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Abstract

This thesis considers the maritime fleet renewal problem (MFRP) for a major liner
shipping company. The MFRP is a strategic problem with a planning horizon of
several years. The literature study shows that there is a general lack of research
about these types of problems. One hypothesis that can explain this lack, is that
the current profit maximizing or cost minimizing models presented in research does

not coincide with the objectives of the decision makers at the strategic level.

A new model that maximizes investment returns, in terms of Return on Capital
Employed (ROCE), is developed, as well as a profit maximizing model. The model
maximizing ROCE is believed to better describe the objectives of decision makers
at the strategic level than the profit maximizing or cost minimizing models found in
current literature. The profit maximizing model will be used as a comparison to the

new ROCE maximizing model, to evaluate the solutions suggested.

To be able to solve the ROCE maximizing model, which has a fractional objec-
tive formula with decision variables both in the numerator and the denominator, a
transformation method has to be applied. The inclusion of both binary and integer
variables complicates this picture further, and the transformations of these variables

have to be handled explicitly.

The computational study compares the solutions from the two models, including
testing for the impact of varying input parameter values, as well as testing expansions

of the model including charters and a second hand market, as well as using both a



two-stage and three-stage stochastic model.

The results from the computational study shows that there are major structural
differences between the solutions from the two models, with the ROCE maximizing
model being far more conservative in investments than the profit maximizing model.
The findings from using the ROCE maximizing model give new insight for operations
research considering strategic, maritime problems. This will hopefully contribute to
the development of better decision support from operations research for these types

of problems.



Sammendrag

Denne avhandlingen vurderer det maritime flatefornyelseproblemer (MFFP) for et
stort shippingselskap. Det MFFP er et strategisk problem med en planleggingsho-
risont som strekker seg over flere ar. Litteraturstudien viser at det er generell mangel
av forskning pa denne typen problemer. En hypotese som kan forklare denne man-
gelen, er at objektfunksjonen i dagens profittmaksimerende og kostnadsminimerende

modeller ikke sammenfaller med objektivene for beslutningstakere pa strategisk niva.

En ny modell som maksimerer avkastningen pa investeringene, i form av avkast-
ning pa sysselsatt kapital (ROCE), er utviklet, samt en profittmaksimerende modell.
Den ROCE-maksimerende modellen antas a bedre beskrive objektivene for beslut-
ningstakere pa strategisk niva, enn de profittmaksimerende og kostnadsminimerende
modellene som er presentert i litteraturstudiet. For a kunne sammenligne resultatene

fra den nye modellen, er en profittmaksimerende modell ogsa utviklet.

For a veere i stand til a lgse den ROCE-maksimerende modellen, som har en frak-
sjonell objektivformel med beslutningsvariabler bade i teller og nevner, blir en trans-
formasjonsmetode tatt i bruk. Binsere og heltallsvariable kompliserer dette bildet

ytterligere, transformeringen av disse handteres eksplisitt.

Et resultatstudie sammenligner lgsningene fra de to modellene. Det inkluderer ogsa
analyser for justering av parameterverdier, samt utvidelser av modellen, inklud-
ert charter-muligheter og et bruktmarked for skip, samt en to-trinns og tre-trinns

stokastisk modell.



Resultatene viser at det er store strukturelle forskjeller mellom lgsningene fra de to
modellene, der den ROCE-maksimerende modellen er langt mer konservativ i in-
vesteringsbeslutningene enn den profittmaksimerende modellen. Funnene fra bruken
av den ROCE-maksimerende modellen gir ny innsikt til optimeringsfeltet innen
strategiske, maritime problemer. Dette vil forhapentligvis bidra til utvikling av

bedre beslutningsstgtte fra optimeringsfeltet for slike problemer.
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Chapter 1

Introduction

The shipping industry is part of the seaborne trade, and consists of transportation
of cargo by sea. The distance covered can range from local (e.g. ferries) to global
(e.g. goods from Asia to Europe) transportation. Over the last decades, seaborne
trade has been steadily increasing, from a volume of 2 605 million tons in 1970 to 8
748 million tons in 2012 (Asariotis et al., 2012). Figure 1.1 shows the development of
world trade, seaborne trade, world gross domestic product (GDP) and the growth in
OECD countries. It can be seen that world trade has been growing faster than the
world GDP. This can be explained by the increasing globalization seen over the last
decades, demanding more trade between the different geographic areas of the world.
Looking towards the future, as unpredictable as it may be, there seems no reason
to expect any major setbacks in globalization. Thus it seems reasonable to assume
that the world seaborne trade will continue to develop in line with the economic

development in the world in the future as well.
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Figure 1.1: The OECD Industrial Production Index and indices for world GDP, world merchandise
trade and world seaborne trade (1975-2012) (1990 = 100) Asariotis et al. (2012).

Even though the seaborne trade has been increasing steadily over the last decades,
the shipping industry is considered cyclical of nature, with varying peaks and troughs
(Stopford, 2008). Peaks are often recognized by increasing demand which is not met
to full extent through increase in supply, while troughs can be recognized for instance
by increasing supply with demand which cannot keep up, or even decreases. Stopford
(2008) indicates an average length of about 7 years for a cycle of a peak and a trough,
but the variance is large, and changes in market conditions can happen rapidly from
year to year. This was last shown in the downturn after the financial crisis in 2008,
leading for example to a decrease in global container trade of almost 10 % from 2008

to 2009 (Asariotis et al., 2012).

The shipping industry in general have long planning horizons when it comes to
acquisition and disposal of ships. Lead times for new ships are normally over a year,

sometimes as much as four years, from order until the ship is delivered. The lifetime



of a ship is often considered around thirty years. Taking this into account, it is
difficult to plan years ahead for investments that will last several decades, when one
knows that the market changes in the same period can be large and unpredictable.
It has been shown that shipowners tend to adapt to the current economic conditions
of the market by extending the lifetime of ships in their fleet in good times and

sometimes expedite scrapping of ships in bad economic times (Stopford, 2008).

In the last four years, when the world economy has seen little growth following the
financial crisis in 2008, the total supply in the shipping market has increased by 37 %,
far more than the worldwide economic growth in the same period. The oversupply in
the freight market leads to lower freight rates, pushing the margins of the shipping
companies. Figure 1.2 shows the development of container rates from 2007 to 2012.
At the same time as rates are decreasing, stable or increasing oil prices have lead to
increased fuel prices, making the bunker fuel costs a larger share of the total cost for

the shipping companies (Asariotis et al., 2012).

Figure 3.1. New ConTex 2007-2012 (Index base October 2007, 1,000 points)
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Figure 1.2: New ConTex Index 2007 - 2012 (Index base 2007 = 1000)(Asariotis et al., 2012)



Chapter 1. Introduction

Shipping operations were classified into three modes by Lawrence (1972); industrial,
tramp, and liner shipping. In industrial shipping the cargo owner also controls the
fleet of ships, and tries to transport its cargo at the lowest possible cost. In tramp
shipping the ships operate where there is cargo, as a taxi operation. The companies
will usually have a large amount of the capacity tied to long term contracts, but will
also try to maximize profit from optional spot cargoes. Liner shipping companies
operate with published routes and schedules, much like a bus company. There are not
necessarily clearly defined boundaries between the three shipping modes presented,

and a company can operate with multiple modes for different parts of the fleet.

For shipping companies, we often categorize the decisions they have to make into
operational, tactical and strategic decisions. The difference between the categories
are in the timeline of planning horizon for the decisions that need to be taken.
Operational decisions look into the "here and now” level of planning, for example
which speed should be used for a ship going from A to B. The tactical level looks into
problems with a longer planning horizon, e.g. which ships should be used to service a
trade, and fleet size and mix problems (FSMP) for shorter planning horizons. At the
strategic level one looks at decisions which spans up to several years, such as fleet size
and mix problems for planning horizons spanning over several years. With longer
planning horizons, uncertainty tends to increase, meaning that strategic problem

usually have more uncertainty involved than tactical and operational problems.

To handle the nature of the shipping industry, shipping companies must rely on op-
timal decisions at all decision levels. Increased performance of the fleet in terms of
better utilization and improving technology, leading to savings in operating costs,
will also help shipping companies in dealing with the challenges faced. Operations
research can assist shipping companies with all these aspects. As the shipping indus-
try has a high degree of uncertainty related to the future development of demand,
freight and fuel prizes and more, uncertainty should be handled. In operations

research, two main approaches to handling uncertainty has developed; robust opti-

4



mization and stochastic programming. A short introduction will be given in Chapter

3.

When looking at FSMP where there exists an initial fleet that is going to be replaced
over a planning horizon spanning several years, this is referred to as a fleet renewal
problem (FRP) (Pantuso et al., 2013). FRPs have received less attention than other
categories of FSMPs. This report will consider the maritime fleet renewal problem
(MFRP) for a case company which can be said to operate in a liner shipping mode.
The case company transports goods in the roll-on/roll-off (ro-ro) category. This
shipping category is to a very high degree affected by the changes in the world
economy, as one of the major customer groups is car producers. Demand for shipping
of cars is highly correlated with the world economy. Normally, freight agreements
with car manufacturers are stated in share of production, and not absolute figures.
This means that the amount of transported cars will vary with production, which is

highly correlated with the world economy.

Current research for the shipping industry have focused more on the operational and
tactical problems that the industry face, than the strategic problems. These have
received less attention, perhaps due to a mismatch between the objectives that have
been used in the models, and the objectives of the decision makers at the strategic
level. Strategic problems cover a longer planning horizon, and may involve large
capital investment decisions, such as in the MFRP. Because of the large investment
decisions, it may be that traditional cost minimizing or profit maximizing model
does not reflect the considerations done at the strategic decision level. To address
this problem, a model will be developed for maximizing investment returns, trying
to reflect the objectives of decision makers facing strategic problems in a better way
than the traditional profit maximization and cost minimization models. It aims to
improve the decision support from operations research for decisions maker at this
level. There has been little or no work done earlier in operations research when it

comes to measuring investment returns for MFRPs, and it may thus be considered
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of great interest to expand this field of research to assist better strategic decision
support for the industry. To be able to compare the results form the new model,
a profit maximizing model will also be developed. The model will use stochastic
programming as an approach to handle the uncertainty of future development in the

market.

This report is structured as follows: Chapter 2 will describe the MFRP in detail
and discuss the use of investment returns in the objective function. In Chapter 3
an introduction to uncertainty and how this can be implemented in models will be
given. Chapter 4 presents a short literature study for the problem. Chapter 5 will
describe the two models developed for this report. Chapter 6 will present and discuss
results of the computational study. Chapter 7 summarizes the key takeaways from

the report.



Chapter 2

Problem Description

This chapter will start by describing the maritime fleet renewal problem (MFRP) in
detail in Section 2.1, before discussing the use of different types of objective functions

in Section 2.2.

2.1 The Maritime Fleet Renewal Problem

The maritime fleet renewal problem (MFRP) is considered a version of the maritime
fleet size and mix problem (MFSMP). The MFSMP is the problem of optimizing
the size and mix of a fleet of ships to meet demand requirements. MFSMP can
range from tactical to strategic problems, depending on the length of the planning
horizon. When taking into account multiple time periods and an initial fleet, the
problem turns into the MFRP (Pantuso et al., 2013). The MFRP is the problem of
deciding how many and which ship types to operate in each time period to efficiently
meet demand. It includes decisions about how to acquire new ships and dispose of

old ones.
To be able to solve the MFRP, one must also consider operational decisions to es-

7



Chapter 2. Problem Description

timate how much capacity is needed to meet demand. The operating decisions can
be solved as either a scheduling, routing or deployment problem. The highest level
of detail is found in scheduling problems. The level of detail decreases with routing
problems, and even more so in deployment problems, which is at higher level of
abstraction. Without a good solution to the operating decisions, the solution to the
MFRP will risk not being optimal because of false assumptions regarding the oper-
ating decisions. Problems at the strategic level often use high-level models, this may
be because of several reasons: Tradeoffs between level of detail and computational
efficiency, there might not be any more detailed data available, or the data available

is so uncertain that it does not reason to use it for strategic planning.

The MFRP is solved each time the strategic planning is performed, so the emphasis
of the problem is on the decisions to be taken here and now, i.e. which ships to buy
and sell in the upcoming period. The decisions proposed for following periods are
only meant as decision support, meaning that they explain how the solution outline
the development of the fleet in the coming periods, but the final decisions for these

periods are taken at a later time.

There are several ways of obtaining new ships, one of them building new ships (the
building is done by a shipbuilder, but building will be used as term for new ships to
differ from buying ships from the second hand market). New ships must be ordered
from a shipbuilder, and have a lead time from order to delivery ranging from one
year up to perhaps four at the most. In addition to building new ships, it might
also be possible to buy ships in the second-hand market. When buying ships in
the second-hand market, there is usually no lead time, given that the seller has
received the ships in its fleet, and is ready to be delivered to the buyer as soon
as the arrangements have been made. Besides buying a new or second hand ship,
there is also a possibility of chartering in ships. Chartering in ships does not affect
the composition of the fleet, but can provide flexibility in the operating decisions.

Space, voyage, time and bareboat charter are the most common chartering types.



2.1. The Maritime Fleet Renewal Problem

With space charter you pay for the space needed to transport a shipment, typically
on a liner ship. Voyage charter means paying to have a ship perform one or more
voyages between specified ports at an agreed rate. With time charter, you charter
an entire boat for a specified period, paying a charter rate plus all sailing costs.
Bareboat charter means hiring a ship, usually for a longer time period, paying an

agreed rate and all fixed (capital costs, insurance, etc.) and sailing costs.

When it comes to disposing of ships, ships can be sold at the second-hand market,
or ships can be scrapped. When a company decides to scrap a ship, it is usually
paid a rate based on the current value of the steel in the ship. If a company does
not want to scrap or sell a ship, but still does not plan to sail with it, the ship can
be put in lay-up, saving the company for some of the costs due to less crew, and
minimum engine activity, it may also be possible that they are able to reduce their
insurance cost if a ship is in lay-up over a longer period. There is also the possibility
of chartering out ships the same ways as one can charter them in, and selling them
in the second hand market. The same way as with chartering in ships, this does
not affect the composition of the fleet, but provides flexibility for the operational

decisions.

The shipping company have a set of fixed costs, such as capital and operating costs.
Capital costs are related to the amount paid when buying a ship, in addition to the
way the ship is financed; through debt (loans) or equity (cash). Operating costs are
connected to manning, insurance, maintenance and repair, and administrative costs.
The possibility of putting ships in lay-up is a way of saving costs for the shipping
company when it does not want to sell or scrap a ship. The variable costs incur when
a ship is sailing, and consists of fuel costs, port and canal fees, and cargo handling
costs at ports. The fuel costs will vary with the length of the route sailed and
the operating speed, and typically make up most of the variable costs. In the case
that the shipping company does not have enough capacity to transport a contracted

demand, the company will need to use space charter to ensure transportation of the
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agreed amount.

In Ro-Ro shipping, one considers different types of cargoes, such as cars, high and
heavy (HH) and break bulk (BB). The different ship types have different capacities
for different types of cargoes. When taking different types of cargoes into consider-

ation, the problem is further complicated.

2.2 Introducing a new objective function

Previous work on the MFRP have mostly used profit maximization or cost min-
imization as the objective function. These types of objective functions are very
useful when the major decisions about what to do in the planning horizon are made.
When considering the MFRP, the decisions made will possibly lead to large invest-
ments in terms of new ships. These are decisions that often are made by the top

management or investors of a company.

When making strategic decisions, top management and investors will often be inter-
ested in the rate of return that investments will give, and the risk associated with
the investments. Since the MFRP only consider investments for a shipping company,
the risk rate can be considered equal for all proposed solutions, meaning that rate of
return will be an important measure for decisions. To model this reality in a better
way, the use of investment returns as objective function will give a new dimension

to using operational research to solve the MFRP.

When measuring investment returns, a wide range of measures have been developed
for this purpose. In this report, Return on capital employed (ROCE) will be used.
ROCE considers the returns from operations compared to the necessary capital em-

ployed to perform the operations. In (Coles, 1997) ROCE is defined as

10



2.2. Introducing a new objective function

Operating profit(P?)

ROCE =
Capital employed (CF)

(2.1)

Capital Employed can have many definitions, one of which is the capital investment
necessary for a business to function. When applying this to the MFRP it is rea-
sonable to define Capital Employed as the capital investments in the shipping fleet.
Other capital such as buildings will not be taken into consideration. When starting a
planning horizon, the initial fleet will have an initial value for the capital employed,
and as the planning horizon proceeds, this will be updated with the adjustments of

the fleet.

The definition in Equation (2.1) considers ROCE for one time period. When consid-
ering ROCE for the MFRP, one should consider the average Capital Employed for
the period. The definition of ROCE over the planning horizon used in this report

will therefore be:

ROCE =) EPL (2.2)
S CP/(T+1)

where PPT is the operational profit in time ¢, CF is the capital employed in period t,
and T is the length of the planning horizon. This is more accurately named Return

on Average Capital Employed (ROACE), but the term ROCE will be used for this

report.

