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*INTRODUCTION

VALUE CREATIORIMARITIMBERRANSP!

This short report forms part of the ambitious CBS Maritimerebearc ni t i ati ve entitl ed @ Compe
Strategic Devel opment Potenti al in Global Maritime | ndt
of the Danish Maritime Fund. The competitiveness initiative targets specific maritiongrieg (including shipping,

offshore energy, ports, and maritime service and equipment suppliers) as well as addresses topics that cut across maritime
industries (regulation and competitiveness). The topics and narrower research questions addressiticdiiveheere

developed in close dialogue between CBS Maritime and the maritime industries in Denmark.

CBS Maritime is a Business in Society (BiS) Platform at Copenhagen Business School committed to the big question of
how to achieve economic and sogabgress in the maritime industries. CBS Maritime aims to strengthen a maritime
focus at CBS and create the foundation for CBS as a stronger partner for the maritime industries, as well as for other
universities and business schowith a devotion to maime economics research.

The competitiveness initiative comprises a humber of PhD projects and fivéesihorapping projects, the latter
aiming at developing key concepts and building up a basic industry knowbedgeor further development of CBS
Maritime research and teaching.

This present report HAVal ue Cr e at Thenmle df carrigrsh) portsiradithirdtpariiee Ch ¢
in | iner and b sprekminaryinsjgits frong abropderanappingtproject examiningevateation logics

in the maritime value chain. It explains the roles of various actors in the maritime chain of transportation and examines
how these actors create value. Theorepuilds on interviews witkey players in the maritime value chain comkine

with studies of the extant shipping industry literature.




PURPOSE AND MEGYOD¢ °

PURPOSE AND KE

The maritime chain of transportation is driven by the demand for transportation of cargo between locations with excess
supply to locations with excess demand. If there idemand there is no movement and thus no requirement for

providers of transportation. Transport is thus a derived demand and carriers and third party service, pvhvidegage

in the chain of transportatipomust derive value from and add valughie movement (Robinson, 2002).

How carriers and agents create value in the maritime chain of transportation is, however, a subject which has been
overlooked in the existing literature. This is especially the case with regard to the role of the agentsaedvweryh
little systematic knowledge about their key functions in the creation of value in the maritime chain of transportation.

This report addresses four research questions:

What actors are engaged in the maritime chain of transportation?

Where do thesactors position themselves in the maritime chain of transportation?
What types of services do they perform?

How do they add value to the maritime chain of transportation?

bk

Value creation can be defined in many ways. From a financial perspective valegtéxiavhen a business earns revenue

that exceeds the expenses. In many sectors, however, value is increasingly being created by more intangible drivers such
as research, innovation, branding, ideasl networkswhich usually provide indirect rather thdirect benefits (Kaplan

& Norton, 2004a; 2004b). The sources of value creation will furthermore differ from industry to industry:

Ailf customers value consistent quality and timely del i\
guality products and services are highly valuable to the organization. If customers value innovation and high

performance, then the skills, systems and processes that create new products and services with superior functionality take
on high value. Consistealignment of actions and capabilities with the customer value proposition is the core of strategy
executionod (Kaplan & Norton, 2004b) .

According to Kaplan and Norton, the link between these intangible assets and value creation is corporate strategy. A
company that knows what sources and drivers create value within the industry can deploy capital better and obtain a
competitive advantage (Kaplan & Norton, 2004a; 2004b).

As this report showshe chain of transportation is compliexthis regard. The assdtsatallow the chartering broker to
provide a value added service for the shipper or carrier are different than tisétegsstowthe ship operator to provide
a value added service for the shipper.

