group: 1%;

Damen shipyard: 5% for a 110-metre cargo ship.

Also the abatement potential varies quite significantly:

Tankers: ca. 15 % (Wartsila, 2008);
Containers: ca. 7.5% Wartsila, 2008);
PCTC: ca. 8.5% Wartsila, 2008);
Ferry:

(
(
ca. 3.5% (Wartsila, 2008)
Cargo ship 15% (Damen shipyard, NL for 60 m ship on rivers);
Unspecified: 20% (ref. MARIN, NL).

In 2010 Damen shipyards has announced to implement the air lubrication
technology starting 2011 and to give licenses to other shipbuilders. Retrofit
will last 14 days according to the manufacturer. The estimated payback time is
given as 18 months, which will become less with increasing fuel prices.

Micro-bubbles

Micro bubble lubrication requires only a small change to the hull compared to
an air-cavity ship. This technology is expected to be suited for moderately fast
ships with a target speed range of Froude numbers between 0.05 and 0.15.

In a study carried out by MARIN with during a EU project called SMOOTH on a
109.8 m inland-shipping vessel no appreciable effect was found on resistance,
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propulsion and manoeuvring characteristics of a ship by the injection of micro
air bubbles. Further, there might be unexpected unforeseen effects on special
coatings. They conclude that an ad hoc application of bubble injection for ship
hulls is not expected to yield any significant results. (Foeth, 2011). Another
study carried out by Maersk (WAIP system) on their container vessel Olivia
Maersk did not show any conclusive results in terms of performance gains and
associated fuel savings.

From the interviews we identified a very high barrier for the application of air
lubrication. The interest was very low by all ship owners that have been
interviewed, due the complexity, unsuitability for certain ship types and
failure during high wave action. There is also huge uncertainty regarding the
efficiency. Further, the power consumption to produce compressed air has to
be taken into account. However, air lubrication is observed by the maritime
stakeholders.

Figure 26 Technical measures: Reduction of resistance and engine related measures already applied
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Engine related Measures (Figure 27)

Most of the engine related measures especially turbo charger, common rail
technology and automatic engine tuning or electronic engine control were
regarded as state of the art by the ship owners. There was only one exception
where the shipping company only applies turbo chargers and common rail
technology and none of the other measures. Also variable turbine geometry,
Miller and Atkinson cycle are regarded as proven technologies to improve fuel
efficiency, but are also implemented for the reduction of NO, emissions.
Knowledge about the special engine related measures was very low outside the
ship owners community. Therefore many other stakeholders did not answer
the questions. For the directly engine related optimisations there seem to be
little barriers.

Other propeller related optimisations are regarded to have medium impact.
Greatest opportunities in the area of propeller optimisation is to optimise the
flow around the propeller (e.g. boss fin caps). Ship owners apply flow
improvement fins (boss fin caps) and propeller polishing. A lot of research is
going on in this area. There are surprisingly little barriers, although the costs
can be high (€0.1 - 1.4 M) and there is a risk of high maintenance costs.
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E.g. counter rotating propellers cause additional stress on the already a highly
stressed shaft. There are safety concerns regarding breakdown.

Waste heat recovery

Waste heat recovery systems can generate electrical energy from the exhaust
gas waste heat and can be used in combination with the shaft power
generator. Claimed energy savings potential is 10% by the manufacturers with
several years pay-back time. This technology raises high interest and is given a
high energy savings potential by the interviewed parties (up to 6%). Some ship
owners see a high potential especially for cruise liners, others use the waste
heat for fuel oil heating only.

The main barrier for the implementation of waste heat recovery was found to
be the costs as they are considered to be extremely expensive. One interview
partner estimated the costs to be up to 5M€ for a 9000 TEU CV. “Waste heat
recovery is fancy to have but very expensive”, was another of the statements.
Further, the use of waste heat recovery is limited as the vast majority of ships
do not have enough power or heat to power the units. Therefore, it is not
applicable or suitable for all ship types.

Fuel oil treatment

HFO and MFO contain heavy long-chain hydrocarbons, which are incompletely
combusted by marine engines. The consequence is a loss of contained energy
and soot formation. However, fuel oil treatment is regarded to have only
limited impact on energy efficiency by the interview partners. The saving
potential could be 2%. Some additives work by increasing lubrication some do
not. One interview partner stated the fuel oil additives are known as “snake
oil” and are not used. The biggest barrier (authors knowledge) is engine
manufacturers warrantees, as the fuel and lube oil specifications are quite
strict. In case of an engine failure due to additives in the fuel the warranty
might expire. New innovative technologies like electrolytic treatment of fuel
oil to decrease viscosity seem to be unknown in the maritime market.
Therefore, the biggest barriers are confidence and lack of information.

Advanced rudders are regarded to be state of art for fast and special ships.
The propeller is regarded as most important and improvements pose an
advantage, but advanced rudders are very expensive and there is also a risk of
introducing new failures especially with cord nozzles. Improvements for
propellers are listed in Table 9. The propeller and the shaft are regarded as
highly sensitive and highly stressed areas. Therefore, changes in these areas
are investigated carefully. A lot of research is going on in the area of advanced
rudders, especially for fast ships. The main barrier is the costs, risk of failure
and high maintenance.

Table 9 Improvements of the propellers and the associated fuel savings
Possible gain in Remarks
efficiency
Optimum propeller 2%  Consider cavitation, vibrations and
diameter noise
Optimum number of 3% As above
blades/optimum area
ratio
Pod drives 5%  Only for two-screw arrangements, only
with diesel-electric
Kort nozzle 5%  Only up to a certain speed and with a
20/30% high load factor (Wartsila, 2008;
(Mewis, Hollenbach, 2007)
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Other technical measures

The optimisation of hotelling functions is well perceived by the maritime
industry especially for passenger ships. The energy saving potential for these
ship types is huge. The cruise liners use power optimisation programs for air
condition, ventilation, light, etc. There is a lower effect on all other ship
types, but still this energy saving option is implemented by shipyards and
designers. It will also be part of the SEEMP.

Electric propulsion is applied by cruise liners only, as it is very dependent on
the operational profile of the ships. For long fixed routes this does not seem to
be a solution nowadays. However, electric propulsion is a good measure to
optimise and control energy consumption and works well in combination with
waste recovery systems. This can improve efficiency, but at higher costs. The
expected saving potential is 6-8%.

Minimising the weight of the ship and the use of lightweight materials
represents a huge saving potential for passenger ships, but not so much for
other ship types. Weight can only be reduced to a certain extent. In most ships
freight constitutes 70-80% of the water displacement. So only limited total
weight reductions can be achieved. Moreover, the lifetime of a ship and its
strength pose limits. In terms of light weight material one big barrier is the
lack of suitable materials and safety aspects. For example high tense steel
causes cracking.

AC/DC converters are increasingly used in special ships such as passenger
ships, special purpose vessels. They are useful on ships with a high base load
like cruise liners. Thyristor controlled rectifiers are used to convert AC to DC
power for high power requirements like azipods and electric propulsion, as the
energy consumption can be optimised. Savings are also good in terms of space
and energy loss through the cables and instruments. However, AC/DC
converters are not suitable for all ship types. As a result of the interviews it
was found that the general knowledge about AC and DC power is quite low and
consequently is regarded as the highest barrier. Only one ship owner applies
the thyristor technology.

Combustion of waste oil is not well perceived due to costs (“about 10 times
more expensive to burn sludge than land it”), and environmental concerns, as
the exhaust gas will contain many pollutants. Further, local regulations limit
the combustion of waste oil in certain areas. Only one ship owner has the
technical option installed on several ships. The barriers are therefore costs,
environmental concerns and legislation.

CO, abatement technologies do not increase the fuel efficiency, but reduce
GHG emissions of ships. These are in a research and pilot stage at two ship
owners, others tend to observe. The main barrier here is the trust in the
technology and the conservative behaviour of the maritime scene.

Waste heat recovery of incinerators is not well known as not all ships have
waste incinerators. Incinerators waste heat recovery is only used on passenger
ships like cruise liners. The barriers therefore are lack waste incinerators, lack
of information, but also technical problems which might outbalance the
benefit.
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Figure 27 Other technical measures already applied
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Alternative fuels and power sources

Cold ironing (shore power) does not save energy overall, but reduces fuel
consumption of the ship and reduces local emissions. Only one ship owner has
installed shore power connections on several ships. There are a number of
barriers. The most important is the deficiency in standardisation of power
supply (variable frequency, voltage and connectors). The second is that ship
owners want to have power from renewable energy sources, but this is not
guaranteed by the energy suppliers. Others regard cold ironing as
counterproductive, as a highly effective power plant is already on board.

LNG and CNG also do not save energy, but are very interesting as alternative
fuel in terms of price and emission limits for NO, and SO,. Yet the costs for
ship construction increase significantly compared to conventionally fuelled
ships, although this does not pose a barrier. The currently increasing demand
of LNG and CNG as alternative to oil, especially in Japan, makes the
construction of LNG or CNG attractive. Compared to other ship types the new-
build orders for gas fuelled ships are relatively high. Barriers are the low
availability of LNG and CNG, lack of infrastructure for supply and the size of
storage tanks (lack of space). Nowadays these fuels are only attractive for gas
carriers and for short sea shipping like ferries. Most of the ship owners are
watching the developments carefully.

Recently a new LNG Box ship design has been approved by DNV with a dual
fuel engine, which allows variable mixtures of HFO and LNG. In the maximum
gas load for the engine (90% LNG and 10%HFO) there is an expected CO,
emission reduction of 23%. Further the first LNG fuelled tanker has been built
for inland shipping (Argonon, 6100 dwt, dual fuel engine Caterpillar).

Fuel cells are regarded a promising technology but not mature enough at the
moment. There are a number of research projects going regarding their
implementation on ships. The application of fuel cells as auxiliary power is
more than 5 years away and as main propulsion more than 30 years. None of
the interviewed ship owners apply fuel cells on their ships today, but it is
known that fuels cells are used for submarines and for small ferries. The
barriers are lack of maturity, but also cost. Fuel cells and hydrogen are very
expensive compared to other fuels.
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Solar cells are only suitable for a niche market like cruise liners, car carriers
and ferries (ships with a large available top surfaces). For example Nissan
launched its first energy-efficient coastal car carrier, the Nichioh Maru in
January 2012 with an electronically-controlled diesel engine and 281 solar
panels fitted to the carrier’s deck. Another solar ship is the Turanor
PlanetSolar whose deck is covered with 537 square meters of photovoltaic
panels. However this is no cargo ship. Most energy efficient ships applying
solar panels are in a design stage like the Aquarius Eco Ship, which integrates
solar panels in wings to additionally use wind energy or NYK’s Eco Ship 2030.
For most ships the power generation by solar energy can only be a fragment of
total power requirement as the energy produced per square meter is very low.
Only two interview partners expect this technology to improve the energy
efficiency of ships. One shipowner runs trials on 8 ships. The barriers here are
unsuitability for most ship types and low expectations in terms of power
generation.

Biofuels do not save energy and do not seem to be an attractive measure in
shipping. There is limited supply of biofuels, no cost advantage and the
production is regarded to have very negative environmental impacts. The
interviewed cruise liner company stopped the use of biofuels due to costs and
bad public reputation. The US Navy has made a firm commitment to use
substantial quantities and Lloyd’s Register has been working with Maersk

to understand biofuel performance. Some trials are currently going on. Future
designs include a new “Algae Harvester” designed by Wartsila, which will
collect algae from large basins that would float in the sea. The filtered algae
can become a significant part of biomass to biofuel conversion. Current
barriers are no expected savings potential and bad reputation, but this might
change depending on the production process of biofuels.

Wind Propulsion

The interview partners know that all of the three wind propulsion options -
sails, kites and flettner rotors - are in a trial stage and observe this. One
interviewed ship owner is investigating the impact of wind propulsion systems
on ship design. From the three wind power options, the use of kites has the
lowest acceptance due to operational limitations, kite durability,
replacement costs and difficult handling. A major concern is the safety aspect
as e.g. kites could interfere with the ship operation when falling into the sea.
One interviewed ship owner is in a trial stage. Flettner rotors could cause
some ship stability problems. All three technologies are dependent on wind
directions and therefore on the operational profile of the ship. Additionally
the kites, wings and sails are only suitable for relatively slow ships (10-15
knots). In summary there is interest, but many limitations. There was a
proposal by Germany to the IMO (MEPC 62/5/12) to implement wind propulsion
systems in the formula of the EEDI.
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Figure 28 Alternative fuels and power supplies already applied
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Operational measures

General speed reduction is believed to have the highest impact on energy
efficiency. For the current new-build orders like the Maersk Triple-E, the
design speed is reduced by 2 knots compared to Emma Maersk, which allows a
reduction in power requirements of 19%. However, in general speed reduction
is still very market driven and depends on charter contracts (charter rate/day)
and fuel prices. Further, the ship has a specified design speed and needs to
maintain its flexibility in terms of weather, cargo, etc. Speed is also
dependent on weather, cargo, etc. As a rule of thumb, a speed reduction of
10% means 19% fuel saving. However, speed has impact on charter rates, which
is calculated for days. Therefore it is crucial to implement this tool in the
charter rates. Otherwise, speed reduction is regarded as a very strong tool,
probably the most promising.

Weather routing is applied by all ship owners and is well accepted. The saving
potential depends on ship routes. Savings can be made especially on North
Atlantic and Pacific routes. The indirect saving is the prediction of arrival time
and therefore the possibility to run the ship at a constant lower speed instead
of driving at full load. One monitoring tool which includes weather routing is
the Eniram Technology.

SeaTechnik calculates optimum operation for all speeds and conditions and
combines this with voyage planning weather data so that the voyage is
executed with minimum energy by sailing to an optimum power/speed profile.
The system also ensures arrival on time and automatically controls propulsion
machinery to precisely maintain that profile.