The formulation in Equation (2.2) gives a ROCE for the entire planning horizon.
From this it is possible to estimate the compounded annual growth rate (CAGR)
from the following formula (Luenberger, 2009):

11



Chapter 2. Problem Description

(14+ CAGR)" =ROCE + 1
1+ CAGR =(ROCE + 1)
CAGR =(ROCE + 1)

Sl

(2.3)

S

-1

ROCE only measures the return as share of investment, so 1 is added to the right
hand side of the equation. Omitting this 1 would lead to a ROCE of 1 giving a CAGR
of 0%, which would not seem logical, considering that the returns have been positive.
CAGR is used to define the return per year, if all returns are reinvested, for instance
for money placed in a saving account. There is a difference between this type of
investment and the investments considered in the MFRP; when investing by putting
money in a bank account, the investment sum is guaranteed. When investing in a
ship fleet, the investment is tied to the ship, and it cannot be expected to have the
entire investment returned if one were to sell all the ships. Because of this, CAGR,
as used in this report, can be considered the rate of capital employed returned per
year. The ROCE measure can be said to measure how much of the capital employed
that is returned over the planning horizon. It is important to realize that the CAGR
presented in this report can not be compared directly to, for instance, the interest

rate in a bank, or the CAGR of a stock investment.
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Chapter 3

Modeling Uncertainty

As mentioned in Chapter 1, shipping companies solving the MFRP face a large degree
of uncertainty over the planning horizon considered. In optimization, uncertainty is
reflected in the parameters of the problem, which are influenced by random variables.
Two examples of this are demand and cost of sailing. Demand will be influenced
by the world economy, and the cost of sailing will be influenced by fuel prices, both
the world economy and fuel prices being parameters which are uncertain. The set
of possible outcomes of the random variables is referred to as a scenario tree. This
chapter will give an introduction to how uncertainty can be modeled when solving
the MFRP. Section 3.1 will give an introduction to stochastic programming which
will be used for the models developed in Chapter 5. In Section 3.2, methods of

building and evaluating scenario trees will be introduced.

In operations research, there are different ways of approaching uncertainty. Two of
the most commonly used approaches are stochastic programming and robust opti-
mization. Stochastic programming, starting from a probability distribution of the
random parameters, tries to describe the potential outcomes in the best possible
way, using scenarios. Stochastic programming maximizes the expected objective

value based on possible stochastic future outcomes of the random variable(s). Higle
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(2005) gives a thorough introduction to stochastic programming. Robust optimiza-
tion, on the other hand, can be said to consider uncertainty models that are not
stochastic, but deterministic and set based. Bertsimas et al. (2011) give an intro-
duction to robust optimization. Robust optimization ensures feasibility in all cases,
which is specially important if there are not good recourse actions available. For
this report, looking at the MFRP, stochastic programming is chosen because of the
dynamics of the problem, and the possibility of recourse options, such as space char-

ters.

3.1 Stochastic programming

Solving problems without handling uncertainty means solving deterministic prob-
lems (DP). DP may be used because there are little, or no uncertainty involved in
the problem faced. On the other hand, for problems such as the MFRP, which is
considered to have a large degree of uncertainty, solving the problem as a DP usually
means solving the expected value problem (EVP), which means that the expected
value of the random variables are used. If the realization of the random variables is
the same as the expected values, the EVP finds an optimal solution. The problem
is that this solution has no guarantee as to how it will perform if the realization of
the random variables differs from the expected value. Then the solution may behave

very poorly, or even be infeasible.

Implementing the possible outcomes of the future is hard to do in a perfect way, as
the realization often follows a continuous probability distribution. Think of future
demand for transportation of cars for the MFRP that is studied in this paper. That
demand is continuous over a possible very large interval. To implement the con-
tinuous probability distribution, will mean that solving an integral in the objective
function will have to be done. By using a discretization of the contribution, this is

avoided. The discretization is modeled by scenarios, and a higher number of scenar-
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Figure 3.1: Representation of scenarios trees

ios will possibly give a more realistic approach to the problem, but will also increase

the complexity of the problem.

The discretization of the uncertain variables is represented through a scenario tree,
where the path of each leaf node correspond to a given realization of the random
variables throughout the planning horizon. This scenario tree can be represented ei-
ther with scenarios as in Figure 3.1a or with nodes as in Figure 3.1b. These pictures
illustrate a scenario tree where one random variable can have a high or low devel-
opment from the first time period to the second, and from the second time period
to the third. This gives in total four scenarios. The scenario representation means

that each possible leaf node has its own path through the planning horizon.

The examples shown in Figure 3.1 are called three-stage scenario trees. A stage is a
time period where information is revealed or where a decision has to be made. The
first stage here is in t = 0, where all scenarios have the same information about the
random variables, which is the possible outcomes and their discrete distribution. The
second stage is t = 1, where the realization of the random variables for ¢ = 1 is known
(high or low), the third stage is t > 2, where the realization of the random variables

for t = 2 and onwards is revealed. The dotted circles in t = 0 and ¢ = 1 in Figure
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Chapter 3. Modeling Uncertainty

3.1a represents non-anticipativity constraints, where decisions made in scenarios in
the same circle has to be equal at this time, since at this stage, all information about
the future realization of the random variables is the same for these two scenarios.
Both scenarios have experience a high development of the random variable from the

first to second stage, but the future outcome is uncertain for both scenarios.

In stochastic programming, the term ”recourse” is often used. Higle (2005) define
recourse as the opportunity to adapt a solution to a specific outcome. In a two
stage model, often some decisions has to be made about resources in the first stage,
before demand is known in the second stage. This is the case for the maritime
fleet renewal problem (MFRP), where investment and scrapping decisions has to be
made in the first stage, before, for instance, demand and prices are known. Recourse
actions in this case are, amongst other, the possibility to put ships on lay up in case
of overcapacity in the fleet and use space charters or charter in ships in cases of

undercapacity in the fleet.

3.2 Building and evaluating scenario trees

Kaut and Wallace (2003) present several methods of generating a scenario tree, de-
pendent on the properties of the problem and available knowledge about the true
distribution. These are conditional sampling, sampling from specified random vari-
ables and correlations, and moment matching, which will be briefly introduced here,
as well as path-based methods and optimal discretization. Conditional sampling
take samples in each node directly from the distribution, or by some explicit formula
according to for instance the current stage in the scenario tree. Conditional sampling
usually samples from each random variable, and combines them all-by-all, meaning
that the scenario tree grows exponentially with each random variable. If s scenar-
ios are being sampled for k£ random variables, the total number of scenarios ends up

being s*. Conditional sampling cannot handle correlations between the random vari-
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ables. It is also possible to sample from specified random variables and correlations.
In that case, the distribution of each random variable and the correlation between
the random variables is known. If the distribution is not known, it is possible to
sample using moments of the distribution for the random variables (mean, variance,

skewness, kurtosis etc.) instead.

Once a method for building the scenario tree has been chosen and scenario trees
are generated, it is possible to measure the quality of the scenario trees. Kaut and
Wallace (2003) state that the quality of the scenario tree does not depend on the
approximation of the distribution, but the quality of the decision it leads to. So
instead of looking at the scenario tree, one considers the error of the approximation,
which is defined as the difference between the value of the true objective function at
the solutions of the true and approximated problem. From Pflug (2001) a definition

of this error is given:

es(&.&) = Flargmin F(x;); &) — F(argmin F(z:&); &)
’ L o (3.1)
= Fargmin F'(z;&); &) — mxin F(z;&)

Here, ft is the ”true” scenario tree, while & is a generated scenario tree. The for-
mulation in Equation (3.1) has one obvious problem; for most practical problems
it is impossible to calculate. Kaut and Wallace (2003) decides to evaluate a sce-
nario generation method, instead of trying to find the optimal scenario tree. They
state that one would like to know that the scenario tree has stability, and no bias.
The latter property is hard to test, because it involves solving the problem for the
true (continuous) scenario tree, and if one could do that, there would be no need to
generate other scenario trees. Stability is given both as in-sample stability and out-
of-sample stability, which both desirable. In-sample stability is given by comparing
the optimal solutions from using different scenario trees. With K scenario trees, it

is defined as
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F(a}; &) = F(x]; &) kilel. K (3.2)

Out-of-sample stability is given by comparing the solutions from using different sce-
nario trees. These solutions are then tested against the "true” scenario tree, referred

to as €. With solutions from K scenario trees, it is defined as

Fal; &) ~ F(z}: &) kel K (3.3)

In-sample stability is far easier to test for than out-of-sample, since out-of-sample
stability demands that one knows the true scenario tree, which may not be the case,
and if it is known, may be practically impossible to test because of the complexity

of the problem.

If the true distribution of the random variables is not known (which is often the
case, since the future for most cases is impossible to predict), the quality of the
scenario tree may be impossible to evaluate in a good way. Pantuso (2014) examines
which properties of the uncertainty is important in stochastic programming. Pantuso
(2014) finds that the correlations between the random variables and the shape of the
distribution does not impact the solution to a large degree, so failing to describe these
correctly does not necessarily have a large impact on the quality of the solutions from
the scenario tree. The mean value of the variables on the other hands, will have larger

impact on the solutions, if estimated incorrectly.
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Chapter 4

Literature

This chapter provides an overview of literature relevant to the problem addressed
in this report. This chapter will try to highlight how previous work done within
the field of fleet size and mix problems (FSMP) relates to the work done in this

report.

In Section 4.1, the methodology used for finding relevant literature will be presented.
In Section 4.2, literature on FSMP will be presented. The maritime fleet renewal
problem (MFRP) is a type of FSMP. To get a broader picture of research done within
the field, a coverage of FSMP will be reviewed first, before Section 4.3 presents
literature on the MFRP.

4.1 Methodology

Two survey papers have been used as sources for this review. Hoff et al. (2010)
give a comprehensive picture of relevant literature for fleet composition and routing.
They have a general focus on the problem, including road-based and maritime prob-

lems. The survey by Pantuso et al. (2013) focuses on papers about the maritime
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fleet size and mix problem (MFMSP), including the maritime fleet renewal problem

(MFRP).

In addition to the survey papers by (Hoff et al., 2010) and (Pantuso et al., 2013),
Scopus search has been used as an extra source to provide exhaustive coverage of
all relevant literature. Scopus (Scopus) is considered one the largest and best bibli-

ographic databases available.

For the fleet size and mix and fleet renewal problem, four Scopus searches were

performed. The first search phrase required the words "maritime”, "fleet”, "size”
and "mix” to be included in the title, abstract or keywords. This gave six results,
whereof two were the survey papers by Pantuso et al. (2013) and Hoff et al. (2010),
and two were other survey papers referenced in the former two. The final two
papers were without relevance for the problem in this paper. Omitting the word
"maritime” gives 94 results, one of them being a literature survey on optimization
in container liner shipping by Tran and Haasis (2013). This survey does conclude
that there has been little interest in ship investments from the optimization field.
The most recent result for this search is the survey paper by Pantuso et al. (2013).
Substituting the word ”maritime” with ”ship” or "shipping” gives five and seven

results respectively.

For the fleet renewal problem, four Scopus searches were performed. The first search
phrase required the words "fleet” and "renewal” to be included in the title, abstract
or keywords. This gave 220 results. Including the word "maritime” gives 10 results.
Substituting the word ”maritime” with ”ship” or ”shipping” gives 48 and 17 results

respectively.

The results from the Scopus searches were manually examined to check for relevance
for this report. Most results could easily be omitted by reviewing the title and/or
abstract, finding that they had no relevance for this study. The fact that Scopus
search gave nearly no extra contribution compared to the literature presented in the

surveys by Hoff et al. (2010) and Pantuso et al. (2013), show that there is not a large
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amount of literature regarding the MFSMP and MFRP available.

4.2 Fleet size and mix problems

Hoff et al. (2010) give a comprehensive review of relevant literature for fleet compo-
sition and routing. They have a general focus, including road-based and maritime
problems. Hoff et al. (2010) find that most of the literature reviewed consider ques-
tions regarding the operational decisions about fleet composition and routing. They
state that there is a general lack of literature regarding the tactical and strategic
decisions. There might be several reasons as to why there is little work done on
strategic and tactical problems regarding fleet composition and routing. One of
them is the uncertainty involved when considering longer planning horizons, making
a more high level approach to the routing problem suitable. Another is the fact
that such problems may become far to complex to solve with the current solution
methods. A third reason might be because of the misalignment between the models

suggested and the objectives of the decision makers, as stated in Chapter 2.

The survey by Pantuso et al. (2013) focuses on papers about the maritime fleet size
and mix problem (MFMSP). The survey finds that there is a general scarcity in the
papers dealing with the MFSMP. In addition, very few papers consider an initial

fleet to be renewed, and few papers explicitly treat uncertainty:.

The papers reviewed by (Hoff et al., 2010) are categorized by method (exact or heuris-
tic), problem type (fleet sizing, fleet composition, fleet composition and routing, or
heterogenous fixed fleet routing) and modality (maritime, road-based or generic).
For the purpose of this report, it is also interesting whether the papers consider the

investment decisions or not.

The findings by Hoff et al. (2010) about most papers considering the operational

decisions shows itself in the fact that most papers does not consider an initial fleet,
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or discuss the investments needed for the solutions found. Golden et al. (1984) is
referred to as the first paper that reference the fleet size and mix vehicle routing
problem. The paper consider the problem of finding the optimal fleet mix, and then
solve the routing problem using this fleet as the available fleet. The paper does
not consider an initial fleet, or expansion of the fleet, just finding the optimal fleet
size and mix. The same findings are valid, for instance, for Sigurd et al. (2005).
They solve a vehicle routing problem to estimate the best fleet for a ship scheduling
problem. The model only considers the optimal fleet size and mix to minimize the
cost of the routing problem, and does not explicitly consider the purchase price of a

new ship.

Still, there are some papers that take a strategic perspective when solving the prob-
lem. Fagerholt et al. (2010) present a decision support methodology for strategic
planning in maritime transportation. They use simulation to both generate scenar-
ios and evaluate strategic decisions. The set of strategic decisions, such as which
contracts to take and the fleet size and mix, are generated by experts before the
model is run. The model maximizes profit, for each scenario and strategic decision,

a short-term routing and scheduling problem is solved.

Another example of a paper that consider the strategic perspective is Pesenti (1995),
which include a model for the organizational setup, in terms of a hierarchical model
with cooperation between strategic, tactical and operational levels in the organiza-
tion. The problem considers purchasing and use of container ships. The strategic
level reports it decisions to the tactical level which then reports back to the strategic
level with feedback on the decisions proposed from the strategic level. The model
considers a fixed cost of buying and operating a ship. The strategic level objective
function considers the cost and revenue from buying and selling ships, expected rev-
enue from possible routes to service as well of cost of idle time and waiting time for

customers (based on fleet utilization), maximizing the total profit.
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4.3 Maritime fleet renewal problem

The survey paper by Pantuso et al. (2013) includes a section on the MFRP, where
they find that very few of the papers reviewed consider the MFRP. All papers con-
sidering the MFRP, which explicitly handles the operating decisions, use some kind
of higher level deployment model. The survey does not focus on how the objective
function is constructed, most likely because all papers consider a cost minimizing
or profit maximizing objective function. The papers that consider the MFRP have
a strategic perspective by nature, and most of the papers that consider uncertainty
explicitly looks at the MFRP. The reason for this is probably explained by the fact
that uncertainty increases with the length of the planning horizon one considers.
Papers considering strategic problems, such as the MFRP, will usually have a longer

planning horizon than papers that considers operational or tactical problems.

Not all papers on the MFRP consider operational decisions at all. Jin and Kite-
Powell (2000) present an analytical model for optimal fleet replacement and oper-
ations. The model does not take into consideration uncertainty or chartering, and
does not consider the operational decisions. The objective function maximizes profit,

and the model does not consider expansion of the fleet, only replacement.

Most papers have some way of modeling the deployment. Xinlian et al. (2000) present
a dynamic model for fleet planning. In the model they first optimize deployment
for different stages and fleet developments, before using these results to develop the
optimal strategy for fleet development. They model the deployment between routes,
much like the deployment model in this report, which will be presented in Chapter
5. The model minimizes cost of operational decisions and building up the fleet.
Meng and Wang (2011) take a similar approach as Xinlian et al. (2000) as they
introduce a scenario-based dynamic programming model. The model is intended
for liner shipping, and solves the deployment problem as a MIP. The scenarios are

generated by experts and describe different developments of the fleet and estimated
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demand. The operating decisions are taken on routes travelled, but where there is
possibility of several pick up and delivery ports along a route. The model maximizes

profit from operations.

Pantuso et al. (2014) present a model for the MFRP which handles uncertainty
explicitly. The model has a cost minimizing objective function, with no optional
demand or contracts. The operating decision is solved by deployment on trades, on
which the model in this report to a large degree follows. The deployment formulation
is similar to the one presented by Christiansen et al. (2013). Pantuso et al. (2014)
finds that using stochastic programming to handle uncertainty will improve solutions

when solving the MFRP.

Papers that handle uncertainty have different approaches as to how uncertainty is
handled. Both Pantuso et al. (2014) and Meng and Wang (2011) use stochastic pro-
gramming. Alvarez et al. (2011) on the other hand, present a robust optimization
model which handle uncertainty explicitly. The model can deal with varying degrees
of risk tolerance. The deployment is considered between markets for different com-
modities, much like the trades in this report. The model considers purchase price
as a fixed up-front cost, and does not consider lead time for delivery of new ships.
Alvarez et al. (2011) consider the investments needed in terms of a budget constraint
which limit the total net amount that can be invested in the fleet during the plan-
ning horizon. However, they do not in any way discuss the solutions in terms of

investment needed.
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Chapter 5

Mathematical formulations

In this chapter four mathematical formulations of the MFRP will be presented.
Modeling assumptions for the formulations will be discussed in Section 5.1. Then a
model that maximizes profit will be presented with two formulations in section 5.2.1
and 5.2.2, one with a scenario representation and one with a node representation of
the scenario tree, as discussed in Chapter 3. Then a model that maximizes ROCE
will be presented with two formulations in section 5.3.1 and 5.3.3, one scenario and

one node formulation.