In order to identify and categorize how differentoaistcreate value this report applies four key metrics identified by
Johansson et al. (1993). These include: (1) service, (2) quality, (3) cost and (4) time reduction. This framework has been
chos@ because it is easy to ugyes a good overview of how Kaus activities add value, and it can be applied to any
sector. According to Johansson et al. (1p88y company regardless of sector or indusinghould thus focus on

improving quality and service while also reducing cycle time and cost to the censum

Who captures the added value is another question, which depends on the individual transactions between the actors in the
chain. A port agent may add value to a carrier by securing smooth port operations and thus reduce waiting time. The
added value mayhowever, be captured by a freight forwardeno forces the carrier to lower the price or more likely be
distributed among several actors. The role of sales forces is thus important in this regard (Blocker et al. 2012). The
guestion of value capturing,isowever, extremely complex and is not included in this study.
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When examining the shipping sectibiis important to distinguish between different kinds of shippiregause the
demand for different types of services (and thus the types of value adn@eardiffers among them. The shipping
market is basically made up by three segments: (1) Liner shipping, (2) bulk shipping and (3) specialized shipping
(Stopford, 2009).

Liner shipping companies provide regular services between specified ports agd¢ortinmetables and prices advertised
well in advance. The cargo is mainly carried by container lines in containers or as break bulk. Break bulk is non
containerized general cargo which is loaded individually (e.g., cars, paper reels, constructioenyjachimds carried

in liner-service ships are usually of higher valbart the cargos hauled in trange are charged higher freight rates.
The container line will usually carry a vast number of different commodities (Stopford, 2009).

Bulk shipping diffes from liner shipping in several ways. Most bulk companies operate on the spot markets and have no
fixed routes or schedules. This is often referred to as tramp trade. The ships are usually contracted to carry cargo from
(any) port to (any) port. The cargisually consists of a large quantity of a single commaodity. It mainly includes dry bulk
(ore, coal, fertilizer, grain etc.) carried in bulk carriers and wet bulk (usually crude oil, petrochemicals, gasoline etc.)
carried in tankers. The cargo is thus gratly of lower value than the (containerized) cargo carried by the liner companies
(Stopford, 2009; Lagoudis et al., 2004).

Finally, there is the specialized shipping segment. Ships in this segment carry specialized cargo such as chemical gas,
refrigerat@ cargo, forest products, vehicles, heavy lift cargo, offshore equipment, passengers etc. Whereas the bulk
market consists of hundreds of similar ships competing for homogenous cargo, the specialized shipping segment is
extremely differentiated (Stopforg009).

Foto: Tim Ruttledge, Handelsfladens VelfeerdsradBetokonkurrence 2012
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This report focuses on value creation in liner shipping and bulk shipping (dry bulk and wet bulk). The outset for the

report is a paper by Lyridis et al. (2005) orelishipping and a paper by Lagoudis et al. (2004) on dry bulk and wet buk.
Both studies have applied a business process model approach. Business process modelling is basically used to dé&cribe
the processes within a business. It uses a top down apprahdewveral levels from the overall business process to ;)
detailed activity descriptions. Each new level thus offers a higher degree of details. The two papers provide a good?
foundation for examining the activities in the two segments and identify howetiitfactors provide value added %

services (Lyridis et al. 2005; Lagoudis et al. 2004).

At a general levethe maritime chain of transportation basically consists of a sea voyage and two land based
transportations. The transportation begins at the produsit@mnvhere the commodities or goods are usually stored
before being shipped. From this locatitiney are transported to the port by a truck, train, conveygripeline etc. At
the port they are usually stored again before being loaded on a shighiphearries it to the port of arrivathere it is
discharged and usually stored before being transported to its final destination (Stopford, 2009).

THE MARITIME CHAIN OF TRANSPORTATION

PRODUCTION  RLLUNLINS TRANSPORT SITE OF
SITE 10 PORT PORTHANDLING J SER VOYRGE PORT HANDLING FROM PORT DELIVERY

ACTORS: ACTORS: ACTORS: ACTORS: ACTORS:

» CONSIGNOR/ = TERMINAL =  SHIPPING » TERMINAL =  CONSIGNOR/
SHIPPER OPERATOR COMPANY OPERATOR SHIPPER

»  FREIGHT *  FREIGHT « SHIP »  FREIGHT *  FREIGHT
FORWARDER FORWARDER MANAGE- FORWARDER FORWARDER

»  LINER AGENT = PORT AGENT MENT » PORT AGENT = LINER AGENT

»  SHIPPING *»  LINER AGENT »  LINER AGENT =  SHIPPING
COMPANY = SHIPPING = SHIPPING COMPANY

COMPANY COMPANY

This is obviously an extremely simplified description and there are many differences froshiping to bulk

shipping. Container ships carry several small parcels, which require a much larger administration than bulk carriers and
tankers, which usually carry one single commodity. As a conseqgubraehain of transportation in bulk shipping is

usually shorter than in liner shipping and includes fewer actors. The simplified model, however, gives a good starting
point for analyzing the various actors within the chain.