There are no identified barriers at all.

Trim optimisation is well accepted in the maritime industry, nearly state of
the art. One ship owner started to improve training to raise awareness on the
benefits of correct trim in relation to fuel savings. On large containerships
savings up to 10% can be achieved. Further improvement would be the
combination with ballast water optimisation. Trim optimisation is part of Ship
Energy Efficiency Management Plan's (SEEMP) strategic areas for cost-effective
and practical measures to increase efficiency of ships in operation and is
considered one of the most easily achievable fuel saving practices currently
available. There is a number of systems on the market claiming fuel savings
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from 4-10%. For example GL's EcoAssistant helps to optimise the ships trim,
which influences its resistance and hence its fuel consumption. The trim
strongly depends on the operating parameters of speed, displacement and
water depth. ECO-Assistant calculates the optimum dynamic trim for the
specific operating condition.

There does not seem to be any barrier, instead there is a medium to high
potential for power optimisation.

Voyage optimisation by choosing the optimal route regarding weather
conditions and to adjust the speed depending on sea state is another option to
reduce fuel consumption (e.g. SeaPlanner). The savings potential is given to be
2% (Info given by SeaPlanner). Voyage optimisation is well known and is
applied by most shipping companies. The saving potential is regarded as
medium up to high. The barriers are the contracts with charter parties and
port mentality. This area has to be developed mutually with charter party.

A lot of effort is put into the increase of awareness and regular training of
the crew. Awareness is increased by sending monthly environmental bulletins
to the crew, increase of competition and comparison of ships regarding fuel
efficiency, accidents and emissions. One stakeholder also reported about a
propulsion based payment or salary applied in cruise liner industry. Others say
that awareness in combination with training decides the most about energy
efficiency in shipping. Classification societies support this with a software
tool. Some ship owners have environmental officers, which provide on board
training for the crew. The saving potential is regarded as very high (up to
20%). There are no barriers at all.

Autopilots generally optimise the steering of a ship under different weather
and load conditions. All interviewed ship owners make use of autopilots in
their fleet. One ship owner states that the autopilot is part of their SEEMP.
The saving potential is very high and there is room for improvements. There is
no barrier at all.

Monitoring of energy consumption is applied by two ship owners. The other
two can only record fuel consumption by the amount of fuel bunkered after a
voyage, but this is not the same. The monitoring of fuel consumption is
regarded to have a high potential, especially for crew awareness training. One
of the interviewed ship owners uses an energy performance monitoring system,
which is looking at the entire ship performance and not only propeller
monitoring. The costs are between $50-5$80,000/vessel plus an annual
subscription fee to web based data portal (cost unknown). The system provides
information on trim optimisation, feedback about deviation from set key
performance indicators and power management. The savings are more than
the claimed savings of 2-4%. Another interviewed shipowner uses the ENIRAM
software. Other monitoring systems like

A more precise method would be to look at the life cycle costs of a ship
including new technologies like the currently developed BAL.L3C software
from BALance. This tool is developed in the EU project BESST and allows
comparison of different designs, materials and technologies including variables
like fuel and labour costs and exchange rates. The output parameters allow
analysis of the return of investments and fuel savings.

No barrier was identified, but the authors view is that active energy
monitoring instrumentation and software are very expensive.

Optimised fleet management is currently applied by three of the interviewed

ship owners, but there is still space for improvement. The limited information
given to this option does not allow identifying any barriers.
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Regular hull and propeller cleaning reduces the drag caused by biofouling and
is regarded to have a huge saving potential. However, the conventional self-
polishing antifouling coatings are not suitable for polishing, as the paint would
be polished causing a peak release of biocides into the environment. Only two
interviewed shipping companies have implemented the regular propeller and
hull cleaning. There is monitoring software available like Propulsion Dynamics,
which monitor increased fuel consumption by biofouling and allow
determination of cleaning intervals.

Another other problem identified is the local release of invasive species, which
can cause the same problems like ballast water. This can be subject to local
legislation like in Australia and New Zealand. Here the limited application is
due to the type of coatings and possibly due to legislation.

Speed reduction due to port efficiency is sometimes applied by two ship
owners and is routinely applied in container shipping, but is generally also
dependant on the charter contracts. It is believed that there is a high saving
opportunity, but it requires a shift in port mentality (e.g. queues in ports).
There is also a potential for short sea shipping on fixed routes.

Optimisation of ballast voyages is not applied on cruise liners, as they do not
have as much ballast water as other ships and should always carry passengers.
Another ship owner currently investigates this option. Otherwise optimisation
of ballast voyages is applied and it is well known that ballast water and ballast
voyages should be kept at a minimum. The only barrier could be commercial
aspects.

North East Passage is a special case of voyage optimisation, but is limited to
some months in summer due to ice coverage. Ships sailing the Northern Route
require the highest ice class, are guided by ice breakers and require approval
from the Russian Authorities. Consequently there are a number of barriers:
weather conditions, ships’ ice class, costs for ice breakers and time for the
Russian approval.

Steam plant operational improvement is regarded as state of the art, but
limited to ships that have boilers. Steam plants use the waste heat from the
flue gas. Only two of the ship owners apply steam plant optimisation, however
some believe that there is a good potential to save energy. The barrier is the
principal use of steam plants. Steam as propulsion became very rare.

Speed reduction due to an increase of the fleet size is not applied by any of
the interviewed ship owners. The other stakeholders could report that this
applied to a limited extent. There a general agreement that this measure
offers a huge opportunity to save energy and to increase the effective use of
the fleet. The main barrier is that the fuel is still too cheap compared to the
cost of a new ship, which is reflected by a careful cost-benefit calculation.
There is also the opportunity to increase the size of single ships to reduce the
costs per ton of cargo, which more common practise.
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Energy performance monitoring/reporting software:

The energy performance monitoring system is looking at the entire ship
performance and not only propeller monitoring. The costs are between $50-
$80,000/vessel plus an annual subscription fee to web based data portal (cost
unknown). The systems provide information on trim optimisation, feedback
about deviation from set key performance indicators and power management.
The savings are more than the claimed savings of 2-4%.

Ship size

A huge potential for savings is the construction of larger ships with an
improved ship weight/total weight ratio and a smaller design speed like the
Maersk Triple E-class (400 m, 18 000TEU, 20 orders), which will reduce the CO,
emissions by 50% compared to the average for vessels operating on the Asia-
Europe trade. Large ships are also more fuel efficient because they generate
fewer waves. Economies of scale can generate significant fuel savings (see also
Section 2.3).

Analysis of ship owners questionnaires (Figure 27)

Four out of five ship owners answered the detailed questions. One shipping
company only reported that most of the technological and operational
measures are applied in their fleet. However, this information is not reflected
by the graphs as no detailed information was given

The most important energy reducing measures are the operational
optimisations (Figure 26), which should be reflected in the MACCs to a large
extent. The largest impact on MACCs is expected by the general speed
reduction and by increasing the environmental awareness of the crew,
followed by the frequent training of the crew. All interviewed shipping
companies use weather routing, trim and voyage optimisation and make use of
autopilots. However the savings potentials are unknown. So far no ship owner
increased its fleet size due to reduce speed.

The second important energy measure improvements are engine and propeller
related. Most of the engine related measures are state of the art and are
implemented. This should be echoed by the MACCs. Most ship owners also try
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to improve the water flow around the propeller rather than investing in
expensive advanced rudders. The reason might be costs and safety aspects.

Reduction of resistance is important as all ship owners optimised their hull
design to reduce resistance, whereas reduction of friction by coatings and
structural roughness was applied by two ship owners only. The reason is the
uncertainty in savings potential and cost-benefit. Air lubrication was not
applied at all due to technical constraints and complexity. Four different
technologies have been identified in this category with varying savings
potentials. The latter technology should appear in the MACCs in the higher
end.

Other important energy saving measures are optimisation of hotelling functions
and minimising weight. All other measures in this section have less importance
or sometimes are unknown and are applied in cruise liners only.

CO, abatement technologies are in a trial stage at one ship owner and are
currently planned by another shipping company. However this does not reduce
the fuel consumption. It only reduces GHG emissions.

The least promising measures are in the section alternative fuels and power
sources. There is huge interest in LNG/CNG as future alternative fuel, but
there is a lack of infrastructure and ship construction becomes more
expensive. However there is a recent trend towards the use LNG/CNG, due to
legislation in emission reductions and increasing fuel prices. Wind propulsion is
applied by one ship owner on a trial basis but the general view is that this is
not suitable for most ships. Fuel cells are not ready for the maritime market,
especially not as main propulsion. Solar cells deliver too little energy at high
costs. Biofuels were applied by one ship owner in the past, but not anymore
due to its bad reputation. The figures surely will change and have an impact
on MACCs when fuel prices increase.
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4.5 Conclusion

There are both general and technology-specific barriers to the implementation
of cost-effective abatement options.

A literature review and interviews with stakeholders has identified seven
general barriers to the implementation of cost-effective measures to improve
the fuel-efficiency of a ship. These are:

1. A split incentive because a ship owner has to invest in the fuel efficiency
of a ship while the charterer pays for the fuel. In practice, the owner can
earn a higher charter rate for a more fuel efficient ship in most market
conditions but the amount by which the charter rate is higher is only a
share of the amount by which the fuel consumption is lower. The fact that
owners are only able to recoup a share of the benefits of a fuel-efficient
ships depends on two factors. First, micro-economic analysis shows that it
is rational in an equilibrium market that the benefits are shared between
the supplier (i.e. the owner) and the consumer (i.e. the charterer). How
large the share for each party is, depends on the price elasticity of
demand and the price elasticity of supply. Both depend on marker
circumstances and are therefore variable. Second, in charter parties the
risks of over- and underperformance of a ship are unevenly distributed.
While owners bear the risk of underperformance, there is no risk to the
charterer in case of overperformance. Both factors combined have the
effect that ship owners who invest in a fuel efficient ship, or who invest in
improving the fuel-efficiency of their ship, are able to earn back a share of
the fuel benefits through higher charter rates. The remaining benefits are
for the charterer.

2. Alack of independent data, especially on new technologies, results in a
high uncertainty in the business case and prevents ship owners to invest.

3. The transaction costs associated with searching for and evaluating
measures to improve the fuel-efficiency of ships may be high, especially
for new technologies. This barrier exacerbates the previous one.

4. Financial constraints are caused with market circumstances and by
requirements to invest in other technologies, e.g. for ballast water
management and emissions control.

5. Yards may be reluctant to implement new and innovative technologies,
and they may be reluctant to include these technologies in their
warranties. The reluctance varies considerably over yards.

6. In some cases, ship owners and operators may not have good information
on the fuel efficiency of a vessel, making it hard to analyse the impacts of
efficiency improving equipment.

7. As retrofits are often only feasible when a ship is already in dry dock, and
dry docks are planned on regular 4 to 6 year intervals, there may be a time
lag between when a measure becomes cost-effective and its
implementation.

The first three are the most important in terms of impacts on the cost-
effectiveness of measures and hence on the cost-effective abatement
potential. The financial constraints are severe but likely to be temporary;
while the reluctance of yards and the fuel monitoring system are very case-
specific. The time lag for technologies that require drydocking is a universal
barrier, albeit one that can hardly be overcome.

The overall comparison of the different measures showed that the
optimisation of operational measures is most important. The reason might be a
comparable little effort for the implementation, little technological changes
of the ship structure and comparable low investment. Ship owners and other
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maritime stakeholders both judged these measures as the highest energy
saving measure and therefore have a huge impact on the MACCs. In detail the
most accepted operational measures are speed reduction, increase of crew
awareness and crew training. Awareness is e.g. increased by fuel saving
competition between crews and ships.

Engine related measures are well perceived by the ship owners, whereas the
knowledge other maritime stakeholders was very low. Most engine related
improvements are regarded as state of the art and are also related to
reduction of NO, emissions. They should appear in the MACCs as already
applied technologies. Improvements in engine performance are largely
dependent on new developments at the engine manufacturers. Barriers for the
other technologies are the high costs for e.g. waste heat recovery and
advanced rudders. Changes to the propulsion system are not only costly but
also regarded as very sensitive in term of ships safety. Therefore there is a
strong reluctance for the implementation and should appear in the tail of the
MACCs. Fuel oil treatment has the lowest potential and is regarded as very
uncertain with little potential and is not implemented on a broad basis.

Reduction of ship hull friction is well accepted as energy saving measure,
especially the optimisation of the ship hull design. Optimisation of the ship
hull design is state of the art. The only barrier is the acceptance at the
shipyards, who do not like changes of designs. The extent of the fuel saving
potential is mainly unknown. The barriers for low friction hull coatings are
uncertainty of saving potential and high costs. Air lubrication was the least
accepted method for a number of technical and operational reasons. Energy
savings between 1-10% are possible, but air lubrication is simply not suitable
for most ship types and has very limited potential to be implemented.
However some tests are carried out currently and some look very promising for
certain ship types. Micro- or Milli-bubbles are even suitable for retro-fitting in
existing ships.

Other technical measures are less accepted or simply unknown. On the top
range are optimisation of hotelling functions and minimisation of weight. The
remaining technological measures are mainly applied on cruise liners only and
not relevant for other ship types. Here the MACCs should differ significantly
for the different types of ships with high impact on cruise liners and less
impact for other ship types.

The lowest acceptance was for alternative fuels and alternative power
sources. Ship owners largely do not accept alternative power sources and
other maritime stakeholders see a limited or no impact at all. Shore power is
applied by one ship owner and largely fails due to standardisation of the power

supply.

