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Abstract

An Empirical Study on the Determinants of Firm Value in the Korean

Shipping Logistics Industry

Lee, Sung—Yhun

Department of Shipping Management
Graduate School of

Korea Maritime University

Shipping industry plays a significant role in the development of global trade
and national economy. Moreover, shipping comparies as key players in
transporting goods among continents have unique financial structures affected
by a huge volume of invested capital to the vessel. These financial structures
require a high level of debit cost which effects the decision-making of firm’s
capital financing. Namely, a high level of debit cost leads to the high level of
fixed cost and payability of vessel operation. In the end, main issues in shipping
companies are to maintain the most suitable fixed cost, such as cost of vessel
operating, adminstration cost and borrowed capital cost, for maxumizing a firm

value.

The previous studies on the Korean shipping industry, especially shipping
company, have emphasized financial characteristics in terms of debit ratio and
sales risk. But if shipping industry has a high level of debit ratio and sales risk

than other industry, shipping companies must find the most fittable capital



financing structure to reduce the cost of capital and earn enough to cover the

cost of stakeholder’s equity and borrowed debit.

In this point of view, the purpose of this study and used methodologies are

as follows;

First, to explore financial differences between shipping industry and
manufacturing industry. Literature survey and review are carried out for this
purpose. Second, to investigate what accounting methods and managerial
characteristics in shipping industry are considered to calculate more accurate
EVA as firm value. For this purpose, an interview with auditor and financial
manager in several shipping companies and analysis on audit reports are carried
out. Third, to observe how much abnormal earning has been created for the
cost of stakeholder's equity and borrowed capital. In order to compare EVA
with accounting income, the method of comparative analysis is used. Finally, to
analyse what are the determinants of EVA in the Korean shipping logistics
industry by using the panel data analysis.

The final results are founded by using a sample of four years audit report
for 49 Korean shipping companies-year observations over 2007-2010, to be as

follows ;

As results of financial characteristics review in the Korean shipping industry,
firstly, cash and quick ratio are higher than manufacturing industry but not
current ratio. It can be explained as shipping companies adopt the principle of
cash transaction in collection of freight and payment of operation expenses.
secondly, non-current liabilities consist of a large portion in total debit. It is the
reason that borrowed capital which 1s invested to vessels as a main operation

assets has a large part of total capital volume. Thirdly, fluctuation in financial



indicators concerning profitability and productivity 1s more sensitive than
manufacturing industry i terms of year indices. It also can be explained as
shipping comparies are exposed to sales risk in business cycle. Fourthly,
volume of sales and net income and indicators of growth rate are in line with a
shipping business cycle, but not in line with growth rate of equity and the
property, plant and equipment. Long term of new building ship’s delivery and

mvested equity to owned vessels may cause these results.

In calculation of EVA, managerial characteristics in shipping companies, such
as accounting methods and type of owned fleet increasement, must be
considered for more accurate firm value. First, because long period from
mitiative in shipbuilding to delivery of ship may cause a gap between investing
point and profit creating point by vessel, start-up capital cost need to be
allocated properly. Second, in order to more accurate EVA and proper
mvestment decision to increase more fleet capacity, charterage is considered as
a invested capital. N cely, charterage should be consider as invested capital of
stakeholder’s equity. Third, ‘gaisidand losses on foreign currency transaction’d
and ’gaisidand losses on foreign currency translation’ must be calculated more
correctly. It can also reduce distortion of EVA by fluctuation of foreign
currency. In shipping comparies, vessel consist of most of assets. It means that
the choice of depreciation method may effect a distortion of EVA. The

sinking—fund method of depreciation can be more efficient to avoid it.

In differences between the EVA and net income, most of shipping companies

did not make a profit to cover the cost of stakeholder’'s equity.

As results of panel data analysis by EVA and financial indicators, operating

Income to sales, retun on asset and net income to sales are observed by

_Xi_



critical factors with EVA. Although there is some evidence that receivables
collection period and sales risk can also explain EVA, they have not enough
explainability than three critical factors — receivables collection period shows a
regression coefficient of -0.00005 and sales risk shows a regression coefficient

of 0.06037 with EVA.

As operating income to sales shows a regression coefficient of 0.84508, it can
be considered the most important factor to increase EVA. In this point of view,
two critical issues by determinants of operating income to sales can be arisen.
First, volume of sales and operating income are determined by only ship’s
capacity. Second, although shipping market has more opportunity to increase
sales, long period is needed to have more fleet size for sales. It means that
adoption of efficient cost management system, such as reduction of operating
cost, port charge and bunker charges, can increase not only operating income to

sales but also EVA.

Finally, operating income to sales and return on asset show a positive
coefficient with EVA but net income to sales observed a negative coefficient.
This result is likely driven by the financial cost. Although a negative
relationship is observed, operating income to sales need to be considered as a
mmportant factor to increase firm value. It can be explained that determinants of
firm value 1s variety by purpose of fum value estimate and industrial

characteristics.
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StewartAH7} ZHof o] ¢ (residual income) 3 AR 7R HSATHOE A &
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70) C. P. Brewer, G. Chandra and C. A. Hock, op. cit, 1999, p4.
71) B. D. Tortella and S. Brusco, “The Economic Value Added(EVA) : An Analysis of Market
Reation”, Advanced in Accounting, Vol.20, 2003, p.226.
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Brewer et al(1999)76)2 47}A] @& £, Size Differences, Financial

Orientation, Short-Term Orientation, Results-Orientation®. % “F&3&}o] A A3}

Atk O dold vtRe AR B Z2AE a9yl Afold osf Al &e
& FE 4 7 0= 7IEUT AR e Sles ARt ol AR AAER

ZWMAE FEsieEtE ROI S A9 AA4 felo]l thZ2A veld uf A
g 4 9l @ EVAE 4% 3AARE E§ AEHs Ado=r 344 A4
S a2 A dis 9ujolth, @ EVAE A7 e @714 B4

ol

4

¢

A geEl Bom o GANS Yoltd Rav F EVA 34713, & 37
7 W WA AFE Aol gtk @ ARA FAwe gxs g
oA MATHY FUe 28 = AHE 24 T + Ak

Keys et al(2001)702 EVAY] tjst stAld o= A7 871X & AAlstal 3tk
O durz oz Ao A7be v&L ERIAEH&-& J3For, 7|go] AL
e A BRIARE oEd Jhedol =il ol Ax AHEuiH] F-xjH]&(debit
to equity ratio)s F7HAZ Aolt} ofo] ek BetAo® IAAKE Ao H4
WACC7T ol 7]fie] AlEs WACCE agdof stopA|eh o|d A4 &d 7]
Aol A3 EVA 40 w3k o7t EAsH E Aotk @ EVAE S7H4

2 2Ho2 A £o4(eume]l ¥ A0 FA4D A4 ¥Y A,
o = AYS A AYYARE 1 £YHE W 3este] S0l A
g 94 ISR @ HE ANE 0T Aol @ Aol VT 249

76) P. C. Brewer, G. Chandra and C. A. Hock, op. cit. 1999, pp4-11.
770 D. E. Keys, M. Azamhuzjaev and J. Mackey, "Economic Value Added : A Critical
Analysis”, Journal of Corporate Accounting & Finance, Vol.12, No.2, 2001, pp.65-71.
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