The report is divided into a number of sectiomkich examine the roles and adtiies of various actors. The role of the

carrig is being examined on pages 9 to iRthe maritime chain of transportation the most important carrier is the
shipping company or shipping operatoshich provide the actual transportation from port A ¢otB. Many shipping
companies have, however, also integrated backwards and are increasingly engaged in port operations and land based
transportation. So even if the inland providers of transportatiailways, trucks, barges and other haulage providers

are not exclusive to the maritime chain of transportation, they are briefly mentioned in the section about agents of
affreightment.
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The subsequent sectioftgus on the role of the (independent) third parties in the maritime chain of transpoRatien.
13 offers a brief introduction to the independent third parties, valge 14examines the link between the consignor and
the shipping company. Pagestb4l9examinethe agents of affreightment in liner shippinthe freight forwarder and

the liner agat. Pages 20 to 28xaminethe roleof the chartering brokahatconnects the consignor and the carrier(s) in
tramp shipping. The chartering broker is furthermore engaged in the distribution of assets (ships) amongaghip oper
which is being examinedn pages 24 to 25This section also examines the role of the purchase and sales Paxes.

26 to3lexaminethe role of the ports in the maritime chain of transportation. This inclixégsort and terminal operators
and the port agents. Finaliyages32 to 34 examinethe role of third party ship management companies. The report is
concluded with drief summaryon page 35
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COMPANY OR SHNPUPEI

As the main carrier of goods from port A to porttBe shipping compangr ship operator is a key actor in the maritime
chain of transportation. The shipping company adds value to the customer/consignor by transporting his goods from areas
with excess supply to areas with excess demand.

The organization of a shipping compangyrtake many different forms depending on size, strageyy sector. In earlier
times the shipping company would often own the ships. Todahip operator may charter in all the tonnage or part of
it. Ship owners, on the other hand, may be banks er éitrancial institutionswhich are not usually considered as core
actors in the maritime sector.

This section examines the responsibilities of the various departments in a shipping company. Although there is no
standard shipping organizatica shippingcompany will usually have a central board of management with a general
secretariat attached to it. The management oversees a number of separate divisions and dewhitiméypecally

includes a commercial division, an operations department, a tectiviisidn, an administrative department, a financial

and accounting departmeand a legal claims and insurance department. The responsibilities of the various departments
may vary from company to compargnd several activities thased to be performdd-house may be outsourced to
independent third partie€SornnFriese, 2010; SornRriese & Hansen, 2012; Lagoudis et al., 2004; Lyridis et al., 2005;
lolcos, 2015).

The board of management is responsible for the development and implementation of theycsingpegy, corporate
communicationeveryday managemerand company organization. The board is headed by a Chief Executive Officer
(CEO). Top management often also inclside executive vice presidentho is often the Chief Financial Officer (CFO)
ard a number of senior vice presidents and managing direetbosare generally the heads of the various departments in
the company. The top management reports to a board of direghich is responsible for the overall strategic
developmentin close coperation with the CEO and CFO. Top management usually has a corporate secmiighiat
responsible for coordinating and supervising the other departments and maintaining investor relatioriE€erdn
Hansen, 2012).