For the ROCEMax formulations, transformations of the variables will be needed,
as well as linearizations of the transformations for the integer and binary variables.
The transformations and linearizations will not be shown in full for all variables. All

formulations presented in this chapter can be found in full in Appendix A.

5.1 Modeling assumptions

This section will cover some of the modeling assumptions, as well as some case specific

characteristics, before the formulations are presented in Sections 5.2 and 5.3.
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It is assumed that new orders and scrappings of ships must be integer variables. It
could be argued that it is possible to order parts of a ship by selling a part of the ship
in the open market or entering an agreement with another company. This possibility
will not be considered in this report. For ships put on lay-up, chartered in or out,
these can be fractional. A fractional value of the variable will indicate that a ships

was only put on lay-up or chartered in or out for parts of the period.

The model assumes that there will be demand for three types of cargo: Cars, HH and
BB. Demand and capacity is given in the unit RT43, which is a standard measure-
ment unit for cars cargo. One RT43 is equal to 9.1 cubic metres. HH is cargo that
needs special placement because of height and/or weight, while BB is other cargo
not compatible with standard cargo sizes. The ship has different capacities for each
type of cargo, all given in RT43 units. The largest capacity of all cargo types is also
considered the total capacity for the ship, normally cars. An assumption is made
that the capacities fill up individually, up to the capacity for each type and the total
capacity of a ship. This is not completely accurate, as there is usually is an extra
restriction for the capacities of HHs and BBs. Implementing this would require a
load variable for cargo. Since the demand for cars is by far the highest of the three
cargo types, this restriction is not expected to have large impact on the solutions to
the problem. Therefore, for sake of computational effectiveness, this restriction is
omitted. Table 5.1 shows some examples of valid and invalid combinations of cargo
load for an example ship type. Example 1 is valid, since the capacity for all cargo
types is not exceeded, and the total cargo load is not above the total capacity for
the ship. Example 2 is invalid, even though all capacity restriction for the different
cargo types is not exceeded, the total load is above the total capacity of the ship.
Example 3 is invalid, since the load for BB is above the BB capacity of the ship. The
total capacity of the ship is respected, but that is not sufficient for the configuration

to be valid.

This report will use a high level version to model the deployment decisions, very
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Cars HH BB  Valid/invalid
Capacities 2000 1000 500
Example 1 1000 500 500  Valid
Example 2 1500 500 500 Invalid
Example 3 500 500 1000 Invalid

Table 5.1: Examples of valid and invalid configurations of cargo load

similar to the one presented in Pantuso et al. (2014). The deployment is considered
by looking at transportation on trades. A trade consists of two geographical regions;
origin and destination. Both origin and destination usually consist of several ports.
The demand for cargo to be picked up at each origin port is aggregated into a total
demand for the trade, and is delivered to the destination ports of the trade. An
example of such a trade can be between Asia and North-America, as illustrated in
Figure 5.1, where there are several origin ports in Asia and several destination ports

in North-America. This is modeled as one trade with one demand.

Oakland
usan
Tokyo 0s Angeles

Shanghai

Figure 5.1: An example trade between Asia and North-America.

When modeling deployment on trades, each trade is considered a node. In a trade,
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all origin ports are aggregated into a single origin, and all destination ports are
aggregated into a single destination, so that a visit to a trade node can be considered
traveling from the origin to the destination carrying cargo, and sailing back to the
destination in ballast. There might be some demand for cargo to be picked up in the
destination ports to be transported on another trade. So instead of having to sail in
ballast back to the origin and in ballast again to the destination, this time serving
as the origin on the new trade, this is referred to as sailing on loops. A loop consists
of serving one or several trades after another before sailing back in ballast to the
first trade. Figure 5.2 shows two example loops. The number of loops performed
during a given period can take fractional values. A fractional value of the number of
loops will indicate that one or more loops may have started in the previous period,
or will finish in the following period. When generating loops a maximum cardinality
of two has been used, meaning that loops consisting of up to two trades will be
generated. Pantuso et al. (2014) showed that when solving the MFRP using this
deployment model, larger cardinalities does not improve the solution much, but give

large increases to the solution time.

A shipping company usually have a set of contractual agreements for shipments on
trades. The trades will be separated into two sets; one set consisting of the trades
for which the shipping company have contractual agreements for demand for the
entire planning horizon, referenced as contractual trades. The other sets will consist
of trades where there are no contractual agreements at the start of the planning
horizon, referenced as optional trades. The shipping company may choose to service
these trades during the planning horizon. If the shipping company choose to service
an optional trade in a period, it must continue to do so for the rest of the planning

horizon.

When ships sail a loop, it services all trades on that loop, sailing in ballast between
the trades on the loops. In the model, ballast sailing between loops is not included.

This in an optimistic assumption about the total sailing. At the same time, ballast
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Loop servicing
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Figure 5.2: Two examples of loops, represented both on the map and as a graph.
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sailing from the destination port of the last trade to the origin port of the first
trade on a loop is included. If the next loop starts in a region other than the the
origin of the first trade on the former loop, this sailing is not likely not be included
in actual operating decisions. Thus a pessimistic assumption of the total sailing is
made. The optimistic and pessimistic assumptions about total sailing are assumed to
balance each other in a sufficient way for this model. A trade may include frequency
requirements, meaning that the trade must be serviced at least a certain number of

times during a time period.

The cost of buying a new ship is affected by the way the company chooses to finance
the ship. The financing decision when buying a ship is not considered in this report,
and all costs are considered in an up-front payment at the time the ship is ordered,
whether this is the cash sum of the ship or the net present value of future repayments

and interest.

The fleet consists of ships of different types, varying in capacities, speed and age. In

each period, only two types of ships will be available to build.

It is assumed that the ships have a set lifetime, and that they will leave the fleet when
the maximum age is reached. No considerations as to the possibility of extending

the lifetime of a ship is taken.

5.2 ProfitMax formulations

5.2.1 ProfitMax scenario formulation

Let T = {0,....,T} be the set of periods, indexed by ¢. T will then be the final
period of the planning horizon. T* is the lead time from order to delivery of a new
ship. When ordering new ships, these can be delivered in period ¢t + T if ordered in

period t. New ships are considered to enter the fleet at the start of a year, meaning
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that if a ships is ordered in time period t = 0, it is delivered at the start of period
t = T". This means that new ships can only be ordered in periods t < T — T*. For

period 0, deployment considerations are not taken into account.

S is the set of scenarios, indexed by s, each scenario has probability P of occurring,

where Y P, = 1. The set SN consists of all scenarios that are connected to scenario
s€S

s in time ¢, meaning that decisions made in scenario s in time ¢t must be the same

in all scenarios in SN4.

Let V; be the set of ships available in the market in period ¢, indexed by v. The set
of available ships that can be delivered in a period is denoted V;". This means that
ships that are part of V; must be ordered in period ¢ — T'X. In periods ¢ < T* only
ships that were ordered before the start of the planning horizon can be delivered.
These are given by the parameter Y, ¥Z which is the number of ships of type v
ordered in the sunk period, delivered at the start of period t. A,; is the age of a
ship of type v in period ¢, and A the lifetime of ships. Ships are part of V; as long
as 0 < A, < A.

N, is the set of all trades that the shipping company may operate in period ¢, indexed
by i. The subset NE of N, is the set of contractual trades, which the shipping com-
pany have contractual obligations to service from the start of the planning horizon.
NP is then the set of optional trades. Let R; be the set of all loops, indexed by 7,
with R,; C R; being the loops on which a ship of type v can sail in period ¢. The
subset R;,; consists of all loops that can be sailed by ship v in period t that services

trade i. G is the set of all cargo types, indexed by c.

Let RZ be the revenue made from transporting one unit of goods on trade i in period
t, where D;.s is the demand on trade ¢ in period ¢ for cargo ¢ in scenario s. C;?;P is

the cost of transporting one unit of goods by space charter. C9F is the operating
CCO

vts

cost for a ship, the fixed costs for having a ship in the pool for a period. Let
be the cost of chartering in one ship of type v for period ¢ in scenario s and RCY

vts

the revenue made from chartering out one ship of type v for period t in scenario s.
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CI is the cost of sailing one loop of type r. RLU is the savings made from putting
a ship on lay-up. The potential future profit of ships in the fleet at the end of the
planning horizon is modeled by the sunset value of the ships. Let R5Y be the sunset
value of ships of type v in scenario s. This value is calculated by taking the price
of a ship in the second hand market in the final period of the planning horizon, as
this should incorporate the potential future profit from a ship. CN? is the cost of a
new ship of type v ordered in period ¢ and R5C is the revenue made when scrapping
a ship. Let RSE be the revenue made from selling one ship of type v in the second

hand market in time ¢ and scenario s, while C5 is the cost of buying one ship of

type v in the second hand market in time ¢ and scenario s.

Q. is the capacity of cargo type c for a ship of type v. Let Fj; be the frequency
requirement on trade ¢ in period t. Z,, is the time it takes for a ship on type v
to perform one loop r, and Z, is the total available time for a ship of type v in a
period. The limits on the maximum number of ships to sell or buy in the second
hand market of a ship v in time t and scenario s is given by SE. and SH,,s, while
the limits on available ships of type v in time ¢ and scenario s for chartering in and
demand for chartering out is given by Clys and COys. SEys, SHys, CI,s and COy4
gives limit on the total number of ships to buy or sell in the second hand market

and charter in or out, in each period ¢.

Ty 18 the variable stating how many loops of type r is performed by ships of type v
in period t. yZ is the pool variable stating how many ships are available in period ¢
of type v. The pool variable is initially set in period 0 by the parameter Y,/” which

gives the initial fleet. In later periods, adjustments to the fleet are made by the
sc

SO yNB ySE ST which are the scrappings, new ships built, and ships

variables ¥
sold and bought in the second hand market, of type v in period ¢ under scenario s.
Ships can not be traded in the second hand market the same period as it can be
delivered as a new build, but will be available from the period after. Ships that are

scrapped in period t will not be available from the following period. The variables
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5.2. ProfitMax formulations

I and h9._ are variables for the number

ly+ says how many ships are put on lay-up. hj,, s

of ships of type v to be chartered in and out respectively, in period ¢ and scenario
S. My is the variable for units of goods transported by space charter on trade ¢ in
time ¢ and scenario s. Let d;5 be a binary variable set to 1 if the company services

optional trade ¢ in period t and scenario s.

Objective function

maxz = Z P, Z ( Z Z RE Diyesbits

s€S tETt>0  jeNO c€G
D SP OoP_ P
+ E E (RitsDiCtS - CictsniCtS) - E :(Cvts Yots
iENE ceG vEVE
CO1,1 CO 1,0
+ Cvts hvts - ths hvt
TR LU
+ E Cvrtsxm‘ts - ths lvts))
T‘Eths

NB, NB

- § E Cvts Yots
7L N
teTt<T-T" veVy

> (Rilue

teT veVy

+ Rt — Cord Yrs )

vts vts

+ Z Ry ylr,

UEVT

The objective function measure the operational profit, P9, as described in Chapter
2, which is the numerator in the ROCE measure. The objective function first de-
scribe the revenue and cost from all deployment decisions from ¢ = 1. The the cost
and revenue made from decisions about obtaining or disposing of ships, before the

sunset value is included last. The problem is subject to constraints (5.2)-(5.36):
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Chapter 5. Mathematical formulations

Demand constraints

Z Z chxvrts + Niets > Ditcsa teT \ {0}72 € NtC,C € G, s € S, (52)

VEVE TER; ot

Z Z chxvrts > Ditcsaitsa te’T \ {0},2 S Nto, CcE G,S € S, (53)

VEVE TER; ¢

Constraints (5.2) and (5.3) make sure that the demand on each trade for each cargo

type is satisfied.

Capacity constraints

Z Z Igggé(ch$vrts + chits Z ZDitcsa teT \ {0},Z S Nto, S € S,

vEVE TERut ceG ceG
(5.4)
Z Z max QevTorts > ZDitcs5its, teT\{0},ie NP ses,
vEV; T€ Ry e,
(5.5)

Constraints (5.4) and (5.5) make sure that the individual capacities for each ship,

and the total capacity of the ships are not violated.

Frequency constraints

SNt > Fu, teT\{0},ie N’ seb, (5.6)
'UG‘/t TERivt
>N e = Fubus,  t€T\{0}ie NP s€S, (5.7)

vEVE T€ERut

Constraints (5.6) and (5.7) make sure that where a trade has frequency requirements,

these are fulfilled.
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5.2. ProfitMax formulations

Time constraints

Z Z’rvxvrts S Zv(y£3 + h{;t - hgg - lvts)a

reRyt

teT\{0},veV,seS, (5.8)

Constraints (5.8) make sure that the total sailing time of ships of type v does not

exceed the available time in total for a ship of type v.

Optional trades constraints

5its S 5i,t+1,s> te T\ {O,T},Z € Ntoa RS Sa (59)

Constraints (5.9) ensures that when the company starts to service an optional trade,

it must do so for the rest of the planning horizon.

Pool constraints

yzl)Dts - yitfl,s - yitcfl,s + yiil,s - yiffl,m teT \ {0}7 v e V;f \ VtNa s € S7

(5.10)

yh =YY teT:t<TtveVN ses, 5.11

Yits = Y Dqi o teT:t>TrveVN ses, 5.12
i =Y.', welpseSs,

P _ SC
yvts - y'uts?

tET\{0}7U€‘/t\%+175€S7

I O P
lvts - hvts + hvts S yvts?

teT\{0},veV,ses,
Constraints (5.10)-(5.14) take care of ships leaving and joining the pool. Constraints
(5.10) represent the pool balance from year to year. Constraints (5.11) refer to ships
delivered that was ordered in periods before the planning horizon. Constraints (5.12)

refer to delivery of new orders of ships. Constraints (5.13) define the initial pool.
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Chapter 5. Mathematical formulations

Constraints (5.14) make sure that ships that reach their lifetime are scrapped. Con-
straints (5.15) make sure that the number of ships on lay-up minus balance of ships

the chartered in and out does not exceed the total number of available ships.

Charters and second hand market constraints

Yoty < SHys,  teT,weV;s€ES, (5.16)

Yoid <SBus,  teT,weV,s€ES, (5.17)

hl. < Clys, teT\{0},veV,seS, (5.18)

hS, < COys, teT\{0},veV,seS, (5.19)

Sy <SH.,  teTlses, (5.20)
vEV\V,N

> yiE<SE.  teTses, (5.21)
veVA\V¥

S onl,<CI,, teT\{0},s€s (5.22)
veVi\V,Y

> 15, <COu, — teT\{0},s€S (5.23)
veVA\VY

Constraints (5.16) and (5.18) make sure that ships chartered in and ships bought in
the second hand market does node exceed the maximum number of available ships
in the market of ship type v in time period ¢, and constraints (5.17) and(5.19) make
sure that ships chartered out and ships sold in the second hand market does node
exceed the maximum demand for ship type v in time period p in the market. Con-
straint (5.20)-(5.23) limits the total number of ships in each time period that can be

bought or sold in the second hand market, or chartered in or out.

Non-anticipativity constraints

yfg = y;ig, teT,veV,,se S se St];m, (5.24)
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5.2. ProfitMax formulations

ynD = yn?, teT,veV,secS 5e SN (5.25)
Yok =vyor,  teTweV,seS seS" (5.26)
yE—ySE teTweV,scS,5e SN (5.27)

Constraints (5.24) and (5.27) ensure non-anticipativity.

Convexity and integer constraints

yhl ezt teT:t<T-TrveVi.,seS, (5.28)
Y3l e 7T, te T\{T},veV,secS, (5.29)
yo e 77, teT\{T},veV,scs, (5.30)
yIE cmt teT\{T},veV,secb, (5.31)
yh e RT, teT,veV,ses, (5.32)
lots € RT, teT\{0},veV,ses, (5.33)
rl.. € RT, teT\{0},veV,ses, (5.34)
ho, € RT, teT\{0},veV,scs, (5.35)
Tyrts € RT, teT\{0},r € Ry,v € V,s€ES, (5.36)
dis € {0,1}, teT\{0},iec NP s€S. (5.37)

Constraints (5.28) and (5.29) impose non-negativity and integrality for new orders
of ships and scrapping of ships. Constraints (5.32) - (5.37) restrict the related vari-
ables to real and non-negative values. Constraints (5.37) defines dits as a binary

variable.

