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Why Shipping

Today, ships handle roughly 97% of the global transport of goods. With
regards to costs and reliability, shipping is the best way - and sometimes
the only possible one — to transport much cargo over long distances. In the
last 25 years, world seaborne trade nearly doubled. In 2009, almost 7 bil-
lion tons of goods were shipped from one port to another. Research ex-
perts estimate this figure will be twice the amount by the year 2020. With
the continuous trend of internationalization and globalization, shipping
plays - and in the future will play - an increasingly important part in modern
logistics.
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Liner Shipping and Tramp Shipping

The shipping segment can be divided into two main areas, the liner-shipping
segment and the tramp-shipping segment. Liner services today employ main-
ly container and to some extent general cargo vessels. They have fixed ship-
ping schedule. The main characteristics of the tramp-shipping segment are
that vessels only move when there is a specific requirement.

The container sector today plays a vital role in the whole transportation and
logistics chain. Up to the middle of the 20th century, cargo handling was the
main bottleneck in the transportation chain. The solution was to pack the
cargo into internationally accepted, standardized units, which could be han-
dled quickly and cheaply with specially designed equipment. A very well
working system of unification is the container - standardized boxes into
which individual items are packed.
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Liner Services

Container vessels carry them in mostly two different sizes, 20 feet and 40
feet long. It is to some extent possible to load smaller dry bulk and liquid
bulk cargoes in containers, consumer products, like electronics or clothing,
however, form the main share of containerized cargoes. An increasingly
important segment is reefer containers for meat, fish, fruits, fruit juices etc.
The first deep-sea container service was introduced in 1966. In the following
twenty years, containers rapidly became the dominant way of transporting
general cargo. By applying economies of scale, investing in high-speed cargo
handling systems and integrating the whole transport system, transport costs
have over the years been reduced to such an extent that it is often cheaper
for industries to import goods by sea from suppliers thousands of miles away
rather than by land from suppliers only a few hundred miles away. This can
lead to prawns from the North Sea being shelled and packed in Asia.
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Tramp Shipping

Tramp vessels only move when there is a specific requirement. Within the
tramp-shipping sector the two main areas are dry bulk and liquid bulk car-
goes. The five major dry bulks are coal, iron ore, grain, bauxite and phos-
phate; all other dry bulk cargoes like wood are considered minor bulks. Dry
bulk cargoes are carried by bulk carriers. Liquid bulk cargoes are crude oil, oil
products, liquefied gas, liquid chemicals, vegetable oils, water and wine.
They are all transported by tankers. Raw materials for the production of
energy dominate the bulk-shipping sector, with this group of commodities
accounting for 45 % of overall worldwide seaborne trade.
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Shipping Fleet: Tanker, Bulker, Container

Today, the three main shipping segments, i.e. tankers, bulk carriers
and container vessels, are subdivided into the following size catego-
ries:

Tankers
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Small tankers/chemical tankers (1-20,000 DWT);
Handysize/MR (medium range) tankers (20,000-55,000 DWT);
Panamax/LR1 (long range) tankers (55,000-85,000 DWT);
Aframax/LR2 (long range) tankers (85,000-120,000 DWT);
Suezmax tankers (120,000-200,000 DWT);

VLCCs (very large crude oil carriers, 200,000-350,000 DWT);
ULCCs (ultra large crude oil carriers, 350-450,000 DWT).
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Bulk Carriers:
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Handysize bulk carriers (10,000-40,000 DWT);
Handymax bulk carriers (40,000-60,000 DWT);
Panamax bulk carriers (60,000-80,000 DWT);
Capesize bulk carriers (> 80,000 DWT).
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Container Vessels:
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Feeder container vessels (100-500 TEU)

Feedermax container vessels (500-1,000 TEU)
Handysize container vessels (1,000-2,000 TEU)
Sub-Panamax container vessels (2,000-3,000 TEU)
Panamax container vessels (3,000-5,000 TEU)
Post-Panamax container vessels (5,000-10,000+ TEU)
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Ship Owner and Ship Management

The ship owner is the legal owner of a vessel. He makes the investment
decision, arranges the financing of the vessel and he takes care of the
financial management of the vessel including the disinvestment decision.
The ship owner would also take care of managing the vessel technically,
with regards to manning and commercially. Today, this would be de-
scribed as in-house ship management. A so-called 3rd party ship manag-
er is an external service provider to the ship owner, taking care of part or
all aspects of vessel management.
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A typical ship management company would include the following de-
partments:
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#* Technical department for the technical management of vessels in-
cluding maintenance, repairs, dockings, IT-management and oper-
ating expenses budget control

% Chartering/operations department for the commercial management
of vessels including arrangement of vessel employment (chartering)
and execution of employment (post-fixture) related duties

< TQM (Total Quality Management) for the implementation and moni-
toring of internal and external rules, regulations and safety man-
agement guidelines

% Insurance department for the negotiation of insurance policies (like
Protection and Indemnity (P&I), Hull and Machinery, Loss of Hire)
and the management of incidents/insurance claims

% Accounting department for the management and controlling of

vessel accounts
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Ship’s Technical Management

The technical management of a vessel includes the purchasing of spare parts and supplies,
the continuous maintenance of the vessel, repairs, the planning and execution of regular
and extraordinary dockings and the planning and controlling of the vessel’s operating ex-
penses budget.