The commercial division is tHeusiness generator of the company. Diversified shipping companies will usually have
separate departments for liners, tankensl dry cargo operations. In tramp shipping (usually dry bulk or wet bulk
operations)most contracts are spot market voyage engnivhich are handled by a chartering department. The

chartering department usually operates through independent shipbrokers that connect them with potential customers. In
this procesgsthe chartering team tries to locate the most suitable businesg feegkels and negotiate the best hire rates

and terms for their disposal. In some caties department may also be responsible for the purchase and sale of ships
(Lagoudis et al., 2004; lolcos, 2015). In liner shippibhg usually a network of local Bnch offices or (independent)

liner agentssituated in key locations thate responsible for marketing, booking of cargo, arranging transportation to and
from the port etc.

The operations department is often part of the commercial division. The depasmesponsible for the daily operations
and provides solutiato any potential problem thatay arise. In doing thishe department has an important role as
coordinator between the master of the vessel, the various departments in the campamy idependent agents. The
department will provide information on routes, charts, bunkers provisions, gtuand will often also be responsible
for monitoring the fleet performance (Lagoudis et al., 2004; lolcos, 2015)




The technical division generalljpeompasses a marine department and a technical department. The marine departma_nﬂ_is
responsible for crewing and daily maintenance. The department is furthermore responsible for the running certification,
evaluation, assessmeand administration of the ew. The technical department is responsible for the technical o
operation of the ships including ship surveying, repair and maintenance of propulsion systems, boilers, cranes, pu
and other mechanical and electrical systems. The technical departmensonasogide inspectors to supervise dry
dockings and other repairs. The technical department is usually also responsible for the relationship with the classi
societies and the renewal of all ship certificates whenever necessary. This also icahplésnce with various
conventions and legal demands. The technical department usually monitors the inventories of spares and stores, t
chemical testing of bunkers and lubricamtisd the selection and dispatch of specialized teams on board to carry out
repairs. It is also responsitfier reviewing technical reporend appraising the overall performance of the engines.
Finally, the technical department can provide the necessary expertise on technical conditions with regard to shlprﬁ(]dmg
purchaseandsales. The department may thus deplgqesintendents at shipyards thoatild new ships for the company. E

In some caseshe technical division may be charged with the safety of the ships and their crew members, by making sure
that all necessary safetyrits are provided on a regular and scheduled fesisby upholding a quality control system

using the International Safety Management (ISM) Code (lolcos, 2015). In the past ddeadesponsibilities of the

technical division have increasingly been outged to external ship management companies.
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The purchase and stores department may be a part of the technical division or it may exist as an individual department. It
is charged with the task of supplying the vessels with the necessary spares, stise$ylpacants, chemicals, bunkers

etc. The department is usually responsible for negotiating the purchasing prices and terms with the company's major
suppliers (lolcos, 2015).

The accounting and finance department will handle all the financial traovsaof the company. The department

manages all available financial resources, monitors the inflows and outflows, schedules payments to suppliers, shipyards,
agents, etc. It monitors the fiscal activities of the company and is responsible for seekicayigind through) the

necessary funding for these activities, be it traditional bank financing or alternative sources. The department is
responsi ble for maintaining and pr omot i magdothdr hancil mpany 0 <
maiket participants. It manages, alloca@an d i nvests t he ¢workipgecapitaband othaeradseasrde s er v ¢
suggests appropriate alternatives. Furthermore, it evaluates the financial viability of prospective investments of the

c o mp a ny 6and keepds up with the progress of the existing ones. It oversees the repayment of the company's loan
obligations and taxes. Regular accounting reports are prepared for the company, the depanianfemtsach ship. The
department is also engaged infarhat i ng t he companyds annual budget and |
CFOT which is head of the departménis normally part of the top management ghdough himthe department keeps

the top management informed on the financial sitna®ornnaFriese & Hansen, 2012; lolcos, 2015).

The legal claims and marine insurance department covers all legal matters for the company. Among the main functions
can be mentioned contracts for new buildings, company law, national/international taxeaselsae oftéps. The
company lawyer isftenalsoon the managing director's staff, and/or secretary to the board of directors.

The legal claims and marine insurance department is responsible for the process of insuring shipsndanges
membersThis process entails the careful examination of all insurance policies and the relevant invoices, as well as the
monitoring of the strict adherence to their clauses. Furthermore, it is responsible for advising the top management about
the annual insurana®sts per vessel and per fleet, and keeping the various departméoidate about the effects of

possible moves that may not be covered by the insurance.