The ProfitMax Formulation can easily be transformed into a cost minimizing formu-
lation by removing the possibility of the optional trades. The formulation will then
solve the cost minimization problem for the setup of the fleet and trades to service

at the start of the planning horizon.
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Chapter 5. Mathematical formulations

5.2.2 ProfitMax node formulation

Instead of a set of scenarios, the node formulation for ProfitMax has a set N of
nodes, indexed by n, where P, is the probability of node n occurring. n(t) gives
all nodes n at time t in the scenario tree, and a(n,t) is all ancestors of node n in
the scenario tree in time ¢t — ¢, with a(n, 1) written simply as a(n). With these new
sets and parameters, the ProfitMax formulation is exactly the same as the scenario
formulation, except that the combination of ¢t and s has been replaced with n, and
there is no need for the non-anticipativity constraints (5.24) and (5.25). The full

formulation will then be

Objective function

mass= 32 3 F [ZZRDDmé

teT\{0} nen(t iENP c€G

+ Z Z Dicn Czé;ﬁnwn) - Z(Copyvn

1€NC ceG veEV:
+ CCOhI o RC’OhO
+ Z Cornorm = RﬁnUlvn)}
refn (5.38)

IR ED DRt

teTt<T-TL UEVN nen(t)

F2 2 2 Pl

teT veVy nen(t

+Z Z PnRi‘z/yfn

vEVE nen(T)

The objective function (5.38) is the same as (5.1), with the changes in indexes as

mentioned.
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5.2. ProfitMax formulations

Demand constraints

Z Z chxvrn + Nijen = Dz’cn; teT \ {O},Z € Ntc, CcE G,n c n(t), (539)

vEVE T€ERut

Z Z chxvrn > Dicn(sina teT \ {O},Z S Nto, cc G,n € n(t), (540)

VEVE T€ERGut

Capacity constraints

>y MAX Qoo Lurn + > Nein =Y Dign, teT\{0},ie N nenlt),

VEVE TER;ut ceG ceG

(5.41)
Z Z max chxvrn Z Z Dz’cnéinv S T\ {0}7@ € Nto7 n e n<t)7 (542>
Vi reR O ceG

Constraints (5.39) - (5.42) ensures that demand is fulfilled, and that capacity re-
strictions of the fleet is not restricted, corresponding to constraints (5.2)-(5.5) in the

scenario formulation.

Frequency constraints

2.2 T = Fu  te€T\{0}i€ N nent), (5.43)
VEVE rERGyt
S @ = Fudin, teT\{0},ie N° nenlt), (5.44)
VEVE TER;

Time constraints

Z Zrtorn < Zo(Yun + gy = Wy = Lun), t € T\{0},v € V,,nen(t), (545)

r€Ryt
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Chapter 5. Mathematical formulations

Optional trades constraints

Sia(n) < Gin, teT\{0,1},i € NP, n €n(t), (5.46)
Constraints (5.43) - (5.46) take care of frequency requirements on the trades, the
available sailing time for the fleet, and that when service on optional trades starts, it
must continue to service this trade for the rest of the planning horizon, correspond-

ing to constraints (5.6)-(5.9) in the scenario formulation.

Pool constraints

Yom = Yna(m) — Ynamn) T Yonin) — Yooin)» teT\{0},veVi\V,",nen(t),

(5.47)

yh =YP, teT:t<TrveVN nent), (5.48)
yho=yNB . teT:t=Thve VN nen(t), (5.49)
vo =Y, veW, (5.50)

Y = yf,g(n)v teT\0,veV,\ Vig,nen(t), (5.51)
(5.52)

lvn - h{m + ho < yfna

mn —

teT\{0},veV,nen(t),

Constraints (5.47)-(5.52) take care of the pool balances, corresponding to constraints

(5.10)-(5.15) in the scenario formulation.

Charters and second hand market constraints

yoll < S,
yoF < SE,,,
hl, < Cl,n,
h9, < CO,,

teT,velV,
teT,veV,nenflt),
teT\{0},veV,nen(t),
teT\{0},veV,nenl(t),
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5.2. ProfitMax formulations

> Yy <SH,  teTmnen() (5.57)
veVi\VY
> yF<SE, teTnent) (5.58)
veVAVN
> b, <CTL,,  teT\{0},nen(t), (5.59)
veV\VY
> hG, < CO,, teT\{0},nen(t), (5.60)
veVi\VY

Constraints (5.53)-(5.60) sets limits to the maximum number of ships that can be
bought or sold in the second hand market, and chartered in and out in each period,

corresponding to constraints (5.16)-(5.23) in the scenario formulation.

Convexity and integer constraints

yNB e 77, teT t<T-T"ve Vi nen), (5.61)
yoC e 7T, teT\{T}v € V,nen(t), (5.62)
yE ezt te T\ {T}v e V,nenlt), (5.63)
yH ezt teT\{T}v e V,necn(t), (5.64)
yb € RT, teTve Vi,nen(t), (5.65)
lyn € RT, teT\{0},veV,nen(t), (5.66)
hl € RT, teT\{0},v € Vi,n € n(t), (5.67)
he € RT, t €T\ {0},v € Vi,n € n(t), (5.68)
Tyrn € RT, teT\{0},r € Ry,v € Vi,n € n(t), (5.69)
i € {0, 1}, teT\{0},ie NP ncn(t). (5.70)

Constraints (5.61)-(5.70) limits the variable to either integer, binary or positive real
numbers, corresponding to constraints (5.28)-(5.37) in the scenario formulation. As
mentioned, there in no need for the non anticipativity constraints (5.24)-(5.27) with

the node formulation.
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Chapter 5. Mathematical formulations

5.3 ROCEMax formulations

5.3.1 ROCEMax scenario formulation

ROCE was defined as Operational Profit over Capital Employed in Chapter 2. The
Profitmax formulation from the previous section measured Operational Profit. To
be able to maximize ROCE, Capital Employed must be included in the objective
function (5.1), by changing it to:

maxz = Z P,

seS

+ Z Z its zcts - ng”%w) - Z(ngyvts

ZGNC ceG veV:

. CC’OhI . RCOhO

vts "Yvts vts ‘vt

TR U
+ E : Cvrtsxm”ts_ vtslvt5)>

r€Ryts

NB, NB
- E : E : Cvts Yots

teTt<T-TL UEVN

( > (X X RRDucu

teTt>0  jeNQ ceCG

(5.71)

+7L

+ D (R

teT veV;

RSEyvts CSHyvts )

vts vts

Y R i}s) (S e/ +)

veVp teT

Where CE is defined as

Ctg :ﬁCtE—I,s + CﬁByﬁs ngyyts quljyuts thfyvt§7 te€T,\{0},s €S,
(5.72)
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5.3. ROCEMax formulations

Coy =CPT+ Culyl? — RiSyss: + Cootymos — Rogaysoas s€S. (5.73)

CF! is the value of the fleet of ships at the start of the planning horizon, and 3 is
the yearly depreciation of the fleet.

The constraint set (5.2)-(5.37) does not change.

5.3.2 Linearization of the ROCEMax formulation

The problem is now a linear-fractional programming (LFP) problem, as shown by
(Mgrch, 2013). This means that it can not be solved directly as a mixed integer
programming (MIP) problem. To be able to solve it using standard MIP solution
methods, a transformation has to be done. The Charnes-Cooper transformation

(Charnes and Cooper, 1962) will be applied.

A new variable, w is defined:
. T+1
IDIPIPAEH

seSteT

w (5.74)

The variable w is used to transform the variables of the LFP problem, in the follow-

ing way

Tyrts =WTyrs, teT \ {0},’0 S V;,, re th, seS. (575)

The transformation will be done in the same way for the rest of the decision vari-

ables.

The result of the transformation is inserted into the objective function and the

constraints.

SE

ti. are more complex than for the

The transformations of &;,, yN2, y5<, y5H and y

other variables, because of the binary restriction on d;5, and integer restrictions on
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Chapter 5. Mathematical formulations

NB SC SH SE
yvts ) yvts7 yvts and yvts'

Linearization of the binary variables

For the transformation of J; it is possible to use the method described by Glover
(1975). This involves expressing the relation in (5.75) through a set of linear con-
straints.

50

its

should be 0 if d;;s = 0, and w if d;;s = 1. This is done by introducing the following

set of constraints:

w — 69, 4 s < 1, teT,ie€ Ny,seS, (5.76)
69, —w <0, teT,i€ Nys€eS, (5.77)
60, —0us <0t €T, i€ NyyseS. (5.78)

Constraints (5.76) ensure 6%, > w if 0y, = 1, while constraints (5.77) makes sure

that d;;,
sets 02, = 0 if 5, = 0.

its

< w. These two together means that 67, = w if 0, = 1. Constraints (5.78)

its

Linearization of the integer variables

NB

SE
vts ) 1t

To be able to keep the integer restrictions on variables y yoC ySH and y5F,
is not possible to use the same transformation as for d;;, directly. To be able to
use the same transformation method, the variables must be rewritten so that binary
restrictions can be used instead of integer restrictions. Assume that for each ship
to be ordered, scrapped or bought or sold in the second hand market, a decision is
made whether or not to buy that ship. modeled as a binary decision variable. With
a fixed limit of how many decisions it is possible to make in each period to order,

scrap, buy or sell ships, it is possible to rewrite the variables like this:
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5.3. ROCEMax formulations

yvts Zyvtsy S T NS V +7Ls S € s. (579)

jeD

Only yNB is shown here, as it is done in the same way for y°C, y51 and y5Z. Here D
is the set of decisions that can be made for each ship type in each time period, with
’D| the maximum number of ships to order, buy, scrap or sell in a period of type v,
and 7, yo, yoll and 5 become the decisions of whether to make the jth decision
to build, scrap, buy or sell a ship of type v in period t and scenario s, respectively.
‘D| is not meant to be a ship type dependent limit, but an upper bound to limit
the decision space. If there are ship dependent restrictions on how many ships that
can be ordered, scrapped, bought or sold, this has to be implemented through own

restrictions.

By making this transformation, the integer restriction on the variables is replaced
with binary restrictions, and it is possible to linearize these the same way as was

done with d; in constraints (5.76)-(5.78)

This formulation will lead to symmetry in terms of possible solutions, because a
decision of buying one ship made in any j will give the same solution (it does not
matter if the decision is made in j = 1 or j = 25). This symmetry gives a large set of
different solutions which will have the same objective value, and thus increasing the
complexity of the formulation unnecessarily. To remove as much of this symmetry
as possible, four remedies are presented here (shown only for y¥B since it can be

applied for y5¢ y5H and y5F by replacing yN 2 with y°¢ y5 and y5E).

The first suggestion is to introduce a new set of constraints

yxg _yfjvtij 1 teT,ve thTL,j e D\{1},s€ S (5.80)

Constraints (5.80) ensures that if j ships are to be built, only the j first yNZ, for

vtsg

a given v, t and s, can be positive. This means that all other combinations of y;;”
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Chapter 5. Mathematical formulations

that will lead to the same result will not have to be evaluated, e.g. if a decision is
made to order three new ships of type v in period ¢, then y\Z = yNB = yNB =1,
and yNB = ... = ¢V t|D| = 0. This formulation is referred to as the Anti-Symmetry

Formulation.

The other suggestion is to use this rewriting of the variables

e = junt teT,veVNu,s€s (5.81)
jeD

and make the set Y. jyys; of type SOSI, which means that maximum one of
the variables yvt] can take a positive value for all j, and the value of 5 will be
the number of ships scrapped or sold. This formulation is referred to as the SOS1

Formulation.

The third formulation is a combination of the first two formulations. By making
each j represent the option of buying or scrapping 2’ ships, there will be no need
for anti-symmetry constraints or making the set > ieD jyﬁf} of type SOS1. The

formulation will then be

yvts ZZJyvtsy t € T7U S ‘/t]—ZTIW s € S (582)

jeD

This formulation is referred to as the Power Formulation.

The fourth formulation, denoted as the Pattern Formulation, takes into considera-
tion the special characteristics of this problem, where only two types of ships are
available to build each year. Patterns of different combinations of ships to buy, e.g.
[0 0], [0 1], [10], [11],...,[25 25], are introduced, where the first number gives the
number of ships to build of the first ship type, and the second number gives the
number of ships to build of the second ship type. All patterns are then in the set
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5.3. ROCEMax formulations

PP indexed by p. The binary variable ptip defines which pattern to use in time ¢

and scenario s. The output in terms of ships is given in the parameter ng which

gives the number of ships of type v to buy with pattern p. This formulation is a
version of a formulation presented in Rakke et al. (2014). In Rakke et al. (2014),
there is no binary restriction on the patterns that are used, just integer restriction

on the convex combination of patterns. This is not possible to implement for the

NB

s 1s then

ROCEMax formulation, so variables pgp will be binary. The variable y

replaced by

v
pePP

ynl = > PO,  teTweVin,seS (5.83)

A transformation will be made, and a set of constraints to keep the relation between

w and pry, such as was done with 0y in constraints (5.76)-(5.78)

The Power Formulation and Pattern Formulation for keeping integrality will be eval-
uated against the Anti-Symmetry Formulation proposed by (Mgrch, 2013) in terms

of computational efficiency in Chapter 6.

Linearization constraint

When all transformation of the variables have been made, it is needed to impose a

constraint for the value of w, as defined in (5.74):

Y Y PCEw=T+1 (5.84)

teT seS

CE was defined as

vts v vts

ClPs =BCE ., + CNPyNEZ — ROy + Collysll — ROEySE (5.85)
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where

E _ NB , NB SC
Ct—l,s _ﬁct 25 C t— lyvt 1,s - R v,t— lsyvt 1,s

v,

o . (5.86)
+Ct1yvt 1,s Rtlsyvt 1,s
This leads to
E E NB , NB SC
Cts :B(BC{st—i_Cvt 1yvt 1,s R Jt— 1syvt 1,s
SH SE
Ct 1yvt 1,s Rt 1syvt 1,s
SC S S S
+ C]\{Byé\;sB ths yvts + Cthyvth thEsjyvts) (5 87)
E CONB _ NB sc . sC '
_52015 23_’_5( v,t— lyvt 1,s Rt lsyvt 1,s
SH , SH SE SE
+Ct 1yvt 1,s Rt 1syvt 1,s
+ Clj)\thyvts thgyvts sziHyfth thfyvts)
From this it can be shown that CZ can be written as
Otl;} :ﬁtCEI Bt 1 ( v,1 yv 1 ,S Rf?syigs
+ Oyt — ROV 0T)
1 1 ,1, ,1, (588)

t— 2 sc , SC SH, SH SE |, SE
B ( v,2 yv25 RUQSyUQS O ,2 yv?s Rv?syvﬁ,s)

+ CNPynl — ROy + Oty — ROLySE

v vts vts

From this it follows that > CFs may be written as:
teT

D(FCT Y Y BUONTYNT + RISyl + Oy + Rutyid)) (5.89)
teT veVi teTt<(T—t)

So constraint (5.84) can be written as
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5.3. ROCEMax formulations

2 (BCHwt) >, >, #

teT $€ES vEV; TeT E<(T—t) (5.90)

P(CoPTus’ + RoisTis + Co" s + Roiiis)) =T + 1

vts

The problem is now on linear form, and the solution is found by transforming the

variables back to their original counterparts, such as in (5.75).

5.3.3 ROCEMax node formulation

The ROCEMax node formulation will have the same new sets from the scenario for-
mulation as the ProfitMax formulation presented in section 5.2.2. The ROCEMax
node formulation with the Anti-Symmetry Formulation is presented here. All for-

mulations can be found in the Appendix A.

Objective function

marz = Z Z Pn< Z ZRDDZCR(S

teT\{0} nen(t) ieNQ ceG
D SP OP-P
+ E : § (Ranwnw Clcnnlcn)_ § :(C Yon
iENtC ceG veVL

+ CEORL, - REORS,
+ Z Cg;g_vm ngl_m))
TGRvn

YOS R (5.91)

nen(T) vEVE

D IRED DR DI LD B

teT t<T—-TL nen(t) UEV oL jeD
SC SC
D ID D DAL P
teT nen(t) veWVy jeD
SE SE SH ~SH
R O vn )
jeD jED
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The objective function is as described in section 5.3.1, with the transformation of
the variables and the new variable w. It can be noticed that the term R D,., has
to be multiplied by w, since this term is only a scalar in the objective function.
All other terms of the objective function includes a variable, which means that the
transformation is included by replacing the variables with the transformed variable,

e.g. N, is replaced by M,

Demand constraints

Z Z chjvrn + Njen = Dicnw7 teT \ {O},Z € Ntc, (S G,TL € n(t), (592)

VEVE TER vt

Z Z chi'vrn > Dingz'cn; teT \ {O},Z € Nto, cE G,n S n(t), (593)

VEVE TER; vt

The demand constraints which correspond to constraints (5.39) and (5.40).

Capacity constraints

> Y maxQeurn + Y Nein > Y Dien, t€T\{0},i € N7 n€n(t), (5.94)

cinC
veEVE r€ERyt ceG ceG

>Ny max Qe o > > Dicbin, teT\{0},ie N° nen(t), (595)

vEVE TERut ceC

The capacity constraints which correspond to constraints (5.41) and (5.42).

Frequency constraints

>3 Ty > Faw,  t€T\{0},i€ NF nent), (5.96)
VEVE TER 1t
>N T > Fidi,  te€T\{0},i € N2, n€nft), (5.97)

VEVE TER 1t
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Frequency constraints, corresponding to (5.43)-(5.44).

Time constraints

> ZuTurn < Zo(Ghy + iy — B, = L), teT\{0},veV,ncn(t), (5.98)

reRyt

Available time constraints, corresponding to (5.45).

Optional trades constraints

5i,a(n) < S’va teT \ {07 1}7Z S Ntoan S n(t)v (599)

Constraint (5.99) correspond to (5.46).

