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Foreword

Foreword
In these increasingly uncertain times we are all assessing risks and, when
possible, devising a means to minimise them – consciously or otherwise.
Increasing access to information should permit better risk management but
without systems and an appreciation of the level of exposure or damage that can
result from poor management, the process of trying to alleviate risk can have a
negative impact. Risk management is not gambling but must be an integral part
of a company’s business processes.
This book is published at a very opportune time with the future seemingly less
predictable now than at any time in the past decades. After many years of
accepting that energy prices would continue to increase in real terms, they have
faltered. At the time of writing, the majority of industry commentators are predicting
that they will stay relatively low for some time but, with the rapid slowdown in
capital exploration, they may shoot up again in the not too distant future. In the
meantime, prices will be set by the market supply/demand balance rather than
a cartel. Hence controlling exposure to price volatility has become even more
complex and the approaches and concepts set out in this book provide both the
seasoned trader and the newcomer with valuable insights.
The publication of this book coincides with one of the longest periods of poor
freight income for the shipping industry, with perhaps the exception of tanker
owners. This situation will lead to more shipowners becoming hostage to the
banks, an amalgamation of the less fortunate owners and an acceleration of
failures. The bunker suppliers, who globally are lending some $6 billion to the
shipping industry on an unsecured basis, have an even greater need to assess
their credit risks and manage them. At the same time, bunker buyers are under
even greater pressure to minimise costs which can result in purchases at the
lowest price but not always at the lowest cost. Cheap fuel is often poor fuel which
can expose vessels to the inherent risk of engine damage and in extreme cases,
the loss of a vessel. Again, accessing and balancing the risks against achieving
lower costs requires knowledge and experience as well as techniques.
We live in uncertain times with heightened political risk. Instability in the Middle
East resulting from the failed Arab Spring and reduced incomes in the oilproducing states coupled with instability in South America, uncertain leadership
in the United States and the resurgence of nationalism in Russia and China are
affecting markets, resulting in increased uncertainty in the volatility of exchange
and interest rates. These variables require oversight to add confidence to the
future outcome of any business venture.
It goes without saying that the sudden demise of OW Bunker prompted nearly all
participants in the bunker sector to re-assess their decision making. Evaluating

v

BUNKERS: AN INTRODUCTION TO MANAGING COMMERCIAL RISK

your counterparty risks intently and managing them is now becoming the norm.
It has brought the issue of risk management onto the desks of all of us. This
book authored by Nigel Draffin will be a welcome and timely aid to many who
have thought they could leave risks to others. Knowing how to identify risks and
minimise them at a reasonable cost is now an essential management skill.
Robin Meech
Chairman – International Bunker Industry Association
Managing Director – Marine and Energy Consulting Limited
June 2016
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Preface

Preface
Each May, my publisher asks me what I would like to write about next, sometimes
offering helpful suggestions. After discouraging my offer of a book on the history
of fuel injection systems or a guide to medium-speed two-stroke ferries still in
service, he asked if I would consider a book on risk management.
I know from the feedback from the students on the Oxford Bunker Course that
this is a topic on which they are eager for more information, so I agreed, subject
to the caveat that it should cover more than just bunker price risk management.
This book will not make the reader an expert. It is an exploration of the problems,
available tools and the methodology intended to help the reader to make
informed choices. It is not a substitute for expert advice. The dynamic nature of
our business means that many of the variables will change from week to week,
let alone year to year, so you will not be able to look up the price premium for
an option at a particular strike price or determine the most sensible credit limit
for an owner with a fleet of six ships. It should, however, give you the tools to
understand the principles and guide you to ask the right questions when taking
advice.
I have attempted to keep the subject matter relatively simple, even when that has
meant restricting the degree of detail for the sake of clarity, but I hope that the
references and links to other sources will permit the reader to explore further as
required.
My main message is that risk management is a core tool for all businesses
and it is much wider than just price risk. The principles can be applied to many
disciplines within our industry. It is quite acceptable to assess a risk and decide
that no further action is needed at that time – it is folly not to assess the risk in
the first place.
Nigel Draffin
June 2016
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