Legal claims and marine insurance is furthermore responsible for all the necessary actiond todiaégken in cases

of claims arising from hidamage, damaged machinecgrgo claimsetc. The department also follows up on claims

that may arise from stevedoringrdages, stowaways, injuriegcidentsetc. These claim adjustments cause

considerale work, particularly within liner shipping. For this purppges in close cooperation with all the other

departments and especially the technical and operations departments. It is also customary for shipping companies around
the world to outsource caiih tasks to external legal offices and professional P&l Clubs (Protection and Indemnity

Clubs) which provide third party liabilitycover for risks not recoverable under standard marine insurance policies
(SornnFriese & Hansen, 2012; lolcos, 2015). P&uKs are muial insurance associations tipabvide risk pooling,




12 information and representation for its members. Whereas a marine insurance company will report to its shareholders, a
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P&l Club reports only to its members. Originally, P&l Clubs were oalyship owners and operatpbsit in recent
years freight forwarders and warehouse operators have been able to join.

In order to ensure safety at sea, prevent human injaresavoid damage to ships and the environment, all shipping
companies are reqeid to follow a set of global standareich are specified in the International Convention for the

Safety of Life at Sea (SOLAS). The revised 1978 STCV convention (Standards of Training, Certification and
Watchkeeping) provides the means for developiegfaty culture through the education and training of seafarers. In

1998 the International Safety Management Code (ISM) was adopted by the SOLASrtreatgr to develop a culture

with safety and environmental ethics throughout the shipping companyr Wede regulations shipping company is

required to enforce and verify a safety management systhith provides the necessary procedures and guidelines for

the safe navigation of each vessel. These safety issues have traditionally been handlexthyitia¢ departmenbut

shipping companies have increasingly begun to establish separate HSSEQ departments responsible for issues relating to
health, safety, security, environmeahd quality (Sormfriese & Hansen, 2012).

It has become customary for malarger shipping companies to have a professional R&D departwigioh is

responsible for complex research tasks suaharket analysis, strategigechnological developmentand opportunities

in relation to the c¢ompmjacisdover avede mnge of activilies atsea and asharedns . R&I
accountability, financial control, information and communication systems, automation, cargo handling and other
operational systems, maintenanet.

The Administrative department is responsifalethe main organization, for personnel (HR), internal seryeaeds

internal control. The importance of a sensible employment paaybined with systematic traininigas been given
increased emphasis. Internal control covers the traditional audgimgell as the more detailed control work required to
ensure that the organization works according to the company policy.

The responsibilities of the IT department include finding and/or developing, evaluatthghaintaining the operatéi3
systems. Hsecially within liner shippinglT solutions are vital for tracking, tracing and securing the timely transport of
each individual container. In the past decadest liner shipping operators have furthermore given customers access to
online trackandtracesolutions. And several liner operators have developed joint IT systems with key clients in order to
provide a better service (and raise the switching costs). Moreover, or@diay basis, the department deals with the
electronic data processing funet®of the company, the maintenance and upgrading/updating of the company's intranet,
the support of all userand the monitoring of the proper functioning of the internal and external communications.
Finally, the IT Department is responsible for suggestite appropriate specifications for all comptrigated

equipment, both for the head offices and for the vessels (lolcos, 2015).

Finally, many shipping companies may have an Information & Communication department, which manages all internal
and externatommunication. It basically coordinates and controls all messages to employees, media, stakeholders and the
general public. The department secures a clear communication steaédy helps the company to explain its mission

and combine its many visionad@values.
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TH ROLE OF (INDNEPENHN
PARTIES (

Even if the shipping company or shipping operator may arrange and carry out the entire transpeotiaties,imost
transactions will involve a number of (independent) third parties. The consignpegslktipe cargo holder) may hire a
freight forwarder or a chartering broker to arrange the transportation and most shipping companies will have a network of
(independent) business connectiogch as shipbrokers, port agents, stevedores, ship managempangsetc.