Pool constraints

Uom = gf,a(n) - Z(gﬁg(n),j - ﬂff(n),j + gif(n),j)? teT\{0}veV,\ VN, nenlt),
jeD
(5.100)
gh =YNBw,  teT:t<TrveVN nen) (5.101)
I = g,  teT:t>ThveVim, nen(t), (5.102)
jeD

Toos = Y/ Tw,  weVo,nen(t), (5.103)
o= Tooms  tET\OwEV\ve Vi, nen(t), (5.104)

jeD
lon — AL +hS <gb. te T\ {0},veV,necn(t), (5.105)

Constraints (5.100)-(5.105) correspond to constraints (5.47)-(5.52). It can be noticed

that for the decision variables, the sum over D has to be included, since the decision
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variables now have binary restrictions, as compared to the integer restrictions for the

corresponding variables in the ProfitMax formulation. The transformed variables in

constraints (5.100)-(5.104) are forced to be w or 0 by constraints (5.114)-(5.128),

which follow later.

Charters and second hand market constraints

> gl < SHyw,

yvnj
jeD

> Gk < SEpu,
jeD
hl, < Clw,
RO, < CO,w,

> ) yon <SH,

veV\VY jeD

> D <SE.,

veVi\VN jeD

teT,vel,
teT,velV,

teT\{0},veV,
teT\{0},veV,

teT,nenlt),

teT,nenlt),

teT\{0},n enl(t),

teT\{0},nen(t),

Constraints (5.106)-(5.113) correspond to (5.53)-(5.60).

Transformation of binary variables constraints

w— b5 + 05, <1, teT\{0},i€ Ny,n€nl(t),

60 —w <0, te T\ {0},i € N,,n € n(t),

50 —69 <0, teT\{0},ic Nynen(t),
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w — qu] +y'un] <1, teT’:tST‘_jﬁLﬂ)eV;ﬁ]J\r[TL’nEn(t)’j6
gNE —w<0,  teT:t<T-T've VN nent),]

g =yl <o, teT:t<T—-T"veVinend),

M.

w— P 4 Yos < 1, teT,veVinen(t),jeD
Yo; —w <0, teT,weV,nen(t),je€D
gjf%—yfgg(), teT,veV,nen(t),je€D

W — Gk ot <1, teT,veVi,nen(t),jeD
yf;g w <0, teT,weV,nen(t),jeD
gfg—yf,{jgo, teT,weV,nen(t),je€D

w—?jmj+ymj§1, teT,veVynen(t),jeD
yffj w<0 teT,weV,nen(t),jeD
Yo — Yoz <0, teT,veV,nen(t),jeD

o O Ol

(5.117)
(5.118)

Contraints (5.114)-(5.128) show the constraints setting the new binary decision vari-

able to 0 or w, as described in constraints (5.76)-(5.78)

Linearization constraints

Z Z BtCEI'w‘i‘Z Z Bt(CNB —1])\55

teT nen(t veVi teTt<(T—t) jeD
SC E SH§ SE —SE _
+Rv y’L)TL] Cv y'un] R’Ut yvn])) =T+1
jeD jeD jeb

Convexity, integer and binary constraints

yNB e 77, teT:t<T—T"ve Vi nen(),
¢ ezt te T\{T}v € V,nen(t),
ol ezt teT\{T}v e V,nenlt),
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Yor €LY,
Yors € {0,1},
Yors € {0,1},
Yoy € {01},
yl‘iﬁ e {0, 1},

din € {0, 1},
din € RT,

Jony € RT,

_sC +
yvnj € R )

_SH +
yvnj < R ’

Uons € R,
Yo € RY,
ln € RT,
hy € RY,
ho € RT,

Tyrn € RY,

w e RT.

te T\{T}v € V,nen(t),
teT: t<T-TrveVi. nen(t),
te T\{T}v € V,nen(t),
teT\{T}v e V;,nenlt),
te T\{T}v € V,nen(t),
te T\{T}Yie N’ necn

(1),
te T\ {T}iec NP nenlt),
teT:t<T—T"ve Vi nen(),
te T\{T}v € V,nen(t),

te T\{T}v € V,nen(t),
teT\{T}v e V;,n€nlt),
teTveV,nen(t),

te T\ {0},veV,nenlt),
teT\{0},veV,nen(t),
teT\{0},veV,nen(t),

teT\{0},r € Ry,v € Vi,n € n(t),
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Chapter 6

Computational Study

In this chapter the results from a computational study of the formulations presented
in Chapter 5 will be presented. The results will be analyzed to discuss the per-
formance of the formulations presented in Chapter 5, and to evaluate the value of

maximizing investment returns in the objective function.

The computational study is based on implementation of the ProfitMax and ROCE-
Max formulations in commercial optimization software. Xpress Mosel has been the
modeling language. The implementations has been solved using Xpress-IVE Version
1.24.00 64 bit with Xpress Optimizer Version 24.01.04. The code was run for differ-
ent test instances, which are introduced in Section 6.1. All runs were performed on a
computer running Windows 7 Enterprise 64-bit operating system, having an Intel®

Core™ i7-3770 CPU @ 3.4 GHz and 16 GB RAM.

In Section 6.1 the test instances used for the computational study are presented.
The performance of the formulations from Chapter 5 are evaluated in Section 6.2.
The scenario generation method is presented together with an evaluation of the in-
sample stability of different sizes of the scenario tree in Section 6.3. In Section 6.4
the results from ProfitMax and ROCEMax formulations are presented and discussed.

The Value of Stochastic Solution (VSS) is presented in Section 6.5. Section 6.6 will
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test the impact on the formulations for changes in parameter values. Section 6.7 and
6.8 will test the formulations with inclusion of charters and second hand market, and
using a three stage case as compared to a two stage case. Section 6.9 will discuss
the solutions from the ROCEMax formulation if an adjustment is made as to how

the ROCE is calculated.

6.1 Test instances

Different test instances were made for the computational study. The instances vary
with the size of the fleet and the number of trades with contractual obligations at
the start of the planning horizon. All data for ship types demand (i.e. new build
cost, sailing cost) and trades(i.e. demand, length) are based on data from the case
company. In total, three sets of test instances were made; small, medium and large.
The sets are described in terms of fleet composition and trades in Tables 6.1 and

6.2. A set consists of input data with 10 different scenario trees.

For each set, the types of ships and available trades are the same. There are two ship
types which will reach the maximum lifetime of a ship during the planning horizon.
The capacity of these ships will have to be replaced in some manner during the

planning horizon to be able to serve all trades with contractual obligations.

The three sets are meant to describe shipping companies of different sizes. The large
set reflects the size of a large liner shipping company, as the case company.The large
set has a fleet of 55 ships, serving 11 of 14 trades. The medium set describes a
shipping company with a fleet of 35 ships, servicing 7 of 11 trades. The small set
describes a shipping company with 27 ships, servicing 5 of 8 trades. The optional
trades in each case is adjusted so that the different set sizes offer the same relative

expansion opportunity in terms of optional trades.
Except for fleet configuration and trades, all data sets use the same input parameters.
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6.1. Test instances

Capacity (Units RT43) Service Ships in initial fleet
Ship type  Age Car BB HH Speed Large  Medium Small
(knots)
PCC1 26 4975 300 2200 18.5 4 4 3
PCC2 12 6800 300 2500 18.5 6 3 2
PCTC1 9 6800 300 2500 19 8 4 3
LCTC1 4 6000 1500 2000 19 10 ) )
PCTC2 4 5450 900 2200 19 12 7 2
PCTC3 14 6150 200 1800 19.6 7 3 3
ROROL1 28 4853 1500 3100 20.5 6 3 2
RORO2 -1 5660 2200 4000 20.8 2 0 1
LCTC2 0 6000 1500 2000 18.5 0 2 0
RORO3 -2 5660 2200 4000 20.8 0 0 0
LCTC3 -1 6000 1500 2000 18.5 0 0 0
RORO4 -3 5660 2200 4000 20.8 0 0 0
LCTC4 -2 6000 1500 2000 18.5 0 0 0
LCTC5h -3 6000 1500 2000 18.5 0 0 0

Table 6.1: Set of ship types. The columns contains ship type, age at the beginning of the planning
horizon and capacity in cars, HHs and BBs, cruising speed, and number of ships in the fleet at the
beginning of the planning horizon for each instance set. A negative age means that the ship can

be delivered from year ¢t = —Age.
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Trade Length Demand (Units RT43) Freq Large Medium Small
Car HH BB

T1 13,500 435,213 77,047 5,762 48 C C C
T2 11,700 103,048 14,201 4476 0 c Cc C
T3 7,800 41,036 24,420 3,404 0 C C C
T4 7,500 19,200 0 0 0 C C C
T5 13,000 89,406 21,427 7,425 24 C C C
T6 6,500 469,379 67,854 20,075 52 C C -
T7 14,500 35331 66,607 36,845 0 c Cc -
T8 7,800 98,000 29,240 2,689 0 C @) O
T9 4,900 119,397 44,121 2,167 0 C O -
T10 9,000 60,159 7,401 1939 48 O @) O
T11 8400 24,818 10,434 3,252 0 O O O
T12 6,500 14,0508 53,928 14,115 0 O - -
T13 15,021 266,855 55,474 16,776 0 C - -
T14 19,200 397,688 123,779 66,198 48 C - -

Table 6.2: Set of trades. The columns contains name of the trade, the length of each trade, demand
for cars, HHs and BBs, frequency demand, and status at the beginning of the planning horizon for

each instance set. A ”C” means that the shipping company has contractual obligations, and must

serve the trade, while an ”O” means that the trade is optional to service.
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6.2. Choosing a formulation

The planning horizon is set to five years. Revenue made from shipping goods is set
to 32 cents per nautical mile shipped, estimated by taking the trip cost per nautical
of the least efficient ship type in the fleet, and adding a profit margin on top of
this. Space charter cost is set to 2,000 USD per unit of goods transported by space
charter. All ships costs, such as trip costs, operating costs, lay up revenue etc. is
estimated using raw data from the case company. The second hand price of ships is
given in the fleet data. Second hand prices are used to calculate sunset value and
charter costs. All input values are properly discounted over the planning horizon,

using a discount factor of 12%, as suggested in Stopford (2008).

6.2 Choosing a formulation

In Chapter 5, a scenario formulation and a node formulation were presented for
both the ProfitMax model and the ROCEMax model. In addition, four alternative
formulations for how to preserve the integrality restriction on the decision variables
for the ROCEMax model were proposed. The Anti-Symmetry Formulation and
SOS1 Formulation were tested by Mgrch (2013), who found that the Anti-Symmetry
Formulation outperformed the SOS1 Formulation. Therefore, only three of them will
be tested in this section, i.e. the Anti Symmetry Formulation, the Power Formulation

and the Pattern Formulation.

To test the computational effectiveness of the ROCEmax formulations, the formula-
tions were run on the full set using four scenarios. 10 scenario trees were generated,
and the results shown are the averages of these solutions. The formulations were
run with a time limit of 3,000 seconds. Four scenarios is chosen for this testing of
computational effectiveness, since it is the smallest size of the scenario tree that is
possible to generate using the method described in Section 6.3. It is assumed that
the solution time of the formulations will scale with the complexity of the problem,

such that the best formulation for a smaller instance will be as relatively good or
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Formulation Avg. gap Avg solution time
Anti Symmetry + Scenarios 0.19% 2504 s
Anti Symmetry + Nodes 0.09% 1944 s
Power+ Scenarios 0.21% 2829 s
Power + Nodes 0.16% 1870 s
Pattern + Scenarios 39.07% 3024 s
Pattern + Nodes 6.01% 3006 s

Table 6.3: Comparison of performance for the ROCEMax formulation using the three formulations
for keeping integrality discussed in Section 5.3.1 combined with a node and a scenario formulation,

tested on the large set

better for larger instances.

Table 6.3 show the results from testing the Anti-Symmetry, Power and Pattern for-
mulations combined with scenario and nodes formulations, in terms of performance.
The tests were done with 10 scenario trees. Average gap is the average of the re-
ported gap between the objective value and the best bound found. The average
solution time shows the average time to find the optimal solution (with an upper
bound of 3000 if the formulation does not find an optimal solution within the time

limit).

As it can be seen from the results in Table 6.3, the Anti-Symmetry Formulation
combined with a node formulation performs best, followed by the Power Formu-
lation combined with a node formulation. When comparing the performance of
a formulation, combined with a node formulation and a scenario formulation, the
combination with a node formulation outperformed the combination with a scenario

formulation in all cases.

The Pattern Formulation performs definitely worst of all formulations combined with
both a scenario formulation and a node formulation. This is most likely because

the ROCEMax formulation presented in this report does not allow the option of
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Avg. gap Avg solution time

Large

Anti symmetry + nodes 0.48% 381 s
Power + nodes 0.53% 1,278 s
Medium

Anti symmetry + nodes 0.49% 767 s
Power + nodes 0.65% 2,034 s
Small

Anti symmetry + nodes 0.47% 265 s
Power + nodes 0.51% 655 s

Table 6.4: Comparison of solution time to read 0.5% optimality for the Anti Symmetry Formulation

and the Power Formulation

not having binary restrictions on the patterns used, and instead only using integer
restrictions on the convex combination of patterns, as presented in Rakke et al.

(2014).

The ProfitMax Formulation presented in Chapter 5 solves much quicker, solving to

optimality within a couple of seconds for all sets with 6 scenarios.

The difference of performance between the Anti Symmetry Formulation and the
Power Formulation, combined with a node formulation, is small, so these formula-
tions have been further tested on data instances of the medium and small sets as
well. These tests have run to 0.5% optimality gap, with a time limit of 3,000 seconds,
since this will be used later on in the chapter. The results from these tests are shown

in 6.4

It can be seen that the Anti Symmetry Formulations outperforms the Power For-

mulation in terms of reaching a 0.5% optimality gap in all cases. Therefore the
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Anti Symmetry Formulation combined with a node formulation is used in what fol-

lows.

6.3 Scenario generation

To handle the uncertainty as discussed in Chapter 3, a two-stage stochastic program-
ming model has been implemented. The discretization of the random variables has
been done using a modified version of (Hgyland et al., 2003), using distribution func-
tions instead of moments to control the margins. This model generates the desired
number of scenarios for the random variables, taking the distribution function of
each random variable and the correlations as input. The scenarios then each consist
of a vector with u elements with the different realization of the random variables in

each scenario, u being the number of random variables.

The model consists of three random variables, the market status, steel price and fuel
price. These are chosen as random variables since they affect the profit for shipping
companies to a large degree, and the development can be assumed to be uncertain.
For all t € T, the correlations between the random variables are considered to be

the same. The correlation matrix is shown in Table 6.5.

Market status is assumed to have large impact on freight revenue, demand, prices for
chartering in and out ships, and second-hand prices, and some lesser impact on new
build prices. Steel prices impact the scrapping revenue, whilst fuel prices impact
the trip costs. It is assumed a very high correlation between market status and
steel prices, and between steel prices and fuel prices. Market status and fuel prices
are assumed to have a high correlation. The correlations are the same as used by

Pantuso (2014)

The first stage decisions consists of the buying, selling and scrapping decisions made

in the first time period. In this period, no tactical decisions (fleet deployment) are
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Market status Steel price Fuel price

Market status 1 0.8 0.75
Steel Price 0.8 1 0.8
Fuel Price 0.75 0.8 1

Table 6.5: Correlation matrix
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Figure 6.1: Example of two stage scenario tree, for one random variable

made. The second stage consists of all decisions made from ¢ = 1 until the end of
the planning horizon. At the beginning of the second stage, the actual development
of the random variables is revealed. In Figure 6.1, an example of the development
of a random variable in eight scenarios is shown. The bold line shows the expected
value of the variable, while the dotted lines represent a scenario each. In the first
stage (t = 0), all scenarios have the same information about current and future
prices, while in the second stage (¢ > 1), the realization of the random variable is

revealed.

The number of scenarios to use when running the formulations is of great impor-
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Standard deviation

4 scenarios 6 scenarios & scenarios 10 scenarios
ROCEMax 1.0% 0.6% 0.7% 0.3%
ProfitMax 0.7% 0.3% 0.4% 0.2%

Table 6.6: Standard deviations from the optimal solutions when run on 10 data instances

tance, since having too many scenarios might make the problem unnecessary hard to
solve, while having to few scenarios might lead to unstable solutions, meaning that
a given scenario tree might impact the solution so much that results are useless for
comparison with other formulations. In-sample stability, as discussed in Chapter 3,
is a measure to evaluate if the selected scenario generation method generates suitable
scenarios trees. The ROCEMax and ProfitMax formulations have been run on 10
data instances of the large instance set, each for four, six, eight and 10 scenarios,
to see if stability is achieved. In Table 6.6, the standard deviation in percent of the

average optimal objective value is given.

From the results in Table 6.6 it is clear that increasing number of scenarios improves
stability, in terms of standard deviation. The standard deviation decreases from four
to six scenarios, increases when going from six to eight scenarios, before decreasing
again when going to 10 scenarios. The increase from six to eight scenarios is most
likely explained in the error from the scenario generation method. The standard
deviation with both six and eight scenarios is within what can be accepted, as the
difference in the Value of Stochastic Solution, presented in Section 6.5 is of a higher
order of magnitude. The computational complexity increases with increasing number
of scenarios, six scenarios is therefore used in what follows, to ensure both stability

and that the complexity does not increase unnecessarily.
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6.4 Comparison of ProfitMax and ROCEMax so-

lutions

The results from testing the ROCEMAx and ProfitMax formulations are presented in
Table 6.7. The tests are run using six scenarios, and the values shown are the average
from 10 different instances of the scenario tree. A time limit of 10,000 seconds and
an optimality gap of 0.5% is applied. The average gap from the results is lower than
0.6% for all sets.