Fuel cells are not regarded as mature for shipping and are only applied in a
very small niche market. It will take many years until fuel cells can be
implemented in ships, especially as main propulsion. Even when the technical
problems are solved, the price of the technology and hydrogen has to be much
lower to support the implementation of fuel cells. Wind power is applied by
one ship owner only in a ship trial. Kites have the lowest acceptance compared
to Flettner rotors, sails and wings. Barriers are the handling, costs for the
replacement parts plus the fact that they are only useful on relatively slow
ships (<15 knots). However, if wind propulsion is applied, there will be a huge
impact on the MAC curve, as the saving potential can be very large. The
barriers for the use of LNG and CNG are lack of infrastructure for their global
supply, increase of shipbuilding costs and space requirements. All ship owners
are very interested in the use of LNG/CNG, but observe the developments
only. This alternative fuel again can only be applied in a niche market like gas
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carriers and short sea shipping. Only recently a LNG ship design has been
approved by DNV, but this has still to be built. The first LNG fuelled ship for
inland waterways has been built.

Recent developments

Market barriers include a lack of proven technologies, unreliability and low
fuel prices. But these barriers are increasingly eroding and the industry is
opening its eyes to the possibilities that innovative technologies can bring.
However as the charter rates are very low due to high ship availability there
will be a further delay for the introduction of energy efficient technologies in
the world fleet. The current overcapacity in available ships will not recover till
the end of 2012, if at all. This overcapacity e.g. in the container ship market
will be held back by the current new-orders of ultra large container ships. The
current new orders equate to 25% of the total fleet in service. Possibly the
replacement of old ships by the new energy efficient ships will be a driver for
the market in terms of GHG reductions of the world fleet.
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Impact of barriers on MACCs

Introduction

The MACCs as published by Buhaug et al. (2009), CE et al. (2009), IMarEST
(2010a) and Eide et al. (2011) show the reduction potential and costs if all the
ships that are in principle able to implement a certain technology do so. In
that sense, they could be characterised as idealistic MACCs: they show the
maximum achievable reduction and its costs.

As shown in Chapter 4, there are barriers to the implementation of cost-
effective technologies. As a result, not all the cost-effective measures are
likely to be implemented. This chapter attempts to quantify the impact of
these barriers on the MACCs. As such, they could be characterised as realistic
MACCs. Examples of MACCs that take barriers into account are scarce.
Yamaguchi (2012) is an example of a MACC that takes the barrier of the speed
of diffusion of new technologies into account.

A comparison of idealistic and realistic MACCs quantifies the importance of the
barriers. From a policy perspective, it indicates whether or not it is important
to develop policies to address the barriers. However, it should be noted that
the quantification of the barriers is subject to a considerable degree of
uncertainty. Therefore, this chapter shows the results of various sets of
assumptions representing the envelope of outcomes.

Scenarios for the quantification of barriers

This section develops scenarios for the quantification of barriers. It builds on
the list of barriers analysed in Chapter 4. For each of the barriers identified
there, this section argues whether, and of so how, it can be quantified.

As discussed in Chapter 4, barriers are hard to quantify. We have chosen to
develop three scenarios for their impacts on the MACC: a low barrier scenario,
in which the barriers have a small impact on the likelihood of adoption of
technologies, a central scenario, and a high scenario, in which the barriers
have severe impacts.

The scenarios relate to three barriers, which chapter 4 found to be the most
important. These are the split incentive, which reduces the benefits of
investments in fuel saving technologies for ship owners; the lack of
independent data which causes ship owners to distrust certain technologies
and hence not to invest in them; and transaction costs. With regards to the
latter, we have only included transaction costs related to slow steaming in the
scenarios. Other transaction costs, e.g. the costs of searching and evaluating
new technologies, are sometimes associated with the lack of independent data
and often could not be quantified.

Below, more detail on the scenario assumptions is presented.
1. A split incentive. Section 4.3 shows that as a result of the split incentive,
ship owners are able to reap a share of the benefits of investments in fuel-

efficiency. The share depends on the business cycle and possibly on other
parameters, and we have not been able to quantify the share. Hence, we
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assume that ship owners are able to appropriate half of the fuel savings

caused by investments in fuel efficiency in higher charter rates in the base

scenario. In a sensitivity analysis, we use values of 25% and 75%. Of course,
this only applies for fuel efficiency improvements which require
investments in technology, such as changes to the propeller, rudder, waste
heat recovery and wind power. The split incentive applies to all ships on
time charter, which, according to CE Delft et al. (2009) is 70-90% of ships.

We have assumed that this share is constant over all categories of ships.

A lack of independent data, especially on new technologies. We have

assumed that a lack of independent data results in ship owners not

adopting that technology. In a sensitivity analysis, we have assumed that
these technologies are available to half of the ships on which they can be
implemented in principle. As shown in Section 4.4, currently the
uncertainty on the measures below it the largest.

a Air lubrication. Uncertainty about the abatement potential and
operational costs constitutes a barrier to the implementation of this
technology in new build ships;

b Advanced rudders. The capital expenditures are perceived to be very
high while the fuel savings are considered to be uncertain, thus
constituting a barrier to the implementation of this technology as a
retrofit.

¢ Wind power. Kites are considered by many shipowners to be unreliable
or unpractical, while Flettner rotors and sails are considered to impact
the stability and the structure of a ship.

d Waste heat recovery. Uncertainty about the applicability and the
abatement potential constitute a barrier to the implementation of this
technology. Since waste heat recovery is known to be implemented in
a number of ships, we only take this barrier into account in one
scenario;

Transaction costs associated with measures. Transaction costs associated

with searching and evaluating information on new technologies is assumed

to be part of the barrier of lack of independent data. For slow steaming,
there are also transaction costs as charter parties may have to be amended
as well as schedules. Some of these changes would involve negotiations
with shippers, drafting new legal documents, et cetera, all of which may
be costly. Recent experience with slow steaming has shown that shipping
lines, especially container lines, have been able to slow down (UNCTAD,

2011, Cariou 2010). Tankers have slowed down on ballast legs and,

sometimes, using new arrangements such as virtual arrival (Devanney 2011,

Intertanko and OCIMF, 2010). Information on bulkers is more patchy but it

seems they have slowed down to some extent (PWC, 2011). To quantify

this barrier, we have assumed that half of the non-container ships would
not be able to slow down.

Other barriers have not been quantified for various reasons:

4. Financial constraints are not taken into account here as we assume that

they are less important over a long time period. While there are good
reasons to assume that many shipping companies currently face financial
constraints, it is unlikely that this situation will continue until 2030.

The reluctance of yards to implement new and innovative technologies is
associated with the lack of independent data and transaction costs and not
quantified separately as a barrier.

The quality of the information that ship owners and operators have on fuel
efficiency is assumed to be part of the split incentive problem and
quantified as such.

The time lag caused by dry dockings is not assumed to be relevant as ships
will have had several dry dockings in the period up to 2030.
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We have developed three scenarios for which the impact of the barriers on the
MACC will be shown.

Barrier quantification scenarios

Central barrier Low barrier scenario High barrier

scenario

scenario

Split incentive: share
of benefits reflected
in time charter rates

50%

25%

75%

Lack of independent
data

Air lubrication,
advanced rudders,
wind power are not

Air lubrication,
advanced rudders,
wind power, applied

Air lubrication,
advanced rudders,
wind power, waste

to 50% of the
relevant ships
25% of the non-
container ships are container ships are container ships are
not able to slow not able to slow not able to slow
down down down

available heat recovery are
not available

75% of the non-

Transaction costs 50% of the non-

Barrier adjusted MACCs

In each of the three barrier scenarios three different barriers are taken into
account: the split incentive between the ship owner and the ship operator, the
lack of objective data on the reduction potential and/or the costs of the
abatement measures, and the transaction costs that are associated with the
adoption of abatement measures. The three scenarios however differ in the
extent to which the barriers do play a role, resulting in a low, a central and a
high barrier scenario.

We have quantified the CO, abatement potential of the global maritime
shipping sector for the three barrier scenarios and compared it to the baseline
MACC, i.e. for he case that the three types of barriers are absent.

The three types of barriers have thereby been modelled as follows:

1. When a ship owner has to bare the investment costs for a CO, abatement
measures whereas he cannot fully profit from the benefit of the
investment, which in this case are the reduced fuel expenditures, his
investment incentive is naturally reduced due to this split incentive. For
those CO, abatement measures that require an investment of the ship
owner we therefore determine the cost-efficiency of the abatement
measure without taking the entire fuel expenditure savings into account.
In the low barrier scenario 75%, in the central barrier scenario 50%, and in
the high barrier scenario 25% of the fuel expenditure savings are
considered.

2. The lack of objective data on the cost-efficiency and/or the abatement
potential of CO, abatement measures can be expected to result in a
reduced diffusion rate of these measures. A lack of objective data can
mainly be expected to play a role for innovative measures for which
empirical data is rather scarce. In the low barrier scenario we therefore
assume that 50% of the ships that could make use of air lubrication, wind
power or an advanced rudder will not do so. In the central barrier scenario
we assumed that none the ships that could make use of air lubrication,
wind power or an advanced rudder will do so. The high barrier scenario is
an extension of the central barrier scenario by assuming on top that none
of the ships that could make use of waste heat recovery will do so.
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3. Transaction costs that are associated with the adoption of CO,
abatement measures will lead to a lower cost-efficiency and thus also to a
lower diffusion rate of these measures. To model the impact of transaction
costs exactly, one would have to quantify the transaction costs per
measure and take these costs into account when determining the cost-
efficiency of the measures. Since it is very difficult or even impossible to
determine these transaction costs, we decided to model this barrier just as
we modelled the second barrier, i.e. the lack of objective data, by
assuming that a certain share of ships will not adopt the respective
measure. We thereby implicitly assume that transaction costs are that high
that these measures become cost ineffective. Slow steaming is a good
example for a measure that is associated with transaction costs that are
difficult to quantify, such as the possible adjustment of logistic chains as a
result of slow steaming. In the low barrier scenario we assume that 25%, in
the central scenario that 50% and in the high scenario that 75% of the ships
that are candidates for slow steaming will not do so. Note that due to the
way we have modelled this third barrier the maximum abatement potential
as shown in Figure 31 will decline due to this third barrier.

In Figure 31 the change of the cost-efficient abatement potential is illustrated
for the three barrier scenarios as well as for the scenario in which there are no
such barriers, i.e. the baseline MACC. The Marginal Abatement Cost Curves
depicted give the abatement potential of the global fleet in 2030 and are
derived for an average bunker fuel price of USD 900 per metric ton as well as
for a discount rate of 10%. The baseline scenario is thus comparable to the
central scenario in IMarEST (2011).

Figure 31 Change of cost-efficient abatement potential for different degrees of barriers
Marginal CO2 Abatement Costs for the Maritime Transport Sector with and without
barriers
Year 2030, Fuel price 900%/ton, Interest rate 10%

400 }
—~ 300
3 s
o 200
c
§ f
s ,/.1 r'/ / ——Baseline MACC
S 0 : ‘ ‘
> 0ps W J.W 40% Central barrier
5 -100 m scenario
(%}
(YN )
‘g’ -300
O

-400

Abatement Potential (%)

February 2012

Source: CE Delft, this report.

In the baseline scenario the cost-efficient abatement potential amounts to
around 32%. In the central barrier scenario, the cost-efficient abatement
potential is reduced to 24 %, whereas in the low and high barrier scenario it is
reduced to 28% and 17% respectively.
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The split incentive barrier leads to a deterioration of the cost-efficiency of
most of the abatement measures, leading to an upward shift of the MACC and
thus to a reduction of the cost-efficient abatement potential. The cost-
efficiency of abatement measures does also deteriorate when there are
transaction costs associated with the adoption of the specific measures. These
transaction costs might consist of verifying the reduction potential and/or the
costs of the measures. When the cost-efficiency of a measure does
deteriorate, the according part of the curve would move more to the upper
right part of the curve. Since the transaction costs are very difficult to
determine we modelled this effect by implicitly assuming that transaction
costs make certain measures cost inefficient for some ship types, and omitted
the respective cost-efficient part of the curve without adding a part to the
cost inefficient part, resulting in a compressed part of the cost-efficient part
of the curve and to a reduction of the total maximum abatement potential.
Note that due to the interaction of the abatement measures, the cost-
efficiency and the abatement potential of other measures are indirectly
affected by the barriers too.

Conclusion

Barriers to the implementation of cost-effective abatement options can have a
significant effect on both the cost-effective abatement potential and the
Marginal Abatement Cost Curve. While the impacts are hard to quantify, this
chapter shows that under a range of plausible assumptions, the cost-effective
abatement potential may be reduced by an eighth to a half. Moreover, while
the cost-effectiveness of the cheapest options remains unaffected, the general
cost-effectiveness reduces significantly. This is a result of the fact that ship
owners are only able to earn back a share of the efficiency improvements
through higher charter rates. This means that the business case for many
options becomes dependent on fuel price assumptions, requirements about
rates of return, et cetera.

Reducing the barriers would potentially improve the scope for abatement in
the shipping sector considerably.
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6 Ways to reduce barriers

6.1 Introduction

As shown in Chapter 3, there is a considerable potential to improve the fuel-
efficiency of ships and reduce GHG emissions relative to the increasing
baseline. Although Chapter 2 indicates that this is unlikely to result in an
absolute decrease in emissions, implementing the abatement measures, and
certainly the cost-effective ones, could slow down the increase in maritime
transport emissions (UNEP, 2011).

However, non-financial barriers prevent many of the measures from being
implemented, as discussed in Chapter 4. Chapter 5 has attempted to quantify
the impact and found that the barriers reduce the cost-effective abatement
potential, potentially significantly, and also reduce the cost-effectiveness of
the abatement measures from the perspective of the ship owner, who often
has to decide on making the investments.