Whether to integrate or outsource a service depends on the value added by the third parties compared to the transaction
costs. Transaction costs include (1) search and information costs (searching for and finding the provider with the lowest
costs), (2) bargaining costs (agreeing on the transaction) and (3) enforcement costs (monitoring and enforcing
implementation of the contract). Transaction cost economics suggests that the costs and difficulties associated with
market transactions sometimtavor irhouse production and sometimes outsig. An intermediate mechanistalled

hybrid or relational, between these two extrerhas also emerged (Williamson, 1979, 1981 & 1985). For most ship
operators this is especially the case with regartiiprmanagement services. The following sections will examine how a
number of external third parties provide value added services in the maritime chain of transportation.

THE ROLE OF RWEPENRD

Foto: Tao Lytzen
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AND THE SHIPPIR&NYOM

The link between the consignor/shipper (the cargo holder) and the carrier (the shipping company) can be established in
several ways. The first and most simple conclusion of affreightment is a contract of carriage concluded directly between
the buyer and skelr of transportation. This direct type of contact is usually seen when the consignor is a large company
with an inhouse logistics departments to organize the transportation. In somgtlsasesisignor may even operate its

own fleet of ships and thus¥ma direct link to the shipping company. One example of this is the Brazilian mining
company Vale, which operates its own fleet of bulk carriers. Another example is the American food company Chiquita,
which, until 2007, operated its own a fleet of reefé@tse carrier (the shipping company) is usually represented by a sales
department (in liner shipping) or a chartering department (in tramp shipping).

DIRECT CONCLUSION OF AFFREIGHTMENT

Gontract of carriage

consienok/swpper f o B
(SHIPPING COMPANY)

Source: Schramm, 2012

The remaining conclusions of affreightment, however, involve one or more independent agepissaatermediaries
between the consignor and the carrier. These include (1) freight forwarders, (2) liner agents, and (3) chartering broker.

The agents of affreightment are usually specialized in specific maskiets as liner shipping, dry bulk or watlk, etc.
(Houtved, 2005). In order to identify how the agents add vélisesuseful to distinguish between two main types of
shipping: Liner shipping and tramp shipping

AGENTS OF AFFREIGNTMNER SHIIPPIN

Liner shipping companies provide regusarvices between specified ports according to-tiaes and prices advertised
well in advance. The cargo is mainly carried by container liner companies, either in containers or as break bulk. Break
bulk is noncontainerized general cargo, which is loadetividually (cars, paper reelspnstruction machinergtc.).

Goods carried by liner operators are usually of higher valae the cargos hauled in trangrsl are charged higher

freight rates. The container lines will furthermore carry a vast numtiffefent goodswhereas bulk operators usually
carry one single commodity (Stopford, 2009; Houtved, 2005).

In liner shipping the transaction between the consignor/shipper and the carrier usually involves (1) freight forwarders
and/or (2) liner agents.




THE FREIGHT FORWARDER 15
The freight forwarder represents the consignor/shipper and takes on the responsibility of transporting the goods on his
behalf. Inmanycasess he fr ei ght f or war decraro n |eycoeesthesactumldranapatiincco n t%r ac
one or several iperforming carrierso. He basically%rre
affreightment contracts with the carrier(s). :i_J
The more difficult the carriage, or the more means of transportation are invitigdidtelier it is that the consignor will Z
engage a forwarder. The forwarders main assets are (1) a wide network of shippers and carriers, and (2) knowhowszon
how to organize carriage of goods by land, s@d air within a certain country or across bordassthe freight
forwarder usual ly dRheésofedreferredteas a VO (raessgl opertsry BMOE (neressel
owning carrier)or NVOCC (nonvessel operating common carrier) (Schramm, 2012; Klippel, 2000; Branch, 2000).