Table 6.7 first shows the decisions made in the first period of the planning horizon
(t = 0). The results show the total amount of both ship types bought. There is a
clear trend in the results: The ROCEMax fomulation consistently buys much fewer

ships in the first period than the ProfitMax fomulation.

The next row shows the expected total number of ships that are bought during the
second stage (t > 1). The results are consistent with what could be expected, that
solutions on the larger set buys more ships to renew and expand than the medium
and small sets. The ROCEMax also plans to invest in fewer ships over the entire
planning horizon compared to the ProfitMax Formulation. Compared to the number
of ships leaving the fleet during the planning horizon, and the size of the fleet, the
total investments scale reasonably between the set sizes. The results show that the
ProfitMax fomulation tends to expand the fleet to a much larger degree than the
ROCEMax fomulation, which leads to some interesting insight. The ROCEMax
formulation will only choose to invest in a new ship if the investment will lead to an
higher return than without the investment, which means that the extra profit gained
over the capital needed for the investment must be higher the return without the
investment. If it is only marginally lower, the investment will not be made. For the
ProfitMax Formulation it is enough that the extra investment gives a net profit, as

long as it is positive. So the ROCEMax Formulation can be said to have
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ROCEMax ProfitMax

Large  Med Small Large  Med Small
New builds ordered
t=0 6.7 3.6 2.6 19.4 8.6 5.9
t=1,..,T 12.1 6.4 4.4 11.9 8.5 5.6
Scrappings
t=0 - - - - - -
t=1,..T 129 8.1 5.6 10.8 7.3 5.2
Optional trades
t=1 0.78 1.18 0.80 0.97 1.67 1.07
t=2 0.78 1.18 0.80 1.65 2.50 1.57
t=3 0.80 1.20 0.82 2.00 3.00 2.00
t=4 0.80 1.20 0.82 2.00 3.00 2.00
t=5 0.83 1.22 0.87 2.00 3.00 2.00
Profit (MUSD) 1,994 1,054 687 2,152 1,163 754
ROCE 194% 191 % 185 % 169 % 168 % 163 %
CAGR 241 % 23.8% 23.3% 21.9 % 21.8% 214 %
CAGR Extra - - - 104 % 122% 11.9%
Extra Return 149% 13.7% 131 % - - -
Extra Profit - - - 79% 103% 98 %
VSS 119% 159% 21.7% 126 % 33% 11.7%
Space charter cost
SS 497 205 135 300 130 89
DS 920 470 354 628 169 184

Table 6.7: Comparison of the the results from the two formulations, ROCEMax and ProfitMax
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a stricter restriction on the needed profit from an investment.

After the new build decisions, the scrapping decisions are shown. None of the for-
mulations choose to scrap any ships in the first period for any of the set sizes, but
there is a difference between the formulations in terms of the total number of ships
to scrap during the planning horizon. The ProfitMax Formulation plan to scrap
only the ships leaving the fleet, with one or a few extra ships of other types in some
cases. The ROCEMax Formulation plan to scrap more of the other types ships in
addition to the ones leaving the fleet during the planning horizon. This result builds
to the structural difference found from the new build decisions, where the ProfitMax
Formulation to a much larger degree choose to expand the fleet to meet increasing
demand and take extra optional trades compared to the ROCEMax formulation. It
can be seen that the ProfitMax formulation consistently choose to service all optional
trades, except for one, for all set sizes. The trade that is never chosen is T10, which

is explained by the relatively low demand and high frequency requirement.

Next, Table 6.7 shows the economic results from the two formulations. The results
show that there is a consistent difference between the achieved ROCE and profit
between the two formulations. The row "CAGR Extra” shows the return that the
ProfitMax Formulation achieve for the extra capital employed needed to gain the
extra profit compared to the ROCEMax Formulation. When looking at the CAGR
that the ProfitMax Formulation achieve on the extra capital needed, this number is
significantly lower than the ROCE achieved for both the ROCEMax Formulation and
the ProfitMax Formulation. Next, the extra return from using ROCEMax compared
to ProfitMax is given. This is calculated by taking the relative increase in ROCE
from the solution of the ProfitMax Formulation to the solution of the ROCEMax
Formulation.. An increase from 13.1% to 14.9% must be considered significant. It is
also interesting to see that the relative gain in profit from ROCEMax to ProfitMax
is smaller than the relative gain in ROCE the other way around. The Value of
Stochastic Solution (VSS) will be discussed in the next section, 6.5.
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ROCEMax ProfitMax

Large Med Small Large  Med Small
New builds ordered
t=0 6.5 3.5 2.6 19.4 8.5 5.6
t=1,.,T 11.9 6.2 4.2 9.3 5.7 4.1
Scrappings
t=0 } B} B} B} a i
t=1,..,T 13.4 8.8 6.0 10.9 7.4 5.2
Profit (MUSD) 1,873 994 674 1,976 1,034 701
ROCE 194 % 188 % 183 % 168 % 167 % 163 %
CAGR 24.0 % 23.6% 231 % 21.8 % 21.7% 214 %
CAGR Extra - - - 85% T5% 176 %
Extra Return 148 % 129% 121 % - - -
Extra Profit - - - 56% 4.0% 40%
VSS 9.7% 161 % 22.0% 197 % 259 % 42.7%
Space charter cost
SS 502 207 135 301 132 88
DS 889 474 354 861 450 384

Table 6.8: Results without optional trades
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The last part of Table 6.7 show the space charter cost incurred for the formulations.
This can be seen as an indicator of the willingness to use space charters instead of
investing in new ships. It is obvious that the ROCEMax Formulation use this option
far more often than the ProfitMax Formulation. No restriction has been set to the
amount of units shipped by space charters, it can be discussed if it is realistic for the

ROCEMax formulation to be able to use space charters to such a large degree.

Table 6.8 shows the results from running the formulations with no optional trades.
For the ProfitMax formulation, this case can be considered a cost minimizing prob-
lem, as discussed in Chapter 5. These results show that the difference in results be-
tween the ROCEMax formulation and the ProfitMax formulations are structurally
the same as in when including optional trades. This means that most of the dif-
ference in number of ships built, does not appear because of taking more optional
trades, this difference is only a few ships. When looking at the space charter cost
in Table 6.7, it can be seen that the ROCEMax formulation choose to use the space
charter option more often than the ProfitMax Formulation. This means that the
ProfitMax formulation sees that it is beneficial to buy a new ship rather than having
to use space charter, because this is profitable. It is however not profitable enough

for the ROCEMax formulation to make the same decision.

Even though the ROCEMax model performs significantly better than ProfitMax
when considering ROCE (as one should expect), these results can not be taken as
the optimal decision to the MFRP. The extra profit gained from the solutions from
the ProfitMax model is of course of value. The solutions from the ROCEMax model
can be considered to be better than the solutions from the ProfitMax Formulation if
the decision makers have an alternative investment for the reduced capital demand.
If there does not exist a viable alternative investment option, the extra profit gained
from ProfitMax would be preferable over the extra returns from the ROCEMax
model. Comparing these results give decision makers a better picture of the possible

decisions and the payoff from those. The introduction of the ROCEMax model
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clearly adds an extra dimension to the MFRP that has not been available in earlier

research.

The ProfitMax fomulation makes no consideration as to the investments needed
when investing in ships, except for the decreasing net present value of the building
cost. Therefore, it is more likely to replace ships leaving the fleet at an earlier time
than the ROCEMax fomulation. The results from the tests show that the ProfitMax
Formulation more often plan to scrap ships leaving the fleet before they reach their

lifetime.

It is also important to evaluate the results in light of the assumptions made when
modeling the problem. There has been made no considerations to the available
amount of capital for the ship companies. The ProfitMax fomulation especially
expands the fleet considerably during the planning horizon. It can be discussed if it
is realistic for a company to make investments of this size, compared to the existing

value of the fleet at the start of the planning horizon.

The results discussed in this section may also be sensitive to values of the input
parameters. Even though the input parameters has been chosen to be as realistic as
possible, it is interesting to see if changes in some of the input parameters, such as
revenue or price of new ships will lead to large changes in the results. In Section 6.6

the results will be tested for sensitivity in terms of the input parameters.

6.5 Value of stochastic solution

In this section the Value of stochastic solution (VSS), as defined in Birge (1982), from
using the stochastic implementations ROCEMax and ProfitMax will be presented.
The VSS is calculated by comparing the results from the deterministic solution (DS)
and stochastic solution (SS), when run on stochastic data instances. The DS is

found taking the first stage decisions from solving the problem using expected values
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ROCEMax ProfitMax

Large 2 8
Medium 1 7
Small - 4

Table 6.9: First stage decisions for the DS

for random variables (expected value problem). These first stage decisions are then
used as input when run on a stochastic instance with the scenario tree used for the
SS. To compare the results from different sizes of the data instances, the results are

presented as percentage of the DS. The VSS is presented in Table 6.7

The results in Table 6.7 show that the SS give a significant expected value compared
to the DS in all cases, except for the ProfitMax fomulation run on the medium
sized set. In the case of ROCEMax Formulation, the VSSs are remarkably higher,
compared to the ProfitMax fomulation, for the medium and small sets. Table 6.7 also
shows the space charter costs for the DS, the solution of the DS run on scenario trees,

and the SS, for both the ProfitMax Formulation and the ROCE formulation.

The DSs will never wait and see, since all future development is given. The invest-
ment decisions made in t = 0 will therefore not be flexible with regards to different
future development than the expected. The first stage solutions of the DS is shown
in Table 6.9. The DS invests less in new builds, leading to lesser flexibility in case on
increased demand. Since the DS only consider the expected value, no consideration
as to the effects of under capacity in case of increased demand is taken. The SSs
will consider the possibility of increased demand, since this is part of some of the
scenarios. The result is that the SS choose to build more ships, and thus incurs less

space charter costs because of too little capacity, as is shown in Table 6.7.

When considering the lower VSS for the ProfitMax formulation with the medium set
instance space charter costs, an obvious reason is the relatively lower space charter

cost in the DS as compared to the SS. For the medium set the increase in space
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charter cost is about 30% from SS to DS, while it is 105% and 96% for the large
and small sets respectively. The space charter cost also explain why the VSS for
the ROCEMax is higher than for the ProfitMax Formulation for the medium and
small sets. The ROCEMax Formulation chooses to use space charter as an option
more often than the ProfitMax Formulation, and for the medium and small sets,
the increase in space charter costs is much higher than for the large set and all
sets with the ProfitMax formulation. The smaller increase for the large set with
the ROCEMax Formulation may be explained by the larger fleet given increased

flexibility as compared to the smaller fleets in the medium and small sets.

When considering the case without optional trades, results shown in Table 6.8, the
VSS increases for the ProfitMax Formulations, but stays the same for the ROCE-
Max Formulations, compared to the base case. The reason for the increase for the
ProfitMax Formulation comes from the large increase in use of space charters. When
optional trades are available, the ProfitMax Formulation choose to invest in more
ships than without the optional trades, this is also valid for the DS. The investment
is meant to give opportunity to service optional trades, but also gives increased flex-
ibility for the DS when the demand turns out to be higher than expected in some
scenarios. Some of the optional trades that were planned to be serviced can then
be avoided, to have more capacity for the trades with contractual agreements, and
avoid using space chartering on these. Without the optional trades, the DS does
not invest as much, and space charters will have be to used in the scenarios where
demand increases. The optional trades also give a possibility to use capacity on these
trades in case of lower demand than expected. This option is not available when

optional trades are not included.
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6.6 Impact of varying input parameter values

As discussed in Section 6.4, the results from the fomulations may be sensitive to
changes in some of the input parameters. For instance, the sunset value may not
fully capture the future profit potential of ships in the fleet, a longer planning horizon
might give more return on the investments made. The revenue from shipping goods
will also be considered. This is uncertain in the model, but if the initial level is set

too low, this might impact the results to a large degree.

In Section 6.4, the results showed that the ProfitMax Formulation chose to take all
but one optional trade for all test instances, while the ROCEMax was much more
conservative in choosing optional trades. It can be interesting to see what happens
if there are more optional trades available for the medium and small instances. This
might lead to larger differences between the solutions from the two formulations, or
the increased optional trades might add flexibility that makes more optional trades

profitable also for the ROCEMax Formulation.

Table 6.7 clearly shows that the VSSs were highly affected by the space charter costs
in the DS. Setting this cost lower might give a lower VSS. It could also be seen
that the ROCEMax Formulation chose to use the space charter option more than
the ProfitMax Formulation. This might also change if the cost is set at a lower

level.

In this section, the impact of changing the values of the freight revenue, space charter
cost, the number of optional trades and the length of the planning horizon will be
tested. The changes in parameters will be done for one parameter at a time. All tests
have been done using a optimality condition of 1% and a maximum running time of
3,000 seconds. The results from Section 6.4 showed that the difference between the
ROCEMax and ProfitMax formulations differed by more than 10%, when comparing
the ROCE from the two formulations. Also, the computational tests showed that the

largest decrease in gap when the gap was as low as 1% came from decreasing
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ROCEMax ProfitMax

Large  Med Small Large  Med Small
New builds ordered
t=0 0.1 - - 20.2 9.8 6.6
t=1,...T 15.8 8.7 5.9 13.3 9.9 7.1
Scrappings
t=0 - - - - - -
t=1,.,T 11.2 7.3 5.1 10.7 7.3 5.2
Optional trades
t=1 0.60 0.88 0.58 1.05 1.73 1.17
t=2 0.60 0.90 0.58 1.67 2.58 1.72
t=3 0.60 0.90 0.58 2.05 3.03 2.02
t=4 0.60 0.95 0.58 2.13 3.07 2.03
t=5 0.63 0.95 0.62 2.40 3.35 2.27
Profit (MUSD) 4,284 2,262 1,513 4,711 2,568 1,739
ROCE 467 % 454 % 440 % 373% 354 % 348 %
CAGR 415 % 408 % 40.1 % 36.5 % 35.3% 35.0%
CAGR Extra - - - 48 % 49% 50%
Extra Return 251 % 282% 26.6% - - -
Extra Profit - - - 100% 135% 149 %
VSS 37% 50% 54 % 32% 00% 07%
Space charter cost
SS (MUSD) 744 327 233 297 130 88
DS (MUSD) 939 537 366 576 149 110

Table 6.10: Results from running test with increased freight revenue
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the upper bound, not by new solutions. Thus, using 1% optimality gap should
still give good enough results to be able to compare solutions between the formula-

tions.

6.6.1 Impact of increased freight revenue

The freight revenue parameter was based on data from the case company, calculated
to reflect trip costs for the least efficient ship in the fleet, plus a posit margin. The
level of freight revenue is important, because it will determine the possible profit,
and thus what investments are profitable, both for the ROCEMax Formulation and
the ProfitMax Formulation.

By increasing the freight revenue by 56%, from 32 cents to 50 cents per nautical mile
a unit is shipped, it seems reasonable to believe that investments should be more
profitable, and that the formulations will choose to buy more ships, and possibly
service more optional trades for the ROCEMax formulation (remember that the

ProfitMax formulation already service all optional trades, except one).

The results from running the same tests as in Section 6.4, using a higher freight

revenue, are shown in Table 6.10

The results in Table 6.10 show that increasing the freight revenue increases the
structural difference between the two formulations. The solutions from ProfitMax
Formulation builds more ships, and choose to service more trades, since the prof-
itability per cargo shipped has increased. The ROCEMax Formulation on the other
hand choose to buy no ships in the first stage, and fewer ships over the entire plan-
ning horizon. The ROCEMax Formulation chooses to use the space charter option
more than compared to the base case. This is the result of the space charter option
being relatively cheaper when the freight revenue increases, and the space charter

cost stays the same.

The ProfitMax Formulations also choose to service the last trade, which was not
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ROCEMax ProfitMax

Med Small Med Small
New builds ordered
t=0 3.8 3.1 13.6 12
t=1,..,T 6.9 4.9 14.0 9.3
Scrappings
t=0 - - - -
t=1,..,T 7.1 5.1 7.2 5.2
Optional trades
t=1 1.20 0.67 1.85 1.42
t=2 1.22 0.77 3.30 2.77
t=3 1.22 0.78 5.00 4.00
t=4 1.23 0.78 5.00 4.00
t=5 1.25 0.80 5.00 4.00
Profit (MUSD) 1,072 733 1,369 983
ROCE 195 % 189 % 158 % 149 %
CAGR 24.1 % 23.6 % 20.8 % 20.1 %
CAGR Extra - - 16.0 % 17.0 %
Extra Return 23.5 % 26.2 % - -
Extra Profit - - 277 % 34.1 %
VSS 16.6 % 22.4 % 1.1 % 2.0 %
Space charter cost
SS 202 127 131 89
DS 470 338 157 120

Table 6.11: Results from running tests with extra optional trades
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serviced in any cases in the base case. The ROCEMax formulation, on the other,
hand services fewer optional trades, but the trades chosen has a higher demand, so

total units shipped increases.

