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A Building of Investment Decision Model for Improving
Profitabilty of Tramper Shipping Business

Weonjae Kim

Abstract : This paper deals with a strategic investment decision model for improving
investment profit in shipping industry. Despite the quantitative expansion of Korean shipping
business, many shipping firms have suffered financial difficulties due to financial and
operating risks that result from the characteristics of capital-intensive business as well as of
volatility of shipping markets. As a result, managers in charge of making an investment
decision, particularly in tramper business sector, are required to take both financial and
operating risk factors into consideration. Put it differently, managers are strongly
recommended to avoid these risks by ship asset play, buy-low and sell-high, which results
in considerable capital gain and cost reduction.

In addition, managers in shipping industry are also recommended to consider the ship
chartering investment alternative when the freight markets show extreme volatility as the
case of 2008 triggered by sub-prime mortgage financial crisis in USA. For example, the
BDI suffered plunging down from 1000 in 2008 to 100 in 2010. Consequently, the 4th largest
shipping company in Korea, DAEHAN Shipping Co., has collapsed primarily due to excessive
tonnage expansion during the peak time of bulk market.

In sum, the strategic investment decision model, suggested in this paper, is designed to
include such factors as capital gain by asset play, timely chartering for alternative shipping
service, and optimization of operating profit by tonnage adjustment in accordance with
change in the shipping markets concerned.

Key Words : Investment Decision, Operating and Financial Risks, Asset Play, Chartering
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NPV -$298 $62,542 $25,942 -$8.812 | -$33,909
4 NPV -$298 $62,243 $88,185 $79,373 $45,464
* A7HAMAIE = e FEe dEds dledns g
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