THE LINK BET

CONGLUSION OF AFFREIGHTMENT VIA FREIGHT FORWARDER

FREIGHT CARRIER
GCONSIGNOR/SHIPPER _
- FORWARDER (SHIPPING COMPANY)

Forwarding Gontract of
contract carriage

Source: Schramm, 2012

The freight forwarder performs a number of services. These include: (1) advising the customer on the quickest and
cheapest way of transportation; (2) solving potential packing problems; (3) taking care of customs clearance, trade
regulations, letter of crédinstructions and other documentation; (4) deciding on the most suitable carrier and concluding
contracts of affreightment on behalf of the consignor; (5) providing insurance coverage during the transportation; (6)
giving advice on warehousing and distriion; (7) supervising the movement of goods; (8) providing credit; and (9)
performing irhouse transportation services (Schramm, 2012).

The consignor employs the freight forwarder to perform one or more of these sdyeitsse the rise in costs is mor

than compensated by the value of the forwarders service in reducing transaction costs. The forwarder is competitive as

l ong as the fee is | ower than the consignorsd cost of &
the freight brwarder offering value added services. The forwarder basically adds value to the consignor by: (1) speeding

up the transportation, and (2) lowering the costs of transportation.

The freight forwardersd net wor k eaandagbntsmeaa that thenbsokevoan k n o wl
provide a value added servjd®y making routing recommendations and securing appropriate terms. In the customs

clearing processhe forwarder adds value by speeding up the cargo movements across, agrttergonarder usually

has more experience with customs than the consignor. The forwarder takes care of all paperwork and documentation on
behalf of the consignoincluding export and import declarations, delivery permits, commercial invoices, consular

invoices, hspection certificates, declarations of origtc. (Schramm, 2012).

The affreightment function is the main function of the freight forwarder. It usually includes booking of cargo space or
chartering of vessels, arrangement for inland transportatiorgdsieng and goods handling including loading,

unloading, reloading, temporary storage of goetls As the forwarder organizes the transportation of a large amount of
goods he can combine several smaller shipments or even make joint shipments witlorotheders. This adds value to
the consignor by reducing freight expenses and the amount of paperwork for several shipments (Schramm, 2012).
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VALUE CREATECMARITHIE CHRANSFOF

FREIGHT FORWARRDER

* REPRESENTS THE CONSIGNOR/SHIPPER (DFTEN THE CARGOD OWNER)
» IS MAINLY ENGAGED IN CONTAINERIZED TRANSPORTATION (LINER SHIPPING) AND SPECIAL TRANSPORTS
(E.G. IN THE OFFSHORE SECTOR)

MAIN ASSETS:

»  NETWORK
= EXPERT KNOWLEDGE
» [N SOME CASES PHYSICAL ASSETS (WAREHOUSES, TRUCKS, LOADING EQUIPMENT ETC.)

ADDED VALUE:
= TIME REDUCTION (SPEEDS UP TRANSPORTATION)
» LOWER COSTS (SCALE ADVANTAGES)

Services like stevedoring, warehousing, and inland transportation are increasingly being carrietieofremht

forwarder, who thereby captures a larger share of the value. In connection with these athiwifiegyht forwarders

have begun offering additional services such as quality inspection, sample drawings, cleaning, drying, pesincontrol
even assembly of goods on behalf of the customer. Many forwarders also provide additional insurances of the goods
during the shipment. There is always some liability insurance coverage up to a certain limit, but the forwarder usually
holds an open insurancelfy contract with a cargo insurance compankich allows him to conclude insurance

contracts on behalf of the insurer. The forwarder also performs alspgiding functionas he pays freight and handling
charges, fees, taxestc. on behalf of the coigmor in order to speed up the process (Schramm, 2012).

The Liner Agent

Where the freight forwarder usually represents the consignor/shipper, the liner agent represents the carrier (shipping
company) within a certai n abébagicallyporappmoach theaconsignor antl boaclutlei n e r
contracts of affreightnme in the name of his principalith the carrier paying him for his work (Schramm, 2012;

Interview with Stahlschmidt). He can either be an independent intermediary conndtieddaier by an agency

contract or be an integrated part of the shipping company. The number of independent liner agents has been drastically
reduced in the past two decades as globalization, containerization, volume, gradvierce competition has oha it

necessary for most global shipping lines to establidioise branch offices in many countries (Interview with

Stahlschmidt). The Danish shipping company A.P. Mgller Maersk is a special case in thisaggdndourced these

activities much eardir than most of their competitors.