6.6.2 Impact of increasing the number of optional trades

Optional trades are both a recourse action if the company ends up with overcapacity
in the fleet, as well as an expansion option, if the company wants to expand the
fleet by servicing more trades. In Section 6.4 it was shown that the ROCEMax
formulation most likely used the optional trades as a recourse action if the market
status turned out to be lower than expected. For the ProfitMax formulation, all
optional trades, except one, were chosen for all tests. By increasing the number of
optional trades available for the medium and small sets, it can be expected that the
difference between the ROCEMax and ProfitMax formulation increases, especially

in terms of number of ships built.

The new sets of optional trades for the medium set include T12 and T13, in addition
to the ones listed in Table 6.2. The set of new optional trades for the small set
include T9 and T13 in addition to the ones listed in Table 6.2. The result from

running the tests with a new set of optional trades is shown in Table 6.11.

The results in Table 6.11 show that increasing the number of optional trades will
increase the difference in solutions between the ROCEMax and ProfitMax formula-
tions. The numbers of new build ships have increased slightly for the ROCEMax
Formulation, while it has increased by approximately 10 ships for the entire planning
horizon for both the medium and small sets for the ProfitMax Formulation. As for
the results from the base case, the ProfitMax Formulation chooses to service all op-
tional trades, except one, while the ROCEMax Formulation uses the optional trades
mostly as a recourse action in cases of overcapacity in the fleet. There is actually

a decrease in the number of optional trades for the small set compared to the base
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ROCEMax ProfitMax

Large  Med Small Large  Med Small
New builds ordered
t=0 - - - 20.4 9.1 6.2
t=1,.,T 15.9 8.8 6.5 10.9 9.9 7.8
Scrappings
t=0 . - ; } } -
t=1,..,T 11.4 7.4 5.2 15.9 8.5 5.9
Optional trades
t=1 0.57 0.62 0.45 0.97 1.67 1.07
t=2 0.57 0.62 0.47 1.63 2.35 1.53
t=3 0.57 0.62 0.48 2.00 3.00 2.00
t=4 0.58 0.63 0.55 2.00 3.00 2.00
t=5 0.73 0.80 0.78 2.00 3.00 2.00
t =10 0.85 0.93 0.85 2.97 3.92 2.80
Profit (MUSD) 4 515 2 340 1 605 4 928 2 711 1 841
ROCE 288% 216 % 268 % 243 % 232 % 219 %
CAGR 145% 142% 139 % 131 % 127% 123 %
CAGR Extra - - - 9.0% 92% 98 %
Extra Return 184 % 188 % 221 % - - -
Extra Profit - - - 92% 159% 14.7%
VSS 3 7% 50% 55% 46% 1.6% 44%
Space charter cost
SS 676 319 202 301 130 90
DS 931 523 355 704 190 206

Table 6.12: Results from running the test with a planning horizon of 10 years
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case, but this is explained by the difference in demand for the optional trades, so
units shipped has increased when increasing available optional trades also for the

small set.

When looking at the VSS in Table 6.11, the results from the ROCEMax formulations
is approximately the same, both the medium and large set both being slightly higher
than for the base case. This results is as expected, since the other results did not
differ much as well. For the ProfitMax Formulation, the VSS is significantly lower
compared to the base case. This is best explained by considering the optional trades
as recourse options. The DS will choose to invest planning to service extra optional
trades. In cases where the demand increases, these investments give flexibility in
the fleet, so that fewer optional trades can be serviced, to reduce the use of space
charters on contractual trades. This is seen by the relative small increase in space

charter cost from the SS to the DS.

6.6.3 Impact of increasing the planning horizon

The planning horizon was initially set to five years, where the potential future profit
of the ships in the fleet at the end of the planning horizon was reflected in the sunset
value. The sunset value may not necessarily be able to reflect this potential future
profit in a good way. By increasing the planning horizon from five to 10 years, it is
possible that this profit potential will be better reflected. By increasing the planning
horizon from five to 10 years, nothing is changed about the problem. The uncertainty
is still modeled the same way, and there are no ships leaving the fleet due to age
from year six to 10. Therefore, increasing the planning horizon can be considered

estimating the sunset value in a more detailed way.

The results from running the tests using a planning horizon of 10 years is shown in

Table 6.12.

The ROCE listed in Table 6.12 is lower than the correct value. This is the result of
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the linearization constraint (5.90) being wrongly implemented in terms of estimating
the average ROCE over the planning Horizon (the term T+ 1 was not updated from
a five year planning horizon). This error does however not influence the optimal
solutions, as it is only a scaling issue, making the average Capital Employed too

high. The error is only present in the results in this section.

The results shown in Table 6.12 show that there is no major impact of increasing the
length of the planning horizon. Since all values are discounted, the impact of profits
in the later periods of the planning horizon has less impact on the final results in
terms of profit and ROCE. On the other hand, these periods have a higher demand
(since a slight increase in the market status is implemented in the mean value), and

no investments are made, increasing the profit made in these periods.

The high profit show that the sunset value does not fully reflect the future profit
potential of a ship. The ROCEMax formulation chooses to invest in fewer ships over
the planning horizon, and none in the first stage. This result comes from the needed
return on new investment is higher in this case, since the profitability of the ships

in the fleet increase when the planning horizon increases.

The VSS is lower than for the base case. This is best explained by the longer
planning horizon giving better possibilities of correcting bad decisions in the first
stage, leading to the impact of these decisions being lower as the planning horizon

is extended.

6.6.4 Impact of changing space charter cost

Initially, the space charter cost was set to 2,000 USD per unit of cargo shipped, as
a high cost for a recourse option that is not to be used often. This approach is not
necessarily always true. In this section, the space charter costs will be estimated by
using an even higher cost, 5,000 USD per unit shipped, for HH and BB, because these

may be difficult to ship in an space charter market, and this should not be a viable
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option unless it is an extreme case (to ensure feasibility). The space charter cost for
cars is reduced, set at a slightly higher level then the revenue made from shipping
goods, 40 cents as compared to 32 cents per nautical mile. The space charter cost
for cars is also set to vary with the market status. The total effect of these changes
in the space charter cost is most likely a reduction of the space charter cost for the

shipping company, since demand for cars is the highest.

In Section 6.4 it was shown that the ROCEMax and ProfitMax formulation had
different approaches to space charter costs vs new builds. The ROCEMax formula-
tion was more likely to use space charter than the ProfitMax Formulation, instead
of building more internal capacity. Also, Section 6.5 showed that the space charter

cost had a high impact on the VSS.

The results shown in Table 6.13 show that the ROCEMax formulation chooses not to
build any ships in the first stage, but waits until later in the planning horizon. The
total number of ships bought is also reduced. This shows that when space charter
cost is reduced, the ROCEMax formulation to an ever higher degree choose to use
space chartering as an option instead of investing in new ships. The ProfitMax
formulation also chooses to invest in fewer ships both in the first stage and the
second stage, except for the small set, where the number of new build is higher for
the second stage as compared to the base case. This may be because of the change in
space charter cost, in the case of the small set, results in postponement of investment

decisions being more profitable.

When looking at the VSS, this is significantly lower, as one would expect. The DS
still needs to take a much higher space charter cost than the SS, but as this cost is
reduced, the total impact of this increase is lower, and so the VSS ends up being

much lower than for the base case.

The result of changing the structure of the space charter cost led to larger differences
between the formulations, and lower VSS. The space charter cost was essentially

reduced, since the cost was reduced for cars, which is the cargo type with the highest
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ROCEMax ProfitMax

Large Med Small Large  Med Small
New builds ordered
t=0 - - - 10.3 5.4 4
t=1,..,T 1.3 0.9 - 13.1 10.2 7.7
Scrappings
t=0 3.7 0.8 - - - -
t=1,..,T 12.9 8.1 5.6 10.3 7.1 5.1
Optional trades
t=1 0.70 0.93 0.63 0.98 1.77 1.08
t=2 0.72 0.93 0.63 1.23 2.03 1.33
t=3 0.72 0.93 0.63 2.00 3.00 2.00
t=4 0.72 0.93 0.63 2.00 3.00 2.00
t=5 0.73 0.97 0.63 2.00 3.00 2.00
Profit (MUSD) 1,762 955 628 2,232 1,203 814
ROCE 259 % 250 % 250 % 1949 % 190 % 178 %
CAGR 291 % 285 % 284 % 241 % 23.7T% 227 %
CAGR Extra - - - 103 % 108 % 11.3 %
Extra Return 335% 31.8% 402 % - - -
Extra Profit - - - 26.7 % 26.0 % 29.6 %
VSS 1.5% 1.7% 22% 03% 07% 02%
Space charter cost
SS 729 444 219 165 64 36
DS 880 508 241 257 69 71

Table 6.13: Results from runnings tests with updated space charter costs
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Figure 6.2: Development of VSS with increasing space charter cost

0%

demand. It can be discussed whether the level of space chartering is realistic. No

restrictions are put on the use of space chartering, other than the cost.

The result in Table 6.13 showed the effect of reducing the space charter cost. It can
also be interesting to consider what happens if the space charter cost increases. A
test was done, for one data instance of the large set, using 10 levels of space charter
costs, to see how the results differ with the space charter cost. Only the space charter
cost for cars was changed, for HHs and BBs, the cost of 10,000 USD used in this
section is still applied. The space charter cost is set relative to the freight revenue,
starting out at the same level, and gradually increasing in 10 steps up to 20 times
the freight revenue, to test for an extreme case. The increase is small at first, and
gradually increases. Figures 6.2 and 6.3 show the result from this test in terms of
VSS and similarity between first stage decisions from the formulations. The x-axis

shows the level of space charter cost for cars, compare to the freight revenue.

Figure 6.2 show that the VSS increase with increasing space charter cost. When the

space charter cost passed went from five times to 10 times the freight revenue, the
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Figure 6.3: Comparison of new build decisions in the first stage between the ROCEMax and

ProfitMax formulations with increasing space charter costs
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VSS increased to 200% for the ROCEMax formulation, and 185% for the ProfitMax
Formulation. At four times the level of the freight revenue, the VSS is approximately

the same as for the base case.

Figure 6.3 compares the number of ships that the ROCEMax Formulation and Prof-
itMax Formulation build in the first stage. The results show that increasing space
charter cost makes the solutions from the two formulations more similar to each
other, in terms of the first stage solutions. The economic results also become more
similar as the space charter cost increases, but it takes an extreme increase to make
the solutions almost similar. The case of space charter cost at 20 times the freight
revenue practically means that the space charter option is not to be used, except
for ensuring feasibility in cases of extreme demand where there is no possibility of
having enough capacity in the fleet. Giving a realistic value to the space charter cost
is of great importance, especially when comparing the suggested solution from the

two formulations.

6.6.5 Summary of impact of parameter values

The tests done in this section show that the impact of changing the values of pa-
rameters in the manner discussed in this section did not change the structural dif-
ferences in the solutions proposed by the ROCEMax and ProfitMax Formulations.
The changes in solutions from the base case only increased the difference in solutions
between the two formulations, except for increasing the space charter cost. However,
an extreme change in the space charter cost was necessary to end up with solutions
which were not structurally different. This shows that the ROCEMax Formulation
is far more conservative than the ProfitMax Formulation, and the structure of the

solutions are not sensitive to changes in the parameter values.
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ROCEMax ProfitMax

Large Med Small Large  Med Small
New builds ordered
$t=0% 3.4 0.6 - 16.6 5.8 3.8
$t=1,..,T$ 12.3 6.0 3.7 14.7 12.1 9.8
Scrappings
$t=0% - - - - - -
$t=1,...,T$ 12.0 7.5 5.2 10.5 7.1 5.0
Optional trades
$t=1$ 0.78 0.87 0.63 1.17 2.08 1.42
$t=2% 0.78 0.87 0.63 1.63 2.32 1.58
$t=3% 0.78 0.90 0.65 2.00 3.00 2.00
$t=4% 0.78 0.90 0.65 2.00 3.00 2.00
$t=5% 0.78 0.90 0.67 2.00 3.00 2.00
Profit (MUSD) 1,991 1,103 769 2,174 1,226 857
ROCE 219 % 237 % 250 % 179 % 180 % 178 %
CAGR 26.1 % 275 % 285 % 228 % 229% 227 %
CAGR Extra - - - 142% 132% 127 %
Extra Return 223% 316 % 40.0% - - -
Extra Profit 92% 112% 115 %
VSS 105 % 187 % 187 % 60% 25% 23%
Space charter cost
SS 289 7 49 96 13 9
DS 581 250 192 318 43 73

Table 6.14: Results from running tests with option of chartering in and out ships
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6.7 Including charters and second hand market

The formulations presented in Chapter 5 included options for chartering in and out
ships, and a second hand market for buying and selling ships. For the computational

study in Chapter 6, these options were not included, by setting the limits to 0.

In this section, the option of chartering in and out ships, and buying and selling
ships in a second hand market will be included. The limits for these each of options
have been set to maximum one ship per type per period, and maximum a total of

three ships per period.

Only PCTC and LCTC type of ships are available for chartering and in the second
hand market. The exclusion of ships of type RORO comes from the fact that RORO
ships have a very specific design, accustomed to ro-ro shipping. Because of this, it
is not likely to find these type of ships available for charters or in the second hand
market. A limit of one available ship of each type, and a total of three ships per

time period to be chartered in or out is set.

When testing the formulations in Chapter 6, there existed only one recourse action
in addition to investing and disposing of ships, namely the space charter option.
By including charters of ships and a second hand market, these can be considered
additional recourse actions. Pantuso et al. (2014) showed that increasing the number

of ships available for charters decreased the value of the stochastic solution.

The inclusion of a second hand market means introducing new integer variables,
which complicates the problem, and increase the solution time. For this reason, a
space charter option is first included without a second hand market, before a second
hand market is included as well. The results from running the ROCEMax and
ProfitMax formulations with the possibility of chartering ships are shown in Table

6.14.

The results in Table 6.14 have the same structural differences as the base case and
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Charters in Charters out
t= 1 2 3 4 5 1 2 3 4 5
ROCE
Large 1.8 21 1.6 2.1 25 1.9 1.8 14 1.0 0.6
Med 1.5 22 21 24 29 26 1.7 1.3 08 0.7
Small 1.5 22 21 23 28 22 1.2 09 06 0.5
Profitmax
Large 1.9 1.1 05 04 01 1.9 2.7 34 28 20
Med 1.7 1.4 0.7 06 0.3 21 21 32 21 1.3
Small 1.7 1.2 04 02 0.1 1.8 23 32 20 1.0

Table 6.15: Charters in and out for the test with charter option

the tests done in the previous section. The ROCEMax Formulation also choose to
use the charter options far more often and to a greater degree than the ProfitMax
Formulation. The VSS decreases for the ProfitMax Formulation, which corresponds
to the findings in Pantuso et al. (2014), but not for the ROCEMax Formulations.
This is because the ROCEMax Formulation uses chartering of ships as an replace-
ment for building new ships, while the ProfitMax Formulation use the chartering
much less, and more as recourse option and while waiting for delivery of new builds,
which can be seen from the results in Table 6.15. This means that the DS for the
ROCEMax Formulation plan to charter ships, so these limits on charters are already

reached, and chartering ships does not act as an recourse option for the DS.

When a second hand market is included as well, the formulations does not reach a
1% optimality within the time limit, the gap at this time varies from 1.5% for the
small set to 5.5% for the large set. Because of this, the results from including a
second hand market should not be considered accurate results. There is still reason
to believe that the structure in the solutions proposed with this gap still reveal some

traits about the problem when a second hand market is included. The results from

88



6.7. Including charters and second hand market

ROCEMax ProfitMax

Large Med Small Large  Med Small
New builds ordered
$t=0% 0.7 - - 10.3 2.0 1.0
$t=1,...T$ 4.9 1.4 0.0 13.1 11.1 8.2
Scrappings
$t=0% - - - - 0.1 0.4
$t=1,..,T$ 10.3 7.0 5.0 10.2 7.0 3.3
Optional trades
$t=1$ 0.67 0.42 0.25 1.32 2.40 1.58
$t=2% 0.67 0.42 0.25 1.63 2.68 1.87
$t=3% 0.67 0.42 0.25 2 3 2
$t=49 0.67 0.42 0.25 2 3 2
$t=5% 0.67 0.42 0.27 2 3 2
Profit (MUSD) 2,106 1,154 819 2,294 1,314 919
ROCE 250 % 289 % 319 % 200 % 213 % 208 %
CAGR 285 % 312% 332% 24.7% 25.6 % 253 %
CAGR Extra - - - 116 % 95% 9.0%
Extra Return 244 % 355 % 53.0% - - -
Extra Profit - - - 89% 13.8% 121 %
VSS 15.0% 129 % 20.0% 7T4% 31% 14 %
Space charter cost
SS 278 76 14 128 8 4
DS 824 287 220 390 56 24

Table 6.16: Results from running tests with charter options and a second hand market
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Charters in Charters out
t= 1 2 3 4 5 1 2 3 4 5
ROCE
Large 1.6 1.9 19 21 28 21 1.3 0.8 0.5 0.1
Med 14 22 25 27 33 1.7 0.7 0.2 0.0 0.0
Small 1.3 20 24 24 28 24 0.7 0.1 0.0 0.0
Profitmax
Large 1.8 1.2 06 04 0.1 20 24 26 20 1.0
Med 1.5 14 1.1 1.1 0.5 22 14 22 16 0.6
Small 1.1 1.1 0.7 05 0.1 27 29 31 22 05

Table 6.17: Charters in and out for the test with charter option and second hand market

Second hand purchases Second hand sales
t= 0 1 2 3 4 0 1 2 3 4
ROCE
Large 3.0 1.5 20 21 21 00 14 12 10 05
Med 20 14 19 24 26 1.7 20 16 1.0 04
Small 20 09 15 19 25 1.7 1.9 11 0.8 0.3
Profitmax
Large 30 16 14 14 1.0 0.0 1.8 27 28 23
Med 30 23 18 19 1.3 0.0 1.7 26 24 18
Small 3.0 23 1.8 19 09 0.0 14 21 22 15

Table 6.18: Second hand purchases and sales
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running the tests with a charter option and a second hand market is shown in Table

6.16.