Hence, it could be worthwhile to offer ways to reduce barriers, either through
policy or regulation, or through changes in business practices.

Table 11 presents an overview of the barriers and a list of the possible ways to
reduce them. From this list, three items have been chosen for further
elaboration. Improving ways to convey the fuel efficiency of a ship is a way to
overcome the split incentive between the ship owner and the operator. It is
analysed in Section 0. Another way to reduce the split incentive, lower dispute
settlement costs, is analysed in Section 6.3. Finally, providing credible data
about the costs and effectiveness of different fuel saving technologies as a
way to increase acceptance of some of the newer measures is analysed in
Section 6.4.

Table 11  Barriers and possible ways to reduce them

Barriers Description of the barrier Relevance of Possible ways to
identified the barrier reduce the barriers
Low priority Traditionally, shipping Diminishing as More involvement in
companies have been focussed  fuel prices R&D projects and
more on reducing non-fuel become a larger  funding to increase
cost items (capital costs, share of awareness and trust in
labour costs) than on operating costs efficient technologies.
improving the fuel-efficiency of ships.
of ships. Create pressure by
more stringent
legislation.

Increase pressure by
increasing consumer
awareness about
carbon footprint of
international
transport.
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measures to
improve
efficiency

companies.

Barriers Description of the barrier Relevance of Possible ways to
identified the barrier reduce the barriers
Split incentives In many markets, more Significant. Lower dispute
efficient ships are able to settlement costs
command higher charter could reduce the
rates. However, empirical dispute avoiding
evidence suggests that ship behaviour of ship
owners avoid disputes by owners.
underreporting the efficiency
of their ships. As a result, only Better ways to convey
a share of the efficiency gains information about the
are reflected in higher charter efficiency of a ship
rates. This means that not all may create
cost-effective measures to opportunities for ship
reduce CO, emissions are owners to command
profitable to ship owners - a higher charter rates
share of the benefits spills for efficient ships.
over to the charterers - , but
just the measures that have a Including fuel costs in
cost-effectiveness that the charter rates,
exceeds a certain threshold. possibly adjusted by
speed imposed on the
ship by the charterer,
would increase the
incentive for ship
owners to improve the
efficiency of their
ships.
Principle agent Shipping companies may not Not clear. Automatic fuel
problem be able to accurately monitor consumption
fuel consumption of their ships monitoring equipment
if the crew has an incentive to may reduce the scope
hide it. for incorrectly
reporting fuel
consumption data.
Labour contracts can
be amended in order
to provide an
incentive for the crew
to save fuel, rather
than to hoard fuel.
Lack of Manufacturers claims of fuel Significant. Independent tests of
independent efficiency improvements are fuel saving equipment
data about often distrusted by shipping may provide ship

owners assurance
about the
performance of the
equipment.

Equipment
manufacturers may
assume some of the
risk by guaranteeing a
certain efficiency
improvement.
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Barriers Description of the barrier Relevance of Possible ways to
identified the barrier reduce the barriers
The leasing of
technologies could be
another approach: in
terms of failure, the
risk is with the
manufacturer
Reluctance of Ship yards may be reluctant to  Currently, there  Shipyards should
yards to introduce new technologies in seems to be an begin thinking about
introduce new new ships for reasons related overcapacity investigating new ship
technologies to the efficiency of the both in new designs and
shipbuilding process, building yards technologies for
warranties, et cetera. and in successful
maintenance competition. Some
and repair yards  designers are
searching for yards as
partner
Improve qualification
of yards personnel.
Capacity of Yards may not have sufficient Currently, there  Shipyards can
yards capacity to install fuel saving seems to be an manufacture some of
technologies overcapacity the efficient
both in new technologies
building yards themselves to enter
and in the market. One
maintenance Singaporian shipyard
and repair yards s following this path.
Demand for ship
repair and retro-
fitting of e.g. ballast
water treatments
technologies alone
will block repair yards
over the coming
years, especially for
large ships.
Therefore, the
availability of repair
yards should be
increased.
Access to Freight rates are lower than Currently an Not analysed.
finance their long term average while issue.
fuel costs have gone up. This
has drained the liquidity of
some shipping companies.
Route Efficiency of a ship is Would become Shipowners and
dependency of dependent on many factors an issue if charterers have to
efficiency and can hardly be presented in  efficiency- harmonise their fuel
a single figure. dependent calculations.
charter rates
would become
the norm.
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Barriers Description of the barrier Relevance of Possible ways to

identified the barrier reduce the barriers
Low The ships personnel at these significant Theoretical and
environmental times have no interest to run a practical training in
awareness of ship efficiently. ship energy efficiency
ship personnel for the crew and an

award scheme for
energy savings like
mentioned before.

Not all barriers are equally important in all situations.

In situations where conventional technology is applied to new built ships, the
split incentive is important, as are financial constraints and reluctance of
yards to implement new technologies. Finding independent data is relatively
easy for conventional technology and search costs are low.

When applying conventional technologies as retrofits, the split incentive is
important, as are financial constraints, especially since other technologies also
have to be retrofitted, and the capacity of retrofit yards.

Operational abatement measures may be held back by the split incentive and
transaction costs (if they require changes to standard charter parties, for
example).

For unconventional technologies, lack of independent data and transaction
costs are important barriers, as well as reluctance of yards and the split
incentive.

Improving ways to convey the fuel efficiency of a ship

One of the causes of the split incentive is the fact that current charter parties
offer very limited information about the fuel efficiency of a ship (see Section
4.2.1 and 4.3). The information conveyed in the standard charter parties is
limited to the warranted speed and fuel consumption. The latter is often
presented in tonnes per day, and often rounded to full tonnes.

If fuel efficiency could be more accurately conveyed, this could result in ship
owners being able to recoup a larger share of the benefits of more fuel
efficient ships. If so, it would reduce the barrier to investments in fuel-
efficiency improving technologies caused by the split incentive.

In this section, we explore two ways in which ship owners can give more
precise information about the fuel efficiency of their ships. One was is to
present the potential charterer with more accurate information about the
efficiency under the circumstances that the ship will be used. The other is to
use or develop more accurate standardised measures of ship efficiency.
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Tailored information about fuel consumption

Many factors are known to affect fuel consumption, including
(MEPC.1/Circ.683, IMO, 2009c):

— speed;

— variability of speed;

— cargo, fuel and ballast load;

- trim;

— propeller pitch;

— et cetera.

The impacts of speed, variability of speed and load are potentially large. The
fuel consumption of the main engine has a cubic relation to speed. Sailing at
constant speeds can save a significant amount of fuel. And ships sailing in
ballast consume often up to 15% less fuel than fully laden ships. The other
factors may have negligible impacts, but in combination their impact could be
significant.

What is perhaps more important is that the impact of each of these factors on
fuel consumption can be different for each ship. For example, the precise
relation between speed and fuel consumption depends on the auxiliary engines
and boilers, the hull form, propeller, et cetera. The difference between fuel
consumption when laden and in ballast depends on the hull form, trim, et
cetera.

Hence, the warranted fuel consumption at the warranted speed may be of
limited relevance to a charterer who envisages to use a ship for a particular
trade. He may be more interested in consumption under a particular speed
and load profile.

To some extent, tools analysing ship-efficiency and its factors are available on
the market. There have been reports that some of these tools are used in
charter party negotiations, although we have no confirmation of this in our
interviews.®

In order to reduce this barrier, providers of standard charter parties could
develop tools to assess a ship’s fuel consumption for various operational
profiles or incorporate the option to use information from existing tools.
Development of such tools would require co-operation with ship owners and
charterers because it requires use of data that both parties have. Moreover,
for the tool to be effective, it has to be trusted by different parties. And
finally, the charter party providers need to develop clauses in the parties
which allow the use of these tools and which govern dispute settlements when
the efficiency of a ship is misrepresented.

Fuel efficiency metrics

Over the past years, a number of ship fuel efficiency metrics have been
developed. The Energy Efficiency Operational Index (EEOI) has been developed
by the IMO to measure the performance of a ship per tonne-mile of transport
work performed (MEPC.1/Circ.684, IMO, 2009d). Other operational indices
include the BSR Clean Cargo Group Index, which is similar to the EEOI but only
applicable to container ships, and the Intertanko Index for tankers, although it
is not clear whether the latter is still being used (CE et al., 2006). The Energy
Efficiency Design Index (EEDI) has been developed to represent the energy

Propulsion Dynamics mentions on its website that its CASPAR system, which analyses the
actual speed and fuel consumption performance of the vessel, can be used to generate Actual
Obtainable Speed/Consumption Diagrams that can be used in charter negotiations.
http://www.propulsiondynamics.com, accessed 23 February 2012.
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efficiency of new ships under standardised conditions (MEPC.1/Circ.681, IMO,
2009b).

If any or all of these metrics would reflect the fuel efficiency of a ship more
accurately than the fuel consumption figure reported in the charter parties,
conveying them could enable ship owners to command a higher charter rate
for a more fuel efficient ship and thus earn back a larger share of the fuel
savings of more fuel efficient ships.

At this moment, however, it is not clear whether any of these metrics reflects
the fuel efficiency more accurately. As for the EEOI and related operational
measures, CE et al. (2006) found that the EEOI of a specific ships can show a
large variation due to:

— Density of the cargo. Bulk carriers can transport weight restricted cargo
(high density cargo such as coal or ore) or volume restricted cargo. Since
the formula is expressed in mass of CO, per tonne-mile of transport work,
the former ship would always have a better index than the latter.

— Business cycle: Changes in transport demand and fleet size cause changes
in relative cargo availability hence efficiency. To be effective, the baseline
must be more or less continuously adjusted.

— Trade specific supply and demand: Transport efficiency potential
depends on location of origin and destination, cargo volumes, ability to
find return goods (trade triangles, etc.) type of goods and more.

As a result, the EEOI reported over one period may not be a good indicator of
the EEOI in another period, especially when a different type of cargo is
transported, the ship will be operated on a different route, et cetera. This
conclusion is echoed by shipping companies interviewed in the course of this
project (see Section 4.2). They generally see the merit of the EEQOI to compare
similar ships in the fleet of a company, rather than across companies.

The EEDI is meant for new built ships and will become mandatory from 2013
onwards. Currently, a few ships have a verified EEDI. Hence, nothing is known
about the relation between EEDI and actual fuel consumption of ships. Neither
is there an analysis of the relation between other design indices and actual
fuel consumption. When, from 2013 onward, an increasing number of ships will
have an EEDI, more experience can be gained on the relation between the
EEDI and the operational efficiency of ships in practice. This will allow the
market to evaluate whether the EEDI is suitable as an additional metric for
conveying a ship’s efficiency in a charter contract.

Shipping companies interviewed in the course of this project (see Section 4.2)
have different expectations of whether the EEDI or other design based indices
will increase the transparency of the time charter market. Some interviewees
thought that the metric would allow for gaming and that it would take a long
time for the market to get used to the metric. Others thought is could add
transparency if it proved to be a reliable metric. Probably these two views are
not that far apart, as they both point to the need to better understand the
relation between the EEDI and actual emissions.

It would be worthwhile to explore in detail whether and if so, how, the EEDI
can be used to convey information about a ship’s efficiency. In addition,
shipping companies are required to set a goal related to the energy-efficiency
of their ships as part of the Ship Energy Efficiency Management Plan (SEEMP).
It is likely that this will result in the coming years in a better understanding of
various indicators, including the EEOI.
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Conclusion

There is a considerable potential to improve the information exchange in
charter parties on the fuel efficiency of a ship. This may reduce the split-
incentive barrier to the implementation of cost-effective abatement
measures.

One way is for the ship owner to develop a tool that evaluates fuel use of a
ship under a range of conditions. Such tools are commercially available.
Providers of standard charter parties could consider opening the opportunity
to warrant fuel consumption according to the ship-specific tool.

A second way is to develop better fuel-efficiency metrics. Up to now, none of
the metrics developed has proven to be able to reduce the split-incentive
barrier. It remains to be seen whether the EEDI, which most new ships will
have from 2013 onwards, and/or other design based metrics can fulfil this
role. It would be good to study the relation between the EEDI and actual fuel
consumption to develop a better understanding.

Lower dispute settlement costs

Section 4.3 has shown that many ship owners are risk averse with regards to
bunker quantity claims and as a result underreport the fuel-efficiency of their
ships. Moreover, the analysis shows that underreporting is, on average, larger
for more efficient ships.

One of the reasons for underreporting appears to be the possibility of bunker
claims and the costs of dispute settlement. This led to the idea that lower
dispute settlement costs could result in more accurate warranties with regards
to fuel consumption and to a decrease of the split incentive barrier.

It appears, however, that the shipping industry has a range of institutions
aimed at reducing dispute settlement costs. For example, many ship owners
and charterers include speed/consumption clauses in their charter parties,
which allow for a swift settlement of differences in fuel consumption. In
general, when an owner and a charterer disagree on the amount of bunker
consumed, they will first try to reach an agreement. If that fails, they will
often appoint an arbitrator. If that fails, a second or sometimes even third
arbitrator can be sought. Court cases on bunker claims are seldom as well as
costly.

Because of these institutions, it is likely that dispute settlement costs are
already low and there is little scope, if any, to reduce them further.

Increasing the credibility of data on fuel saving equipment

Manufacturers claims of fuel efficiency improvements of specific technologies
are often distrusted by shipping companies (see Sections 4.2.2 and 4.4). In
many cases, this is even true of reports of third parties paid for by
manufacturers. Many interviewees have offered examples of bad experiences
with claims that turned out to be exaggerated.

Since this barrier relates primarily to new or improved technologies, one way
of interpreting this problem is to analyse it as a diffusion of innovation
problem. It is worthwhile to learn from this body of literature. Rogers (2003)
finds that there are five qualities that determine the success of an innovation:
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1. The relative advantage of a new technology compared to the current
alternatives.

