
STRATEGIC ISSUES:


FACTORS AFFECTING VIABILITY OF


THE FAST CARGO VENTURE


RISK

_______________________________________________________
(
Technological Risk

(
Operational Risk

(
Market Risk

(
Financial Risk


TECHNOLOGICAL RISK

______________________________________________________
(
What is the relationship between the designs of fast cargo vessels and existing vessels in operation?

(
Are any existing high speed vessels appropriate to this type of service?

(
Are any of the new designs a finite, incremental step beyond existing, proven technology?


TECHNOLOGICAL RISK

______________________________________________________
(
How does limiting risk affect selection of vessel features such as powering, installed equipment, etc.?

(
Is any technological risk associated with the shore side handling of the cargo?

--
Loading and unloading

--
Collection and distribution


OPERATIONAL RISK

______________________________________________________
(
How is the service maintained when a vessel must be taken off line for maintenance or repairs?

(
To what extent can a (fast( venture rely on existing cargo collection and distribution networks?

(
To what extent are communications and documentation systems (bills of lading, letters of credit, etc.) adequate to support the movement of goods through a (fast( system?


OPERATIONAL RISK

______________________________________________________
(
What land side cooperation is needed to ensure cargo movement through the pipeline?

--
Customs agents

--
Inland rail carriers

--
Truckers

--
Longshore workers

--
Freight consolidators and distributors

(
What degree of control should the vessel or service operator exercise over the process of origin to destination cargo movement?

OPERATIONAL RISK

______________________________________________________
(
Is the appropriate support infrastructure proven/available to accommodate vessel operations?

--
Piers/terminals/container sorting areas

--
Fuel services

--
On-dock rail (if required)

(
What sort of specialized training is needed or available for vessel officers and crew?

(
What sort of specialized training is needed or available to support vessel loading and unloading operations?


OPERATIONAL RISK

______________________________________________________
(
What operating restrictions will be placed on the vessel in service?

--
Classification society restrictions

--
Port state restrictions

--
Other restrictions on speed, wake etc.

What effect will these restrictions have on the vessel(s ability to meet its service objectives?


MARKET RISK

______________________________________________________
(
To what extent do revenue projections rely on latent or stimulated demand?

(
What is the relationship between speed and revenue generation? [sensitivity analysis]

(
What is the relationship between service reliability (i.e., ability to deliver on or before a specific day or time) and revenue generation? [sensitivity analysis]

(
How does concentration of demand affect risk?  Service structure?  Other strategic issues?


FINANCIAL RISK

______________________________________________________
(
How could such a venture be funded  What are the most likely sources of funding?

(
Would up front investment from non-traditional sources be needed?

(
Can the venture limit its financial exposure by phasing the required capital investments?  How could this be accomplished?

(
What assurances would a lender need before supporting the venture and how could these assurances be provided?


FINANCIAL RISK

______________________________________________________
(
Could government financial assistance, such as Title XI loan guarantees, strengthen the venture(s ability to obtain funding?

(
Who are the likely investors and what sort of risk levels would they be willing to accept?

(
What payback period is likely given the magnitude and phasing of the capital outlays and operating expenses, and uncertainties in the revenue stream?

THE SOURCES OF PROJECTED DEMAND

______________________________________________________
Low-value time-sensitive cargoes (demand based on (perishability()

(
Fashions -- seasonal apparel

(
Publications (magazines, newspapers)

(
Fresh seafood

(
Fresh meat

(
Fruits and vegetables

(
Prepared foods

High-value cargoes (demand based on inventory carrying costs)

(
Computers

(
Electronics

(
Autos and auto parts


THE SOURCES OF PROJECTED DEMAND

______________________________________________________
(
Are these cargoes compatible by trade route?  For instance:

--
Fresh foodstuffs such as meat, fruits, etc. suggest a seasonal North/South trade although price and climatic differentials may figure in;

--
Apparel suggests a (multi)seasonal East/West trade, probably transPacific;

--
Electronics and computers suggest a transPacific trade;

--
Autos and auto parts may be transAtlantic, transPacific or North/South.
THE SOURCES OF PROJECTED DEMAND

______________________________________________________
(
Are any of these cargoes susceptible to concentration in demand?  Are they susceptible to combinations that make sense -- for instance, fruits, vegetables, and fresh fish to Japan, electronics and auto parts to the United States.  How would the trade volumes balance?

(
Are these cargoes susceptible to damage in transit?

(
If the fast cargo venture were to be a partner in supply chain management,  would some advance arrangement be necessary?  Would the service be geared around the whims or needs of the customer?

PARAMETERS OF A FAST CARGO SERVICE

______________________________________________________
(
What service frequency is compatible with a fast cargo venture?

(
Otherwise stated, does (fast( imply (or demand) (frequent( or are the two parameters distinct?

(
What does speed and frequency of service imply for initial capital costs of the venture?


PARAMETERS OF A FAST CARGO SERVICE

______________________________________________________
(
What factors determine the minimum vessel size?

--
Carrying capacity (cargo, fuel)?

--
Conditions in the seaway?

(
What factors determine the maximum vessel size?

--
Expected demand?

--
Limits of the technology?

(
What are the driving factors relating size and frequency to service operating costs and initial capital costs?


PARAMETERS OF A FAST CARGO SERVICE

______________________________________________________
(
What is behind the (inventory( issue?

Assume manufacturer produces one unit per day and consumer consumes one unit per day.  Assume that the (pipeline( between manufacturer and consumer requires 21 days, and units can be placed in the pipeline as soon as they are manufactured.  Then 21 units of inventory are in the pipeline at any given time.

First vary frequency -- assume that units can only be placed in the pipeline every 7 days.  The manufacturer must store those units at its plant until they can be shipped, and the customer must store the units at its facility until used.  Warehousing costs are added to pipeline costs.

Then examine transit time -- assume 7 days instead of 21 days but assume (pipeline( is continuous (daily).

Finally, examine the effect of a weekly service and 7 day transit time.

PARAMETERS OF A FAST CARGO SERVICE

______________________________________________________
(
Cargo attributes having the greatest ability to predict susceptibility to a (Fast( service:

--
Commodity value in $/lb. and total value per unit

--
Inventory carrying charge

(
Critical factors in determining demand:

--
Transit time

--
Reliability

--
Service frequency

--
Pricing structure of transportation services