A

The Iiner agentsd main assets are (1) |l ocal and region
shipping line. Several services provided by the liner agents overlap that of the freight forwarderth&Hieight
forwarder, however, (usually) represents the consignor/shipper the liner agent always represents the carrier.

The liner agent (or branch office if part of the shipping line) provides fours main services: (1) sales and marketing, (2)
customeiservices, (3) operationand (4) business administration. In several gabediner agent will also do the work
which is otherwise carried out by a port agent (Gorton et al., 1995).
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CONCLUSION OF AFFREIGHTMENT VIA LINER AGENT

Agency
contract

Duotation of
affreightment

LINER AGENT

CARRIER
(SHIPPING COMPANY)

CONSIGNOR/SHIPPER

Gontract of carriage

THE LINK BETVZERNSTGROR ANEPTNHE SEll

Source: Schramm, 2012

Sales and marketing basically involves marketing the prhaiporder to secure goods for his ships (Houtved, 2005).
Apart from sales and marketingincludes promotion of-®usiness, key account management, contaact tender
management. In some casglso involves pricing even if most payments are basefiked tariffs. By performing

these serviceshe agent providea value added service to the carrier by having a better local network and connections to
local shippers and forwarders.

Customer services include cargo booking and collecting paymeimgfa@atriage, dmumentation, invoicingglaims

handling etc. The customer is often a freight forwardeino concludes affreightment contracts with the liner agent on

behalf of the consignor. In the booking progéiss liner agent often provides advice foe customer on the best way of

packing and transporting the goods. This provides a value added service to the customer, as the agent has expert
knowledge on how the goods are being shipped and the customer is responsible for the packing of the goods. Man
container operators have entered into strategic alliances with vessel sharing or slot sharing agreements. The latter enables
the liner agents to offer cargo space on a particular rbutenot necessarily on their own vessels (Schramm, 2012).

Operationsnclude arrangement of inland transportation, container logistics, warehouse logistics, port oparatisub
supplier contract management. Just as freight forwarders may arrange several types of transpeveaaboontainer

lines are also offermncombined transport. This may include démdoor, doorto-pier, pierto-door, and pierto-pier
transportation. When the consignor hires a freight forwarder or a liner agent to arrange the inlanditisulsgeally
because it adds value to the consig either by speeding up the cargo movement and/or by arranging the transportation
at a lower price. In this processis taken into consideration if it is dangerous goods, odd sized googdsods thahave

other special requirements (Houtved, 20@%)a general levethis secures a more efficient transportation and thus a
better use of the tonnage.

I f the | iner agent arranges the inland transportation i
the transportation on its awtrucks or contract it to a third party haulage provider, barge opgraitaiay companyetc.

If the inland transportation is organized by the consignor/shipper, the consignee (the buyer of the shipment), or a freight
forwarder it iglagéebef@ Sd@meramman20ha). Combinations of ¢
option. For exampleone part of the inland move can be arranged by the carrier by means of river barge and the other part
can be arranged by the merchaahe can imagine nmy different arrangements. One important factor which influences

the choice between merchant or carrier haulage is théoddgy equipment imbalance situation. Monitoring the

equipment imbalances of each individual geographical area is a very impoolaotrieduce the cost and support
competitiveness.




18 Finally, the business administration tasks may include controlling, reporting, finaneagpdrt and HR management.
Before the development of traeldi trace systems for the customehe liner agenwould be responsible for

monitoring the progress of the goods as a service to the shipper and consignegmdstialipping lines offer a wide

range of ebusiness services to their customers and subcontractors. These include bilateral data intedcichnaféers

direct data exchange between the customer and the shipping line, automated track and trace data, online services on
tariffs, schedules, booking, shipping instructions, shipping documents, invoicing facilities, shipping statidtics
information relating to specific containers and cargo types (Interview with Stahlschmidt).
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