2. The compatibility of the technology with existing values and practices;

3. The simplicity and ease of use of the technology.

4. The degree to which an innovation can be experimented with without
taking too much risk.

5. The degree to which results (including the relative advantage, the
compatibility and the ease of use) are observable.

From the interviews, it is clear that the last two items are often lacking. First,
before a measure can be experimented with, a ship owner has to invest and he
may run the risk of the new technology interfering with normal operations of
the ship, potentially even requiring the ship to be taken off-hire in order to
remove the technology. Second, the costs and benefits are often not
observable because the information supplied by or on behalf of the
manufacturers is often distrusted.

There are a few positive examples of diffusion of innovation in the shipping
industry. Waste heat recovery have been available for a long time. After they
had generated some interest in the 1970s and early 1980s, lower fuel prices
and apparent technology failures reduced interest. It appears that the co-
operation of equipment manufacturers and a few shipping lines in the late
1990s and 2000s has revived the interest. Both the shipping lines and the
equipment manufacturers have shared their experiences and this seems to
have changed how shipping companies view this technology.

In this example, it is clear that experiments have been conducted in
collaboration between suppliers and shipping companies, and that these
experiments have resulted in observable characteristics of technologies. It is
not clear whether and, if so, how the risks have been reduced.

Another example is the Mitsubishi Air Lubrication System. This system is
currently being tested on an NYK-line vessel in a programme subsidised by the
Japanese government (Tanaka, 2012). In this case, the risk of testing the new
technology appears to be reduced by the government subsidy.

These examples show that there are ways to speed up the diffusion of
innovation by increasing the credibility of data on fuel saving equipment. The
primary means to which this can be achieved is a collaboration between
suppliers of technology and shipping companies. Additionally, risk can be
reduced through government subsidies.
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Conclusion

This report has analysed three essential factors in the development of
maritime transport emissions. First, it has analysed the baseline emission
projections which underlie most analyses of the climate impact of shipping and
policies to reduce the impact. Second, it has analysed the abatement potential
of maritime transport and the Marginal Abatement Cost Curves which show the
costs of achieving certain emission reductions. Third, it has analysed barriers
to the implementation of cost-effective abatement options and the ways in
which these barriers can be overcome.

This report has applied a saturation model to ship emission projections. It finds
that using such a model and using transport work data to project transport
demand yields emission projections that would be 6% higher than
conventionally assumed. In addition, it finds that due to the increasing size of
the largest container ships, ship emissions may be 3-7% lower in 2020 and
6-13% in 2050. On balance, this report finds that maritime transport emission
projections should be somewhat lower than previously assumed. It also finds
that because ship emission projections depend on shipping activity

projections, which in turn depend on trade projections, it would be good if
emission projections would be based on trade models.

The main differences between published Marginal Abatement Cost Curves is
their maximum abatement potential. This can be attributed to a large extent
to a difference in the baseline and a larger number of measures that are
included. The remaining difference is about 10% and can be attributed to the
other methodological differences.

A literature review and interviews with stakeholders has identified seven
general barriers to the implementation of cost-effective measures to improve
the fuel-efficiency of a ship. These are:

1. A split incentive because a ship owner has to invest in the fuel efficiency
of a ship while the charterer pays for the fuel. In practice, the owner can
earn a higher charter rate for a more fuel efficient ship in most market
conditions but the amount by which the charter rate is higher is only a
share of the amount by which the fuel consumption is lower. The fact that
owners are only able to recoup a share of the benefits of a fuel-efficient
ships depends on two factors. First, micro-economic analysis shows that it
is rational in an equilibrium market that the benefits are shared between
the supplier (i.e. the owner) and the consumer (i.e. the charterer). How
large the share for each party is, depends on the price elasticity of
demand and the price elasticity of supply. Both depend on marker
circumstances and are therefore variable. Second, in charter parties the
risks of over- and underperformance of a ship are unevenly distributed.
While owners bear the risk of underperformance, there is no risk to the
charterer in case of overperformance. Both factors combined have the
effect that ship owners who invest in a fuel efficient ship, or who invest in
improving the fuel-efficiency of their ship, are able to earn back a share of
the fuel benefits through higher charter rates. The remaining benefits are
for the charterer.

2. Alack of independent data, especially on new technologies, results in a
high uncertainty in the business case and prevents ship owners to invest.
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3. The transaction costs associated with searching for and evaluating
measures to improve the fuel-efficiency of ships may be high, especially
for new technologies. This barrier exacerbates the previous one.

4. Financial constraints are caused with market circumstances and by
requirements to invest in other technologies, e.g. for ballast water
management and emissions control.

5. Yards may be reluctant to implement new and innovative technologies,
and they may be reluctant to include these technologies in their
warranties. The reluctance varies considerably over yards.

6. In some cases, ship owners and operators may not have good information
on the fuel efficiency of a vessel, making it hard to analyse the impacts of
efficiency improving equipment.

7. As retrofits are often only feasible when a ship is already in dry dock, and
dry docks are planned on regular four to six year intervals, there may be a
time lag between when a measure becomes cost-effective and its
implementation.

The first three are the most important in terms of impacts on the cost-

effectiveness of measures and hence on the cost-effective abatement

potential. The financial constraints are severe but likely to be temporary;
while the reluctance of yards and the fuel monitoring system are very case-
specific. The time lag for technologies that require drydocking is a universal
barrier, albeit one that can hardly be overcome.

The overall comparison of the different measures showed that the
optimisation of operational measures is most important. The reason might be a
comparable little effort for the implementation, little technological changes
of the ship structure and comparable low investment. Ship owners and other
maritime stakeholders both judged these measures as the highest energy
saving measure and therefore have a huge impact on the MACCs. In detail the
most accepted operational measures are speed reduction, increase of crew
awareness and crew training. Awareness is e.g. increased by fuel saving
competition between crews and ships.

Engine related measures are well perceived by the ship owners, whereas the
knowledge of other maritime stakeholders was very low. Most engine related
improvements are regarded as state of the art and are also related to
reduction of NO, emissions. They should appear in the MACCs as already
applied technologies. Improvements in engine performance are largely
dependent on new developments at the engine manufacturers. Barriers for the
other technologies are the high costs for e.g. waste heat recovery and
advanced rudders. Changes to the propulsion system are not only costly but
also regarded as very sensitive in terms of ships safety. Therefore there is a
strong reluctance for the implementation and this should appear in the tail of
the MACCs. Fuel oil treatment has the lowest potential and is regarded as very
uncertain with little potential and is not implemented on a broad basis.

Reduction of ship hull friction is well accepted as energy saving measure,
especially the optimisation of the ship hull design. Optimisation of the ship
hull design is state of the art. The only barrier is the acceptance at the
shipyards, who do not like changes of designs. The extent of the fuel saving
potential is mainly unknown. The barriers for low friction hull coatings are
uncertainty of saving potential and high costs. Air lubrication was the least
accepted method for a number of technical and operational reasons. Energy
savings between 1-10% are possible, but air lubrication is simply not suitable
for most ship types and has very limited potential to be implemented.
However, some tests are carried out currently and some look very promising
for certain ship types. Micro- or milli-bubbles are even suitable for retro-fitting
in some existing ships.
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Other technical measures are less accepted or simply unknown. On the top
range are optimisation of hotelling functions and minimisation of weight. The
remaining technological measures are mainly applied on cruise liners only and
not relevant for other ship types. Here the MACCs should differ significantly
for the different types of ships with high impact on cruise liners and less
impact for other ship types.

The lowest acceptance was for alternative fuels and alternative power
sources. Ship owners see little benefit in alternative power sources and other
maritime stakeholders see a limited or no impact at all. Moreover, the
infrastructure to provide ships with LNG is still emerging and some places
prevent the bunkering of LNG on safety grounds. Shore power is applied by one
ship owner and largely fails due to standardisation of the power supply.

Fuel cells are not regarded as mature for shipping and are only applied in a
very small niche market. It will take many years until fuel cells can be
implemented in ships, especially as main propulsion. Even when the technical
problems are solved, the price of the technology and hydrogen has to be much
lower to support the implementation of fuel cells. Wind power is applied by
one ship owner only in a ship trial. Kites have the lowest acceptance compared
to Flettner rotors, sails and wings. Barriers are the handling, costs for the
replacement parts plus the fact that they are only useful on relatively slow
ships (<15 knots). However, if wind propulsion is applied, there will be a huge
impact on the MAC curve, as the saving potential can be very large. The
barriers for the use of LNG and CNG are lack of infrastructure for their global
supply, increase of shipbuilding costs and space requirements. All ship owners
are very interested in the use of LNG/CNG, but observe the developments
only. This alternative fuel again can only be applied in a niche market like gas
carriers and short sea shipping. Only recently a LNG ship design has been
approved by DNV, but this has still to be built. The first LNG fuelled ship for
inland waterways has been built.

Barriers to the implementation of cost-effective abatement options can have a
significant effect on both the cost-effective abatement potential and the
Marginal Abatement Cost Curve. While the impacts are hard to quantify, the
cost-effective abatement potential may be reduced by an eighth to a half
under a range of plausible assumptions. Moreover, while the cost-effectiveness
of the cheapest options remains unaffected, the general cost-effectiveness
reduces significantly. This is a result of the fact that ship owners are only able
to earn back a share of the efficiency improvements through higher charter
rates. This means that the business case for many options becomes dependent
on fuel price assumptions, requirements about rates of return, et cetera.

Reducing the barriers would potentially improve the scope for abatement in
the shipping sector considerably. There are several ways to overcome them.
The split incentive can - to some extent - be overcome by providing more
detailed information about fuel efficiency of ships, taking the operational
profile into account. As a result, the fuel consumption can be more accurately
projected and a larger share of efficiency benefits can be appropriated by the
ship owner, thus increasing the return on investment in fuel saving
technologies. This would also require changes to standard charter parties.

The credibility of information about new technologies can be improved
through intensive collaboration between suppliers of new technologies and
shipping companies. In order to overcome risk, government subsidies could
provide an incentive. This could have the additional benefit that governments
could require publication of results.
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Annex A

Abatement measures

A.1  Coverage of studies with regard to the individual abatement
measures
The following table gives an overview of the different CO, abatement
measures that underly the MACCs in the different studies. Note thereby that
summing up the ticked boxes per column does not give the actual number of
measures considered in the studies. This is the case because both a measure
group with which is worked in a study is given (e.g. reduced auxiliary power
usage) but also single measures which could be subsumed to this group
(e.g. speed control of pumps and fans) with which in the other study is worked
are given.
Table 12  CO, abatement measures underlying the MACCs of the different studies
Eide et al. IMAREST et CE et al.
(2011) al. (2010a) (2009)
- X X
- X X
Electronic engine control X -
Frequency converters X -
Gas fuelled engines X -
Steam plant operation improvements X -
Waste heat recovery X X X
Engine monitoring X -
- X X
Propeller upgrade (nozzle, tip winglet) X X X
Propeller boss cap fins X X X
Improvement flow to/from propeller X X X
Contra-rotating propeller X -
- X
Propeller polishing X X
Air lubrication X X
Hull coating X
- X
- X
- X
- X
- X
Towing kite X X
Wind power (fixed sails or wings) X -
- X X
Speed reduction due to improvement of port X -
efficiency
Speed reduction 10% (due to fleet increase) X
Reduced auxiliary power usage (low energy X X X
lighting etc.)
Speed control of pumps and fans X
Energy efficient light system X
Exhaust gas boilers on auxiliary engines X -
Solar panels X X X
Fuel cells used as auxiliary engines X -
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A.2

Table 13

Eide et al.
(2011)

IMAREST et
al. (2010a)

CE et al.
(2009)

Wind-powered electric generator

X

Cold ironing

Optimisation trim/draft (based on load

condition)

Voyage optimisation using shaft power meter

Voyage optimisation using fuel consumption

meter

Voyage execution

(const. speed and load; rudder position)

Weather routing

Autopilot upgrade/adjustment

Measure groups IMAREST (2010a) and CE et al. (2009)

In IMAREST (2010a) and in CE et al. (2009) the individual CO, abatement
measures are grouped. The measures that are not likely to be used
together/that exclude each other are thereby allocated to one group. As can
be seen in the following overview, in IMAREST (2010a) five individual measures
are taken less into account and two measures were joined, whereas three
more measure groups are differentiated. In Table 13 those measure groups
that differ are listed first.

Comparison of measure groups in IMAREST (2010a) and CE et al. (2009)

IMAREST (2010a)

CE et al.

(2009)

Measure Group

Individual Measure

Measure Group

Individual Measure

Weather routing

Weather routing

Voyage and
operations options

Weather routing

Autopilot
upgrade/adjustment

Autopilot
upgrade/adjustment

Autopilot
upgrade/adjustment

Optimisation using
shaft power meter

Optimisation using
fuel consumption
meter

Reducing onboard
power demand (hotel
services)

Low energy lighting

Auxiliary systems

Low energy lighting

Speed control of
pumps and fans

Speed control of
pumps and fans

Speed control of
pumps and fans

Power management

Propeller
maintenance

Propeller polishing (at
regular intervals)

Propeller
maintenance

Propeller brushing (at
regular intervals)

Propeller polishing
(when needed;
including propeller
performance
monitoring)

Propeller brushing
(increased frequency)

Propeller performance
monitoring
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IMAREST (2010a) CE et al. (2009)
Hull coating Hull coating | Hull coating and Hull coating |
maintenance
Hull coating Il Hull coating Il
Dry dock full blast
Hull performance
monitoring
Hull cleaning Hull brushing Hull brushing

Underwater blast

Underwater blast

Speed reduction

10% speed reduction

Speed reduction

10% speed reduction

20% speed reduction

20% speed reduction

Optimisation hull
openings

Optimisation water
flow of hull openings

Retrofit hull
improvement

Transverse thruster
opening (flow
optimisation, grids)

Air lubrication

Air cavity system

Air lubrication

Air cavity system

Propulsion upgrade

Propeller-rudder
upgrade

Propeller/propulsion
upgrade

Propeller-rudder
upgrade

Propeller upgrade
(nozzle, tip winglets,
etc.)