The quality assurance department forms a vital part of the technical department. Increasing
pressure from regulatory bodies and industry members have led to extensive rules and
regulations concerning the shore- and sea-based management of vessels. The quality as-
surance department transfers rules and regulations into the language of internal and exter-
nal quality management, carries out internal audits, plans and supervises external audits
and is highly involved in any kind of incident. Part of the quality assurance department’s
duties is to obtain so-called ‘oil major approvals’ for tankers (sometimes also called ‘vet-
ting’).

As it is of utmost importance for the maintenance of the vessel to employ well-trained and
capable crew, the crewing department could be considered part of the technical depart-
ment. The actual employment and training of crew is carried out in the countries of origin
by crewing agencies. The crewing department controls the crewing agencies, employs some
of the crew directly, negotiates employment contracts, trains crew members, takes care of
social security issues and plans and executes crew changes, i.e. the embarking and disem-
barking of crew members including the booking of flights. The insurance for crew members
is also an important issue.
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Ship’s Insurance

Marine insurance plays a vital role in the management of technical and mercantile
risks in shipping. The three main marine insurances are:

% Hull and Machinery Insurance;
** Protection and Indemnity (P&I) Insurance;
+ Loss of Hire Insurance

The Hull and Machinery Insurance covers all sorts of watercraft from barges and
tugs to supply vessels, research vessels, huge oil tankers and other commercial
vessels. This coverage protects the vessel’s hull and the machinery and equipment
on board against fire, actual total loss of the vessel, machinery damage and so on,
as well as property damage due to a collision with another vessel. Additional cover-
age may be issued for risks such as strikes, riots and war at the request of the
owner of the vessel.

Protection and Indemnity (P&I) Insurance covers liability claims from third parties.
In shipping it had been customary for a very long time to split typical risks of a voy-
age amongst several partners. In everyday practise, several "pools" have emerged,
the so-called ‘Protection and Indemnity Clubs’ (P&I-Clubs). P&I- Clubs are insurance
clubs based on the principle of mutuality, which was introduced by British ship
owners in the 18th century. One of the leading players is the "Standard P&I Club"
headquartered on the island of Bermuda. Damages, which have to be paid by a
P&I-Club are covered through cost sharing by all members. Thereby it is assured
that it is in the interest of all members to avoid or minimise damages by vigilant
action. Typically, the P&I Insurance covers the following items:
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Loss of life, injury or sickness of crew, passengers and/or third parties
Damage to cargo on board of the vessel

Damage to piers, docks, jetties and other fixed or floating objects
Wreck-removal costs

Environmental damage and clean-up costs arising from bunker fuel or
cargo spills

%+ Collision liability for amounts in excess of the vessel’s value
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Loss of Hire Insurance as part of the Hull and Machinery Insurance policy for the
compensation of loss of earnings due to technical failure of the vessel.
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Ship’s Insurance
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Shipping Risks

Risks in shipping can be divided into technical risks and mercantile risks. Technical
risks mainly originate from the risk of fire, collision, grounding, sinking/loss, corro-
sion, technical damage/malfunctions and crewing. Mercantile risks mainly originate
from the risk of ship building, employment, operating expenses, disinvest-
ment/disposal, exchange and interest rates. The management of technical risks is a
wide field and starts even before a vessel is built. A solid design, extensive ship model
tests, a high-quality new building shipyard, high-quality component suppliers and an
expertise new building supervision carried out by the shipyard’s client can prevent
many negative impacts at a later stage.
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In shipping there are classification societies in existence, which are comparable to
technical inspection agencies. They approve new building designs, plans and specifi-
cations, they supervise the building of a vessel and they supervise the maintenance,
dockings (at minimum intervals of 5 years) and repairs of the vessel. The ship re-
ceives certificates showing the compliance with the classification society’s standards.
The high-quality classification societies, like the “Germanischer Lloyd” and “Det Nor-
ske Veritas”, have founded the International Association of Classification Societies to
implement and keep a high level of quality standards. By choosing one of the mem-
bers, a ship owner can minimise his technical risks.

During the lifetime of a vessel, it is of utmost importance to employ capable and well-
trained crew, to maintain the vessel and all its machinery and to implement function-
ing emergency and incident response plans. One of the main duties of a ship own-
ing/ship management company is to supervise and control the observance of stan-
dards. Due to past incidents, governmental bodies have over the years implemented
a large number of safety and environmental regulations like the International Safety
Management Code (ISM Code). Such regulations assure high quality standards for the
shore- and sea-based vessel management including crewing. Since the majority of
incidents is caused by human error or negligence, it is absolutely essential to employ,
train and supervise capable and knowledgeable crew on board of a vessel. Apart from
that there are many voluntary quality standards implemented by members of the
industry, like the ISMA (International Ship managers Association) Code.
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