Propeller upgrade
(nozzle, tip winglets,
etc.)

Propeller boss cap fins

Propeller boss cap fins

Main engine
adjustments

Common rail
technology

Main engine retrofit
measures

Common rail
technology

Main engine tuning

Main engine tuning

Waste heat recovery

Waste heat recovery

Waste heat recovery

Waste heat recovery

Wind power Towing kite Wind power Towing kite
Wind engines Wind engines
Solar power Solar power Solar power Solar power

107

February 2012

7.525.1 - The Fuel Efficiency of Maritime Transport




108

February 2012

7.525.1 - The Fuel Efficiency of Maritime Transport



Annex B Questionnaire

Questionnaire for maritime stakeholders

This questionnaire helps to identify the efforts of the maritime industry to reduce GHG emissions.
The results will feed into a GHG study and will help to identify the differences in the various
publizshed marginal C02 abatement cost curves. The study is carried out by CE Delft and Marena
Ltd for the Ocean Policy Research Foundation, Japan. Names of companies and individuals will be
treated confidential and are only classified into major groups, unless agreed otherwise. We thank
all parties for their contribution.

1. Barriers to the implementation of energy saving measures

Several studies have indicated that shipping companies can increase the energy efficiency of their
ships at no costs or even at a profit. DNV, for example, has estimated that on average, ships can

improve their energy efficiency ":q-' 10% while at the same time reducing their costs. What is your
opinion about these studies?

1.1 Sewveral studies have locked into the reasons why not all cost-effective efficiency
improvements are being implemented. IMarEST (2010) has identified a number of reasons:

1. Tachnological barriers
a. real or perceived risk of failure of a technology
b. incompatibility of certain technologies with the ship and/or the routes where it sails

2. Institutional barriers

a. split incentive in which the ship owner has to make an investment in a new
technology while the charterar receives the benefit of lower fusl consumption

b. the split incentive combinad with the fact that neither the charter market nor the
second hand market pay a premium for fuel efficient ships

c. bunker adjustment factors and other financial arrangements which shield the ship
operator from the costs of fusl and thus make investments in energy saving less
profitable

d. lack of information on new technologies and/or the costs associated with finding
out about new technologies

3. Financial
a. investment appraisal methods in shipping companies which require very short
payback times for retrofit technologies
b. investment appraisal methods that prescribe a low fusl price in order to account for
fuel price uncertainty

Questions

1.1.1. Do you think these barriers exist?

1.1.2 Do you think other barriers are also important? If so, which?

1.1.3. Which barrier or barriers are the most important in your opinien?

1.2 Many stakeholders have perceived the split incentive to be an important reason why not
all cost-effective technologies are implemented. This means that a charterar will not pay a

premium for a more fuel efficient ship, even though he has to pay less for the fuel.

1.2.1 Is this true, in your opinion, and if se, why isn't the fuel-efficiency reflected in the charter
rate?
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1.2.2 If you charter a ship, do you assess its fuel efficiency and if so, how?
1.2.2 Will the increased transparency in the market (e.g. EEDI and EEOI} change this situation?

1.2.4 Are some technologies perhaps regarded as risky so that they actually result in lower
charter rates? If so, which?

1.2.5 How do you think that innovative technologies affect the second hand price of a ship?

1.2.6 Do the dassification societies approve all technologies?

1.2.7 Do you have a specific fuel price in mind when assessing different technologies?
1.2.8 In general, do you think the general mentality is to watch others before taking action?

1.2.1 do shipowners wait for the legislation to be in place before applying an energy saving
measure?

(B8]
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2. Energy Efficiency Measures: State of the Art/Plans for the Future
Which energy efficiency measures do you believe is already applied and accepted by shipowners
and which are most promising from your point of view? Under comments the measurss can be

related to certain ship types.

2.1 Technical measures

(Expected)
Energy saving | Costs | Comments
(%0}

Already |Application
applied |planned

Reduction of
resistance

Low friction hull
coatings to reduce
roughness of wetted
surface

Reduction of
structural roughness
{2.g. less hull
openings

Optimised hull design
4 to reduce wave
resistance

5 Air lubrication

& Electric propulsion

Engine related
measures

7 Turbocharger

Common Rail
Technology

Variable turbine
geometry

Miller cycle/Atkinson

10
cycle

Automatic engine

11
tuning

12 Waste heat recovery

Fuel oil treatment
£.g.

13

14 | Advanced Rudders

Other propeller

15
related optimisations

Other tachnical
measures

AC/DC converter
16 | For the propeller and
generator

Optimisation of

17 hotelling functions
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Already |Application {EIPEEtEd}.
No applied planned Energy saving | Costs | Comments
(%)

18 | Minimizing weight

Use of light-weight
13 | materials in ship

construction
20 Waste heat recovery

incinerators

CO, abatement
21 )

technologies
22 Gyroscopic stabiliser
23 Combustion of waste

gil in Baoiler
24 | Others
2.2 Alternative fuels and power sources

Already Future {EKPEEtEd}.
No applied botential Energy saving | Costs | Comments
(%0}

; Cold ironing/Shore

pawer

Fuel calls as ALX
2 {hybrid auxiliary

power generation )

Fuel cells as

propulsion
2 LNG/CNG
4 Biofuels
& Wind power — kites
7 Wind power — sails or

wings

Wind power — wind
8 generators (Flattnar

rotor)
9 Saolar cells
10 | Others

4
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2.3 Operational measures

Already Future (Expected }
No : ; Energy saving Costs | Comments
applied potential
(%0}
General speed
1 .
reduction
> Speed reduction due
to port efficiency
3 Speed reduction due
to increase of flest
size
4 Weather routing
3 Voyage optimisation
Steam plant
& operational
improvement
7 Morth East Passage
g Trim optimisation
Optimisation of
9
ballast vovages
Monitoring of energy
10 -
consumption
11 | Autopilot
13 Regular hull and
propeller cleaning
Increass awareness
13
of crew
14 Regular training of
crew
Optimised flest
15
management
16 | Others

LA

7.525.1 - The Fuel Efficiency of Maritime Transport




114

February 2012

7.525.1 - The Fuel Efficiency of Maritime Transport



Annex C Discounting effects in cost-
effectiveness analysis

C.A1 Introduction

The MACC for CO, abatement measures in the shipping sector compares the
cost-effectiveness of measures with different lifetimes. As a result, the period
over which the emissions are reduced varies over measures.

The cost-effectiveness analysis compares the costs per unit of CO, reduced.
Some MACCs express cost-effectiveness in annual CO, reductions per
annualised costs, others use the CO, emission reductions over the lifetime of
the measure divided by the net present value of the costs. In the latter case,
the results depend on whether future emission reductions are discounted or
not, and if so, at the same rate as future costs or not ().

Table 14 illustrates this point. The table compares three measures that have
the same absolute effect, a reduction of 100 units of CO,, and the same costs,
100 units, but a different lifetime. When effects are not discounted, each
measure has the same effectiveness, of course. When either annualised costs
are used, or effects are discounted, the measure with the longest lifetime has
the lowest cost-effectiveness.

Table 14  Comparison of different ways to calculate cost-effectiveness

Capital Lifetime Annual Discount Cost-effectiveness Cost-effectiveness  Cost-effectiveness
Costs CO; emission rate if costs are if costs are if costs are
reductions expressed in NPV expressed in NPV annualised (€)

and effects are and effects are

discounted (€) not discounted(€)
100 10 10 10% 1.63 1.00 1.63
100 5 20 10% 1.32 1.00 1.32
100 1 100 10% 1.10 1.00 1.10

So the order of the cost-effectiveness of different measures depends on the
method to determine cost-effectiveness, and especially on discounting effects
or not.

Many studies of cost-effectiveness of environmental measures use annualised
costs and effects, which has the same effect as discounting future effects (e.g.
Blok, 2001; AEA, 2001; INFRAS, 2006). However, other studies use net present
values of costs and undiscounted effects (TNO 2006; Lutsey 2008).

Many guidelines for project appraisal in either environmental economics and
transport economics do not specifically recommend either discounting physical
effects or not (Treasury Board of Canada, s.a.; HM Treasury, s.a.; Florio et al.,
2008). In most cases, these guidelines focus on cost-benefit analysis and
discuss cost-effectiveness analysis only in passing.

In contrast, the issue of discounting in cost-effectiveness analysis is discussed
in much detail in health economics. The World Health Organisation, in its
guidelines, states that ‘It is standard practice in most cost-effectiveness
studies to discount future health benefits at the same rate as costs’, although
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‘the practice is widely debated’. It cites three reasons to discount health

effects:

1. People value current health over future health, hence there is a time
preference in the health effect;

2. People trade current welfare for future health, hence there are
opportunity costs associated with investments in future health
improvements.

3. There is a eradication/research paradox: if one compares an investment in
health improvement with an investment in research that has a chance of
resulting in an eradication of a disease, a zero discount rate would suggest
to invest all the funds in research, as it has an infinite revenue stream.

Some of these arguments are valid for investments in CO, abatement as well.
People may value current abatement (i.e. current reduction of pollution) over
future abatement. And the eradication/research paradox exists in CO,
abatement as well.

In addition, there is another argument in favour of discounting (Weikard and
Zhu 2005). Because CO; has a very long lifetime, and assuming that climate
change reduces productivity, emitting CO, will lower productivity and
economic growth. One unit emitted now has a stronger impact on future
growth than one unit in the future, since it sets the economy on a lower
growth path starting today. Hence, it would be right to discount the physical
effects.

A different but related question is whether the discount rate for the physical
effects should be the same as the discount rate for costs or not. We have not
analysed this question in detail. All the studies reviewed that discount future
physical effects use the same discount rate. However, they do not present a
theoretical argument for doing so. In our analysis, we have chosen to stick
with this convention.
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1. = agreed bebwesn the pady mentioned in Box 3 23 the Owners of fhe Viesssl
named in Box 5, of the GTINT indicated in Box 6 and camying sbout e number
ﬂmmmdmhtmnﬂdﬂdmmmﬂmﬂﬂdnﬂn
T, now in posiion as sinled in Box B and expeded ready fo load under this
Ehubefpudydntﬂleduhrdnbdr Box 9, and the party mentionsd s e
Charberers in Box 4 Bt
The =aid Wessel shall as soon ms her pror Ements have bean compleled,
procesd o e loading podjs) o place(s] sisbed in Box 10 or 50 near therelo a2
she may ssiely gef snd lie slweys sdost and Hhere losd & 6l and complete:
cargo (F shipment of deck camo agreed same b be at e Chareres” risk and

| &s siabed in Box 12, which the Chasesers bind themzebes o
=hip, snd being =0 loaded the Vexssl shall prcesd bo fe dischamging porl(s) o
place(s] sisted in Box 11 == orderesd on signing Bills of Lading, or =0 nes
therein s she may safely get and Iz ahveys slost, and there: defier the cargo.

2 Owmers’ Responsbiity Clause

The Jwrers are o be responsible for loss of o damage“io liie ‘geods or Tor
delmy in defvery of the goods only = case the loss, damage or delsy hes besn
caused by personal wert of dus diligence on fe pad of the Cumee of fei
Merager io mals fre Vessel in ol respechs Semworthy snd o secue el =5 =
properly mamned, squipped and supplsd, or by the personal ad o defskt of
the Owner or their ka .

And fhe Owners are not responzible for lozs, damage o delay orsing from any
other couse whatsoever, even fom the neglect or defoull of the Masier or cew
or some obher permon empioyed by e Ownes on bosed or ashoe for whose
nots they would, but for ths Clause, be resporsible, or from ursesworthiness. of
the Vemsel on lomding or commencement of the voysge or ot eny Gme
whaiscever.

3. Devislion Clouse
The \ewsed has liberty fo call ot amy port or ports in any order, for any purpose,
to =ai without pilois, fo fow andice a=sist Vesssls i ol sfusticns, and also i

deriats for the purposs of ssving e andior propedy.

4. Payment of
[} The freight at the pafe: siabed in Bax 13 shall be paid in cash calculaizd on e
infken quantiy of cargo.
(&) Brepaid ¥ ncoording o Bax 13 freight is fo be paid on shipment, & shall be
dezmesd expred snd ron-relumable, Vessel andior camo kst o rot lo=k
Nedher the Cwners: nor fer agents shall be required b sgn or endome bills of
Isding zhowing freght prepaid unless the freighl due bo the Cwmes has
wh.ulfbeenpﬂd
[} On gefivery. F according o Box 13 freight, or pad thereof, = payabie ot
desinafion i shall not be deemed e=med wnll the cargo & Bus delfeered.
Nobwithelanding the provisions under (8], ¥ freight or pard theseof i paysbie on
delivery of e camo e Charierers shall heve e opion of paying the feight
on dederesd wgh{'quurhljpfmﬂdmnhcphorlsdedumihefmbmdug
budk and the wes Amined by official weighing machine,
ptdmﬂmrnfﬂf
Cazh for Vessels ordinary dsburzement Bl e part of loading o be advanced
bry e Charlerers,  required, 2t highest urent mie of exchange, =sbjed io
two (2} per cent bo cover insumnce and obher sxpenses.

5. LoadingDizcharging
(8] ComtsRisks
The camgo shall be beought inle the holds, losded, skowed sndior Emmed,
Inlied, lashed snd'or secueed and beken from the hokis and discheeged by e
Cherberers, free of any rsk, fabiily and expense whabsoever in fhe Owner.
The Charierers shall provide snd ley sl dunnage maberial == required for e
proper sowmge and probeciion of Be camo on board, the Owners slowing the
use of all dunnsge susiable on board. The Charierers shall be responsible for
and pay fe cost of removing their dunnage sfier discharge of e cargo under
this Charler Perty and me o count unll dunnage ke been remowed.
(b] Cavgo Handlng Gear
Uniezs the Vesse = geafess or unkess it has been agreed between the parfies
that the Vessel's gear shall nof be uzed and sinled =5 such in Box 135, e
Cwnees shall throughout the durstion of loading/dischaming give free uze of
the Vessefs camo handing gese and of sufficent mofve power o opzraie sl
=uch cargo handing gesr. A1 such squipmeni o be in good working oreder.
Unie=s caumed by negligence of the sievedores, fme: kst by breskdown of the
‘Wessels cargo handing gear or mofive power - pro mia the dolnl mumber of
mmnesiwinches required of fhal fme for fe loadingidischaming of cargo
urder thiz Chaner Pary - shall not courk == laytme or tme on demurmge.
Cr request fhe Owness shal povade fre= of chame cmnemenfwinchmen from
the crew o operste the Vessel= cago handing gesr, unless local regulsfions
pmli:li:hu rilm&fmmmﬂhhhmntdh
h shall be wnder e Chodeesrs’ risk and
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miweryz wosk urder the supervision of e Mesier.

The Charerers shall be responsible for damege (beyond ondinary wear and
ter] fo any part of the Vessel caused by Shevedores Such damage shall be
nofified s= s0on as reasorably pozsible by the Masher fo fe Chadess or Heir
sgents and ko Ber Elevedores, faling which the Charerers shall nol be held
responsible. The Master shall endesvow fo oblsin the Sevedoms’ writen
acknowledgement of abiity.

The Charlerers are obliged ko repair any stevedore damage prior fo complefion
of e voyage, bul must repair sievedore damoge offecing fhe Wessels
=mpohiness or camy pefoes the \essel =alx fom the poft where =uch
demage was coused o found. A sddiional expenses inceed shall b for e
acoourt of e Chadlerers and smy bme lost shall be for the scoount of and shall
be paid fo e Cwners by the Charfemers ot e demursge mi=.

13t ot

ZEEES

Levtize
{z] Ezparate igyEme far loading and dischanping )

The cerge shal be losdsd wihn b rumber of uming deyshours =
micaied in Box 16, wesiher pemilfng, Sundeys and Roldeyr ercepled,
unie== e, in which event ime wssd shal cound.

The carge =hal be discharged wilivin the number of rumning daysthours =
indicaied in Box 16, wealher iting, Sundays and hobdays excepied,
urlusuaadlnlhd-mrthnzlnndﬂnlﬁmrﬂ

() Tiodal imydime for hoading and! discharging

The camo shall be losded and dischamed within the rumber of folsl mnning
deywhiours = indicsded in Box 16, westher pemmiting, Sundays and holdsy
excepied, unless used, inwhich swent fime ussd shall count. 100
(i} Commencement of inydime (insding and dischaming| 11
Layime for loading and dischemging shal commence: =t 13.00 hours, ¥ nofice of 102
resdine=s is given up fo and incding 1200 hows, and =t D600 hours nexd 103
woriing day § nofice gwen during office hours sfter 1200 hours. Nofice of 104
readine=y st losding port fo ke given fo the Shipper named in Box 17 or # not 105
named, {o the Charerers or fei sgenls named in Box 18, Noice of readine=s 106
ol e discharging pod ko be given do the Receivers or, ¥ nol known, fo the 107
Charisrers or Fsir sgents named in Sex 13, 108
K fhe loadingidinct 9 berks is not avaisble on e Vessels amival st or off 109
Hrepoftufhndng.'dlsd-ugng,h'l.feﬂd:Mbe:rﬂiﬂdhgmndnz-:fﬂl]
readine=s within ordinary office hours on amival there, whelher in free prafique 111
or rol, whether cusioms desred or nob Layime or time on demurege shal 112
teen count = i she wers in besh snd in dl respech eady for koeding! 113
discharging provided fral the Masber waresnls that she & ik facl medy in ol 114
respects. Time used in moving from the place of weling io e loading' 115
discharging berth shall not count = leytime. 16
i, afier inzpection, the Vessel is found nof b be ready in ol respechs o loed! 117
dechange fme iost sfimr the discovesy Bemsof unfil the: Viessd is sgain ready o 118

BESESELESEE EOSSEOR

load'dincharge shal not court == lnyiime. 19
Time used before commencement of lsyime shal count 120
Indicaie affernafive (a] or (&) 2 agreed) in Bar 15, 1H

Demarrage 12
Demurmge ol fhe.joading and dschaming, pord i+ paysble by the Chaderers =f 123
The e slsied n Bax 200 tha imanner sisled in Box 20 per day or pro mia fior 124
oy part of 8 dey. Demueesge shal fall dus day by day snd shal b= paymble 125
upan mceipl of fhe Ownees’ musice. 126
In fre event the demumege = nol psid i sccordance with e sbowe, the 127
Owmners shal give the Chaderers %6 unning hours wriben nofice o redify the 128
failure. ¥ the demursge is not paid o the expiration of fiz fme Emi and § the 129
vemsd s in or of the loading porl, fhe Owners are enflied o any tme fo 130
Ierminsiz fe Chader Pty snd claim damages for sny koses paused thersby 131

Lien Clause 132
The Owners shall have 8 en on bhe cargo and on all sub-freghis payable in 133
respect of e coargo, dor freghl, deadiesghl demurege, caims for damages 134
ord for all cther amounis due under thiz Chader Pary inchding costs of 135
PECIVESNG SAme. 136

Cancelling Clause 137
[a] Shoukd the Vessel not be ready b ked [whelher in besth o nof] on the 138

aanceling dele indicsied in Box 2, Bhe Charerers shall have the cpiion of 139
canceling fhis Charter Pa 140
-1} S&nﬁh:ﬁmﬂ:nrﬁq’ﬂrhi,d:ﬁpi:h:mmdiﬂ diigence, 141
the Vessel will not be ready b load by the cenceling dalz, they shal nobfy the 142

Charterers thereof wihout delay =infng
resdinz=s {o load amd uhng'dncﬂmhl:hahfeﬂiiimhicpﬁm 144
of canceling the Charier Party, or sgees b 2 new canceling dede. 145
Such cpion must be declared by Bre Charerers within 48 minning hours efier 146
the receiph of the Owners” nofice. ¥ the Charlerers do nof exercize: their oplion 147
of canceling, then fris Chader Party shal be deemed o be amended such that 148

Thim compuler persratec ©m i oroisd by wathorty of BRCO. Any meetion o deetion o the ©m must e dearly sebe. In svent of a7y modiice@ion being nieds o e preccnied laxd of this Sooument, woidh I
BINICA mpproved Socumnt

= iy vimbia, e origina
docamant

whall ey BMCT mmmrys o e oo Sy For w7y Eum or 8 rmge CRLSSS a8 § s o dEowsancEs betwssn S o rginel BIMCO Soourmet esd this
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the seventh day afier the new readiness date siafed in fhe Owners’ nolficafion 149
o fhe Charterees shal be the new canceling dale. 150
The provisions of sub-clause [b) of this Cleuse shal opersie only oece, snd i 151
case of the Vessals further delsy, the Chadesers shal have fhe opfion of 152
canceling fe Charer Pay ax per sub-clause (5] of this Claus=. 153

0. Bills of Lading 1
Eils of Loding shal be presenied ond sgned by the Maskr as per fhe 135
“Congenbil™ Bl of Lading form, Edition 1394, withoul pejudice fo fris Charder 138
Pasty, or by the Dwners sgenls peovided weitien subory has been gien by 157
Cwnees bo e agenk, & copy of whick & bb be furnished o e Chadeem. The 132
Charterers shall indemnify the Owners sgsinst ol comsequences or Esbdfes 155
that mey arse from the signing of bill= of lading ax presenied o the exient bl 160
the: ferms or contenis of such bills of lading impose: or resull in e imposiion of 161
maore onerous Eabilfies upon the Owners than those sssumed by the Owrers 162
undier this Charer Party. 163

11. Bobirlo-Blame Collision Cause 164
I Bhe Vessel comes mio colision with ancthes vessel =sfe msul of Be 1B
negligence of fhe obher vessel and any”acl neglect o defmull of the Master, THG
Meriner, Fiol or Bhe servmnis of fhe Owners in the nawigalion or i the 167
management of the Yemsel the owmers of e camo camied hereunder will 163
indemnify the Owners aguinst all lozs or lisbilly o the ober o nor-carying 169
vezse or her owner i so far s such loss or fshily repesenk loss of, o 170
dsmege fn, or =y claim whatsosver of the cemes of sad camo, paid or 171
paysile by the oher or noncarying vessel o her owners b e owners of ssid 172
cargo and =el-of, mcouped or eoovered by the ofher or non-camying vessel 173
or her owners s pert of ther daim againsl fhe corrying Vezsel or the Owners. 174
The fioregoing provisions: shall abso apply where the owners, opemiors or fhose 173
in charge of any vesssl or vessslx or objecl olher Bhan, or in addiion io, the 176
colliding ve=sels or objecls 5w ot sl in spect of s collsion o conbect 1w

12. General Average and New Jazon Clause e
Geneesl Ayeesge shall be sdjusted i London unless ctheswise sgeeed i Box 179
22 scrording fo York-Anbwerp Rules 1994 and =ny mubsequent modificafon 160
thereof. Proprieioe of camo o pay the cargo’s share in the geneml expenses 161
even if same kave been necessisted fough neglect or defaull of the Owners” 162
mepunmby [see Clse 7 503
I Geners] Aversge i in be adusied in sccondance with e |lsw snd pracice of 184
the United Sistes of America, e foliowing Clause shall apply: “in the event of 185
accdent, danger, damage or disasler before: or afier the commencement of e 165
voyege, resulng from any couze whalsoever, whether due o negligence or 167
nat, for which, or for the consequence of which, fe Ownerm =re not 163
resparmible, by siwhie combmct or obemise, b cargo shippers, consigness 1689
or e camers of e carge shall contrbule with the Cwners in General Svemge 190
o Ere payment of any sscrfices, lnsses or expenses of & General Bvemge 191
nsiure that may be made or incuresd snd shall pay sshvege snd special chames 152
incuresd in respedt of the camo. i salving vessel & cemed o operated by e 153
Cwners, sshinge shall be paid for as filly az i the soid sahving wesse or vessels 194
belonged in sisngers. Buch deposit = T Oinem, or their sgenty, may desm 155
nyfficiert o cover the exfrmated contrisution of fe goods sad any salsge sad 196
specil chamges fhermon shall § mequred, b= made by the'carge, shppes, 197

consigness o owners of e goods o e Jumers before defeery. 1%
13. Taxes and Daes Clause o]
() On Vegsed -The Cwmers shall pay all dues, chamges and fanes csiomardy 200
Ievvied on e Vessel, howsosver e amount hhemof may be smsesmed. 2

[h,ﬂa_ﬂ-_-TheEhubemuMpqdlme:,dmgﬂ, dutie s fres 202
cusfomardy levied on He cage, howsoever e smownt themof may be 203
LR 2
(€] D freighf -Unless ctheswise agreed in Box 23, fames levied on the freight 208
=hall be for e Charderers' account. 206

14. Agency a7
In =very case fhe Owners shall sppoind their own Agent both ot the pod of 208
loeading and the port of discharge. 28

15. Brokerage Fali]
A brokerages commission ot be rele sisfed in Box 24 on e freight, deadfreight 211
and demurage earned & due o e parfy mentioned in Box 24, 212
In caze of non ticn 13 of e bokessge on the esimelsd amount of 213
freight to ke paidd by Hhe pefy espombl for scs ronexeadion B the 214
Brokers 2s ndemniy for he lsfer's spenses snd work. b case of moe 213
voyages e smount of indemnity o be sgeeed. al ]

16. General Sirike Clouse a7
() ¥ fhere iz & sirke or lock-mut aifeching or preveniing the acunl loading of the 213
cangn, o any park of i, when B Vese| i esdy bo proceed fom her lesé port or 219

This compuisr persrEec b b orrisd be maSorky of BRCE Sy mestion o desdion b te b must 5e cearty smbl in svend of sy
B0 ppprovec Socument shel spoy HECD merse no mecot el for BTy DR o SArmge coussc a8 @ wak o dBowsence s bebween Te orginel SIMC O coourmt and this

nat omary visbis She origine
oo

ot any me during the voyege to fe port or pods of loading or after her amval 220
there, the Master or the Owners may ask e Chardeers o dedare, Bt they 221
sgeee to recion the lydays me if there wee no slos or loc-oul. Unless: the 222
Charierers have giver such declarstion in weiling [by imiegesm, f necessarg] 2213
within 24 hours, the Owners shal have e opbion of canceling this Chader 224
Parly. if part cargo hers abeady been boaded, the Owners must proceed with 225
=me, (freight payable on lnsded quanity only) kaving liberly b complets with 226
uiher camgo on The wary for their own acoount. i)
(b} if there & & siilke or lock-out afiecing or prevenfing the acusl decharging 228
of the camgo on o after the Vessels srival ol or off pod of dscherge and same 229
has not beer sefled wikin 48 howes, the Chaderes shal kave the cpbion of 230
keeping the Vessel walfing uell such skl or bock-oul &= = an end against 23
payng half demumage sfier expimbion of the fime peovided for diacharging 232
urﬁ!h‘redrihenfhdw:thwrimhsardﬂrenuﬂ:fﬂdemumge shall ke 233
parjmile. unill the complefion of discharging, or of ondering the Vezsel o & safe 234
port whees she can saiely decharge withoul risk of being detained by sifke or 235
leck-nut. Such'orders 40 B=gven wikin 45 hous ofier be Masier o the 236
Cwnees have given nofice to e Chodeeees of the shike o lock-out affectng 237
e discherge. On delivery of the cargo ol such pod, all condlions of ths 238
ChareF Parly and of fue Bl 'cf Lading shall apply and e Vessel shall repeive 239
e zame feight as # she had dischemged = the original port of desfinalion, 240
excepl that if the distance fo the substhded pod exceeds 100 noulical mile=, 241
Hrefmqltnnh-;uguieimdutﬂresubsﬂ:.rbd port io be incressed in 242
prpartion 243
[:]Ellzpl:ir the obbgafions described sbove, refher e Chademe nor e 244
&nmﬂhmmﬂi:hhwm&un‘rﬂu or lock-muts 245

preventing or sffecting fhe schial loading or discharging of e camo. 246
7. War Risks [ Voywar 19537 7
[T} Forthe purposs of tis Cleuse, the wonds: 248

[2) The "Owmers” shal inchade fre shipowmess, bsesbost chaberses 249
dimpenert owmers, mamagers or clher cpersior who are charged wih B2 250
of the Vieszel, and the Masler; and 3
(&) "War Rizk=" =hal incude sy wer [wheher aciunl or Brsstened), act of 252
wor, ciil wor, hosties, mevokfion, rebelion, ol commelion, wardie 233
opemtions, fhe laying of mines [whether acunal o reporisd), schs of pimoy, 254
acls of Berorisis, ack of hostily or melidous damage, blockades 235
[whether imposed mganst sl Vessels or imposed sslacheely sgminst 236
Wemsely of cernin fisgs o ownership, or aganst cernin camoes or crews 257
or oiterwise howsosver], by any pesson, body, bemorst or polcal grous, 238
or the Govemment of any sile whalsoever, which, in fhe ressonable 239
judgement of the Masier andior the Owmers, may be dangerous or o 260
liety o be or to bevome dangerous o fhe Viessel, her cargo, orew or ofher 261
per=orm o board fhe Vessel, 2
If it iy Bme peefore: the Wesse] commences kading, i appesrs et n e 263
remzonable udgement of e Maskr andlor the Owners, perlormance of 264
the Contect of Camisge, or any part of it, may expose, or is ely o expose, 265
the eszel, her cargo, cew or ofher persons on board the Vesse o War 266
Risk=, the Owners may give nolice o the Charerers canceling ths 267
Conect of Camisge, or may refime fo pesform such part of il as may 268
expoese, or.may be likdy o exposs fhe Vesssl ker comgo, crew or obher 2680
en board the Vessel bk Wir Risks; provided shesys el § his 270
Confract of Camsge prouides that bosding or discharging = in bske place 271
mihit a range.of pods, snel st freport or porks nominated by e Chaderers 272
the \emzel her cangn, crew, or gfher persons onboand B Vessel may be 273
exposed, or may e By fo be exposed, to War Risis, the Cwmers shal 274
fest require the Chasderers io nominsle any offer safe pod which lies 275
wittin e range for losding or dschaming, sed may only cancel this 27H
Corfract of Carrage if e Chaderess shal rol have nomiceled such safe 277
port or podts withini 43 hours of receiph of rolics of such requirement. et
[3] The Cwnees shal not be required to continue bo losd camge for any voysge, 279
or fio 5ign Billz of Lading for any port or place, nfh!pfmnd-:\fm:mm
any woysge, or on any parl Hereof, o o procesd fough any canal o 281
weierwmy, or i proceed tn or memain st any port or place whatspever, 232
wheme it appeses, sther sfier the losding of the corge commences, or ot 233
any siage of the voyage tersafer before the decharge of e camgo = 234
complefed, #al, in the ressonebie padgement of Be Masier andior the 235
Owners, e Vensel her camgo (or any pad thereof), crew or ofher persons 236
on board the Vessel {or amy one or more of fhem| may be, or are kel o be, 257
exposed i War Risis. F & should so appenr, the Cwners may by nolice 238
request the Charersrs fo nominaie & safe port for the discheme of he 238
cargn or =y parl thereof, and § within 48 hours of the moeiph of such 250
nofice, the Charlerers shall ncl have nominsted such & porl, e Cwnes 251
may discharge frhe cargo at any safe port of fer choice (including the port 252
of loading)) in complebe fulfiment of the Contmct of Camiage. The Jwnem 23
shall be entlied fo recover from the Charierers the exir expenses of such 254
discharge and, ¥ the discharge fakes plece ot any porl cther fhan the 255
lading pod, o receive the full freight == Hough the camo Bad besn 26

2
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PART I
"Gencon” Charter (As Revised 1822, 1276 and 1224)

cartied in the discharging pod and F e axirs dizbsnos excesds 100 mies, 297
o sddifional freight which shall be the same percenisge of the feighl 208
contmcled for as the pecenings which fhe exire disbance represents o 239
the distance: of bhe normal and cuslomary route, e Owners having 8 ben 300
on fhe camgo for such expenzes and freight. 3

[4) = any siage of e woynge sfer e loading of the Mo commences, © 302
sppears thet i the masonsbie udgement of the Masber andior fe 303
Owners, fre Vesssl, her cargo, ew or olher persons on board he Vesss 304
may be, or =re flely o be, sxposed bo War Reks on any perl of the roule 305
{inchading =ny canal or welerwey) which = noemaly and cosfomenily used 306
in & voyage of the nsure contmded for, and there B anobser longer route 307
fo the discharging pod, the Owners shall give nofics fo the Charlerers el 308
this roule will be inken. In this event the Owners shall be enbiled, § e okl 309
exira distance exceeds 100 mies, b addfional freight which shal be fe 310
ssme perenisge of fe feighl confracied for s e pereniage which e 311
edmduhruz represents bn the dslence ofthe romnal snd customery 312

a2

= Tl-c'l.l':wel:helhmlbedy:— 34
() b comply with all orders, direcions, recommendstions or sdvice = o 313
depariure, srival, routes, saling T comeoy, pors of =l shbppeges, 316
destinations, di=chame of camgo, defvery or i any way whatsosver which 317
are green by the Govemment of the Mabion under whose dag e Vessd 313
sy, or chher Govenment b whoze lwe the Cwmers e subject, or any 319
olher Government which so requires, or any body or group scing wilh the 320

power o comped compliance with Brer omders or directions; iz
(b]hmp&lﬁhu*ﬁ_i:ﬁhoﬂ}wmmﬂmdﬂ'rﬂ
riics undenwvibers wiho have the suthorly fo give the same under the ems 323
aof the wer riks. insumnce; i
|l bo comply with the lerms of ey resclution of the Secusly Councl of e 323
Unied Nefiors, any diesclives of the European Commundy, the efiecdie 326
onders of any cbher Suprsnational body which has the right o izsue and 327
give the same, and with nafional lews aimed at enforcing the same fo which 328
fhe Cwmers are subject, and o obey fhe orders and direclions of those who 329
are chamged with thef sniorcement;
(d) o discharge =f any obher podt Bny camge or part Bereof which may 331
render the Vissel fable to confiscafion as 8 contmband camer; i3z
(=] Io cal et any ofher pod bo change Bre cew or any pad thersof or other 333
persons on board e Wesse when Brer i reazon o befieve et ey may 334
be zubjed o intemment, imprisonment or ofher 2anchions;
ﬂmeMmbﬁdummmwwﬁtﬁ
Owners under any provisions of fhis Clause, bo losd other camo for the 337
Cuuﬁ'ﬂnbenﬂundmﬁihunraﬂﬂpdmpadslhhmq
wheber backsards or forwands o i & contrary direchion bo be ordinary or
cmiomary roude.

[E) ¥ in compliance wih any of the provisions of sub-dleuses (2] to (5] of this
Clagze: anything &= done or nol done, such shall nol be desmed o be &
deviafion, but shal be corsidersd as due fulfiment of the Conbad of
Carrisge.

g

8

1B, General los Cloase:
Bod of|
(=) In e event of the loading port being Necces=ible by Pason' of ioe when fhe 247
‘Wezsel iz ready fo proceed from her lest port or of any tme dueing the voysge or 343
on the Weszels amival or in case frost Seb inisfer e Vessels oemal, the 349
Mzsier for fear of being frozen in i o lbedy b leave withoul cargo, and s 350
Charber Party shall be rull and voud. kL
(&)  during losding the Masier, for fosr of B Vizxse] being frozen in, deems & 352
advisalle b leave, he has Bberly b do 20 wits what cargo he hes on bosed and 353
i proceed o any obher pod or ports wilth oplion of complefng campo for the 354
Cwners' benefil for any port or pors incheding pord of discharge. Any part 355
cargo fhus loaded under iz Chader Pardy fo be forwarded fo desfinstion ot e 356
Wezsels expense bf sgainst pasyment of feight, prowided ot no exts 357
expenmes be fhersby caused to the Chademss, freight being peid on quanfly 353

deliversd [in propostion i kmpsum), el ober condions =s per this Charer 355

ER EERREHEY

Py, 360
(5} In came of more than one oading port, and i one or more of the pods ae 361
dozed by ice, the Masier or the Owner b be of iberty sither b load the pad 362
cargo &t the open port and fll up elsewhere for the owm scoount == under 363
sechion (&) or fo declame the Charler Pudy null and woid unless the Chadesss 364
sgeee o ko full cargo of the open pot.

Porf of discharge

(=) Should ice prevent the Wemsel from
Ehabefcﬂ:hﬂhmheophmufhecpl‘gh\'u:dniiﬂg
opening of revigation and paying demumege o of ordesing the Yessd io & safe
and immedistely scozssisle post wham she can safily dachame wibout fek of 370
defention by ice. Such orders fo be given within 43 hours: afier the klasier or fe 371
Cwners have given nobice io e Charerers of e impossibily of reaching port 372

i

a3

iy

=%

g4
FTITR

Thin compuisr penersted form i o by mshorty of BMCOL Any nssdtion of delfion ko e form must s clearty sk 7 svent of mey modficrtion being
EIMCO approves docaTsnt shell spcy . BSCD s o mscos by for mey b or de rege Clusss an 8wl of dEowsencs betwssn e ariginel BIMCO toosrmet nad thin

- cmary vimble T cogna
docurant.

of deslimation. i3
(b} ¥ during dischaming the Masier for fear of the \esssl being fozen in desm= 374
£ aduisable bo lawve, he bas fbedy b do 5o wilh what czege he hes on board and 375
o proceed bo e mﬂmﬁmﬂ:pﬂd'ﬂhﬂe:hew safely discharmge. 376
5] On defivery of e cargo ot zuch port, ol condibons of the Bl of Lading shell 377

9. Low and Asbitration
* [m] Thiz Charer Parly shall be govemed by and constued in accordance with
Englizh law =nd any dizpuie arising oul of this Charber Pardy shall be refereed fo
arbitrafon in Londion in accordance with the: Asbidmiion Acls 1250 and 1979 or
. sinbfcry modification or e-ensciment thereof for the fme being in fore.
Uriz== fe parfes sges wpon & sole arbimelor, one arbielor shel be
appoinied by sach parly and the ‘sbiltsiors s0 sppoinied shall appoint a thind 338
rtibreior, the diecizion of the Sree-man frbunal Bus constivied or any e of 39
them, shall b= firal. Cn fhe receipt by ene parly of e nominafion in wriling of 330
the “clfier party™ arbitmlor, thet pary shell appoint ther arbibsfor witin 391
foureen dayz, feiing which the degiion of Bae zingle asibwior appoinied shall 392
befiral. 343
For dmpuies where e iolel amount caimed by ether pary does nol exeeed 353
e amourt simled i Box 25* e askibafion shall be conduded in sccondance 395
wih te Small Chims Peocsdure of the London Merime Asbirmices 396
Aszociafion. |7
* [b] This Charer Pary shall be govemed by and constued i sccordance with 398
Tz 9 of the United Siaies Code and the ManSme Low of e Ueiled Stabes and 399
should any dizpule arse cul of Bis Chader Pasdy, the malier in dispute skal be 400
refered fo Bess persons ol New Yok, one b be sppointed by sach of fhe 404
periies hereln, and the fidd by the beo 5o chosen; their decision or that of any 402
oo of Hem shall be §na, and for purpose of enforcing any eweed, His 403
ogeemenl may be made & mike of e Coud The poceedings shall be 404
mnducied in accordance with the niles of e Sodely of Mertime Arbibsiors, 405
Inc.. 406
For dmpules wheee e iolsl smount caimed by ether pary does nol exceed 407
bhe amourt sieled i Box 25* e arkibafion shall be conduded in sccondance 408
with e Shodmned Arbideafion Procedure of the Sociely of Mariime Arbimices, 400
[ 410
(6] Any dipuiz =rising out of this Charier Pasy shall be referred b arbitrefion of 411
the place indicated in Box 235, subjedt b e procedures applicabis thee. The 412

i

-

lsmiz of £ place indcated i Box 25 zhall govem Bis Charter Pary. 413
[d] ¥ Box 5 in Baet 1 in rof fikled i, sus-clauze (s) of Bin Clmuze shal apgly. 414
* o), () and (i) s sfamafves; indicals slematics agresd i Box 25 415

= Where no figure is suppled in Sox 25 in Part 1, fis provision onl) shaf be void bet 416
e otfier provisions of far Clause shall fiave & fvee and remain in sfect 417

rmda o e creccrisd led of this doosmer, weh i
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