The results in Table 6.16 show that the inclusion of a second hand market as well
as a charter option does not change the difference between the solutions. Both
formulations build fewer ships in the first stage and for the entire planning horizon,
this is because more ships are bough in the second hand market, as well as the

charter option reduces the need for investments in the fleet.

The same remarks about the VSS as for the case with only charter option can be
made, except that the reduction is a little lower for the ProfitMax formulation, and
the ROCEMax Formulation see an increase in VSS compared to the base case. This
is most likely the result of the formulations using the second hand market both for
investments and as a recourse option. The second hand market however, have a lead
time of one period for deliveries of ships, as compared to the charters, which are
available right away. Both Formulations buy and sell in the second hand market
throughout the planning horizon. The ROCEMax Formulation buys more than it
sells, meaning that it use the second hand market as recourse option when demand
increases. The ProfitMax Formulation on the other hand sell more than in buys,
meaning that it use the second hand market as a recourse option when demand is

decreasing. These results can be seen in Tables 6.17 and 6.18

6.8 Going from a two-stage to a three-stage case

In Chapter 6, it was shown that by using a two-stage stochastic model, it was possible
to achieve a VSS ranging from 11.9 to 21.7 %. In the two-stage stochastic model
used in Chapter 6, the realization of all random variables for the rest of the planning
horizon was known from time period ¢ = 1. In this section, a three-stage model
will be presented and tested. The three-stage model consists of an additional stage

compare to the two-stage model used in Chapter 6. The three-stage model means
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2,5

1,5

0,5

o 1 2 3 4 5

Figure 6.4: Example of three stage scenario tree, for one random variable. The expected value is

the middle black line.

that in time ¢ = 1, only a first realization will be discovered, the random variables
further development is still uncertain for the rest of the planning horizon, this is
discovered in time ¢t = 2. Picture 6.4 shows an illustration of the scenario three in

the three stage model.

The results from running the ROCEMax and Profit Max formulations on a three

stage data instance is shown in Table 6.19

The results show that going from a two-stage model to a three stage model does not
change the results significantly. The structural differences that were found in the
results from the base case is still present. For multistage problems, the calculation of

the VSS is more complex than for a two stage problem, as is presented in Escudero
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ROCEMax ProfitMax

Large  Med Small Large Med Small
New builds ordered
$t=0% 5.4 2.8 2.0 16.7 8.2 5.7
$t=1,..,T$ 7.6 3.4 2.4 5.6 4.8 3.3
Scrappings
$t=0% - - - - - -
$t=1,..,T$ 9.2 5.1 3.6 8.1 5.2 3.5
Optional trades
$t=1$ 0.38 0.50 0.42 1.28 2.15 1.30
$t=2% 0.77 0.98 0.72 1.65 2.48 1.55
$t=3$ 0.98 1.25 0.93 1.77 2.77 1.75
$t=49 0.80 1.05 0.80 1.75 2.72 1.80
$t=5% 0.90 1.12 0.80 1.80 2.85 1.87
Profit (MUSD) 1,960 1,071 729 2,108 1,158 784
ROCE 205 % 205 % 201 % 185 % 183 % 178 %
CAGR 250 % 25.0% 24.6 % 23.3% 232% 227 %
CAGR Extra - - - 147 % 148 % 155 %
Extra Return 11.3% 11.9% 129 % - - -
Extra Profit 7.5 % 81% 7.6%
VSS, 73% 9.0% 11.8% 6.4 % 1.9% 62%
Space charter cost
SS 296 84 47 94 14 9
DS 576 251 192 318 42 74

Table 6.19: Results from running the tests using a three stage data instance
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et al. (2007) . The calculation of the VSS as presented in Escudero et al. (2007) will
not be done in here. The VSS presented in Table 6.19 is therefore indexed by 1,
meaning that the decisions in t = 0 for the EVP have been locked when solving with
the stochastic scenario tree. Escudero et al. (2007) show that V'SS; is lower than
V' SSy for the problem (which is not calculated), so the reduced V'SS; as compared

to the VSS for the base case, seems reasonable.

6.9 Adjusting the calculation of ROCE

All tests so far have shown that the ROCEMax Formulation is far more conservative
in building decisions as compared to the ProfitMax Formulation. When estimating
the ROCE, it can be argued that the cost of building a ship acts as a double neg-
ative factor, since it both increases the capital employed and decreases the profit.
The new build cost was included so that the ROCEMax formulation and ProfitMax
Formulation could be compared easily (P as discussed in Chapter 2 is the profit
from the ProfitMaxFormulation). In this section, tests where the new build cost has
been omitted from the profit estimation in the ROCEMax Formulation will be done.
Investing in new builds will then just effect the capital employed. The results from

these tests are shown in Table 6.20.

The results in Table 6.20 show that omitting the cost of new building from the profit
estimation in the ROCEMax Formulation does increase the number of ships built,
as compared to the results from the base case, as presented in Section 6.4. The
increase is however only slight, and the structural difference in decisions between
the formulations is still clearly present. It should be noted that the reason this test
is not run for the ProfitMax Formulation, is that omitting the new build cost from
the ProfitMax Formulation would lead to an unbounded problem, which is not the
case for the ROCEMax Formulation. The economic results in Table 6.20 cannot be

compared directly to the results from the ProfitMax Formulation, since they have
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ROCEMax

Large Med Small
New builds ordered
t=0 10.1 4.3 3
t=1,.,T 13.0 9.7 6.5
Optional trades
t=1 0.95 1.38 0.90
t=2 1.03 1.40 0.93
t=3 1.15 1.50 1.03
t=4 1.25 1.68 1.167
t=5 1.93 2.75 1.82
Profit (MUSD) 2,498 1,364 922
ROCE 239% 236% 213%
CAGR 27.7% 27.45% 27.1%
CAGR Extra - - -
Extra Return 41.8% 42.9%  43.9%
Extra Profit - - -
VSS 10.0% 12.2% 15.4%
Space charter cost
SS 412 121 54
DS 812 392 228

Table 6.20: Results from omitting new build cost from profit calculation
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different approaches to estimate profit and thus ROCE. The results suggest that
investigating the calculation of investment returns further will be of value value in

future research.

6.10 Summary of the computational study

The computational study has investigated the solutions from the two formulations
developed in Chapter 5. The solutions were based on a base case, as well as testing for
varying input parameters, including charters and a second hand market, expanding

to a three-stage case, and adjusting the calculation of ROCE.

The main finding is that the ROCEMax Formulation is far more conservative com-
pared to the ProfitMax Formulation for all cases. The solutions vary, but the struc-
tural differences between the formulations is present in all cases. The ROCEMax
Formulation choose to use the space charter option to a lager degree than the Profit-
Max Formulation, so modeling the use of this as realistic as possible will be important
for the validity of the model. Adjusting the calculation of ROCE did also have a
impact on the solutions suggested, so further studies into how this should be cal-
culated should be done. Ideally, the calculation of ROCE, or another measure for

investment returns, should be done in the same way as is done by investors.
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Concluding remarks

This thesis introduced a new model for solving the Maritime Fleet Renewal Prob-
lem (MFRP). This model maximizes investment returns in the objective function, in
terms of ROCE, as compared to profit maximization or cost minimization which
has been the only objective functions proposed by current literature about the

MFERP.

The introduction of investment returns in the objective function gave a more com-
plex formulation than the profit maximizing model that was also developed. The
objective function ends up as a fraction, so a transformation must be made, and
special solutions for handling the binary and integer variables were needed. Still,
the new ROCEMax Formulation was possible to solve for the instances developed
for this report, within reasonable time to be applicable for industry adaptation.
More focus should still be given to improve the model in terms of computational

effectiveness.

The results showed the the new ROCEMax Formulation gave structurally different
solutions from the ProfitMax Formulation. The differences were not sensitive to ad-
justments of parameter values, so the new model can be considered giving a valuable

contribution to the field of strategic maritime problems in operations research. The
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literature indicates that the use of investment returns has not been applied to these
type of problems in operations research before. The dimension of considering the
investments needed for the solutions suggested, is therefore a new addition to the

field of strategic, maritime problems.

The ROCEMax Formulation should be developed to better reflect the return mea-
sures used by shipping companies. ROCE was chosen for measure for this thesis,
but other measures may also be appropriate. The calculation of ROCE in the model

should also be given attention in the further work with the model.
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Appendix A

Formulations

A.1 ProfitMax Formulations

Al

Sets

Profit Max Scenario Formulation

set of periods, indexed by ¢, final period T

set of scenarios, indexed by s

= {0 < A,; < A} set of ship types existing in the marked in period
t, indexed by v

set of mandatory trades (where there are contractual obligations)
operated in period ¢, indexed by ¢

set of optional trades (where there are no contractual obligations)
in period t, indexed by ¢

set of all trades in period ¢, indexed by ¢

set of loops in period ¢, indexed by r

set of loops which can be sailed by a ship of type v in period ¢,
indexed by r
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Rivt

G
Parameters

TL

COP

vrts

CSP

its

OCI

vts

RLU

vts

RCO

vts

vts

set of loops servicing trade ¢ which can be sailed by a ship of type
v in period ¢, indexed by r

set of cargo types, indexed byc

lead time for new buildings

probability of scenario s occurring

lifetime of a generic ship

age of a ship of type v in period ¢

building cost of a ship of type v in period ¢ under scenario s

cost of a ship of type v in period ¢ in the second-hand market
fixed operating cost for ship of type v in period ¢ under scenario s
cost of performing a loop r for ship of type v in period t under
scenario s

cost of voyage charter on trade ¢ in period ¢ under scenario s

cost of chartering in a ship of type v in period ¢ under scenario s
lay up savings for one period t for a ship of type v under scenario s
charter out revenue for one period ¢ for a ship of type v under
scenario s

scrapping revenue for a ship of type v in period t under scenario s
revenue from selling a ship of type v in period ¢ under scenario s in
the second-hand market

sunset value for a ship of type v under scenario s

frequency requirement for trade ¢ in period ¢

total time it takes for a ship of type v to perform loop r

total available time for a ship of type v in one period

total capacity for a ship of type v

limit on number of available ships for chartering in of type v in

period ¢ under scenario s
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mvts

S_Hvts

S_Evts

mts

mts

S_Hts

S_Ets

D its

YIP

v

NB
Yo

Variables

NB
yvts

sC
yvts

SH
yvts

SE
yvts

P
yvts

limit on number of possible ships for chartering out of type v in
period ¢ under scenario s

limit on number of available ships in the second hand market of
type v in period t under scenario s

limit on number of possible ships that can be sold in the second
hand market out of type v in period ¢ under scenario s

limit of total number of ships that can be chartered in in period ¢
under scenario s

limit of total number of ships that can be chartered out in period ¢
under scenario s

limit of total number of ships that can be bought in the second
hand market in period ¢ under scenario s

limit of total number of ships that can be sold in the second hand
market in period ¢ under scenario s

agreed amount of cargo to be transported on trade ¢ in period ¢
under scenario s

initial pool of ship type v

new ships of type v ordered in the sunk period, to be delivered in

period t

number of new buildings ordered in period t under scenario s of
ship type v

number of ships scrapped in period ¢ under scenario s of type v
number of ships bought in the second-hand market in period ¢ under
scenario s of type v

number of ships sold in the second-hand market in period ¢ under
scenario s of type v

number of ships in the pool at the end of period t under scenario s
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Lorts

Nits

5its

number of loops r performed by ships of type v in period t under
scenario s

number of ships of type v on lay up for period ¢ under scenario s
number of ships of type v chartered in in period ¢ under scenario s
number of ships of type v chartered out in period ¢ under scenario
5

units of goods space chartered in on trade 7 in time ¢ under scenario
S

binary variable, 1 if optional trade ¢ is serviced in node n
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Objective function

marz = Z Ps< Z ( Z Z RE Diesbits

s€S teTt>0 jeNO ceG
2: }: D sp 2: oP, P
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L
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Demand constraints
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veEVE T€ERut
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Capacity constraints
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Frequency constraints

Z szrtstita tET\{O},Z‘ENtC,SGS,
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Time constraints

Z erxwts S Zv(yf;s + h{;t - hg - lvts)a le T\ {0},U € %73 € 57

reRyt

Optional trades constraints
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Pool constraints
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Charters and second hand market constraints
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Non-anticipativity constraints

Ysts = Yt teT,veV,seS seSN
ynt =ymy,  teTweV,seSseSi
ySH —ySH - teTweV,seS se SN,
ySE=ySE. teTweV,ses85e 8V

Convexity and integer constraints

ynlezt, teT:t<T-TrveVi.,seS,
Yo € L7, teT\{TYveV,ses,
yslezt, teT\{TlveV,ses,
WEezt, teT\{T}veV,ses,

yP €RT,  teTveV,seS,

lots € RT, teT\{0},veV,ses,

hl, € RT, teT\{0},veV,ses,
ho € RT, teT\{0},veV,secs,
Torts € RT, teT\{0},r € Ry,v€V,s€S.
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A.1.2 ProfitMax node formulation

Set, parameters and variables

Sets

T set of periods, indexed by ¢, final period T

N set of nodes in the scenario tree, indexed by n

Vi = {0 < A,; < A} set of ship types existing in the marked in period
t, indexed by v

NE set of mandatory trades (where there are contractual obligations)
operated in period ¢, indexed by ¢

NP set of optional trades (where there are no contractual obligations)
in period ¢, indexed by ¢

N set of all trades in period ¢, indexed by %

R set of loops in period ¢, indexed by r

R, CR; set of loops which can be sailed by a ship of type v in period ¢,
indexed by r

Ry set of loops servicing trade ¢ which can be sailed by a ship of type
v in period t, indexed by r

G set of cargo types, indexed byc

Parameters

" lead time for new buildings

P, probability of being in node n

n(t) all nodes n at time ¢ in the scenario tree

a(n,t) all ancestors of node n in the scenario tree in time ¢, a(n,t) is
written simply as a(n)

A lifetime of a generic ship

At age of a ship of type v in period ¢

CNB building cost of a ship of type v in node n

CcsH cost of a ship of type v in node n in the second-hand market
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COP

vrn

mt&
mts
S_Hts

S_Ets

fixed operating cost for ship of type v in node n

cost of performing a loop r for ship of type v in node ns

cost of voyage charter on trade ¢ in node n

cost of chartering in a ship of type v in period n

lay up savings for one period t for a ship of type n

charter out revenue for one period ¢ for a ship of type n

scrapping revenue for a ship of type v in period n

revenue from selling a ship of type v in period n in the second-hand
market

sunset value for a ship of type v in node n

frequency requirement for trade ¢ in period ¢

total time it takes for a ship of type v to perform loop r

total available time for a ship of type v in one period

total capacity for a ship of type v

limit on number of available ships for chartering in of type v in
node n

limit on number of possible ships for chartering out of type v in
node n

limit on number of available ships in the second hand market of
type v in node n

limit on number of possible ships that can be sold in the second
hand market out of type v in node n

limit of total number of ships that can be chartered in in node n
limit of total number of ships that can be chartered out in node n
limit of total number of ships that can be bought in the second
hand market in node n

limit of total number of ships that can be sold in the second hand
market in node n

agreed amount of cargo to be transported on trade ¢ in node n
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YIP

(2

NB
Yol

Variables

NB
Yon

sc

Yon
SH

Yon

SE
Yon

initial pool of ship type v
new ships of type v ordered in the sunk period, to be delivered in

period t

number of new buildings ordered in node n of ship type v

number of ships scrapped in node n of type v

number of ships bought in the second-hand market in node n of
type v

number of ships sold in the second-hand market in node n of type
v

number of ships in the pool at the end of the period in node n
number of loops r performed by ships of type v in node n

number of ships of type v on lay up for node n

number of ships of type v chartered in in node n

number of ships of type v chartered out in node n

units of goods space chartered in on trade ¢ in node n

binary variable, 1 if optional trade ¢ is serviced in node n
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Objective function

marz = Z Z Z ZRDchném

teT\{0} nen(t) iENP ceG
+ Z Z(Ri[»r)zDicn Cf:ﬁnwn) - Z(Copyvn
z‘eNtC ceG veVy

—|—OCOhI o RCOhO
+ Z Coniorn — Rgglvn»

TeRvn

+> D BRI

vEVE nen(T)

T2 2 2 B

teTt<T—-TL UGVN nen(t

T2 2 2 Pl

teT veVy nen(t

+ Rylyor — CSHym )
Demand constraints

Z Z chajvrn + Nien Z Dicna t e T\ {O},Z S NtC,C € G,n & n(t),

VEVE TER 1t

Z Z chxvrn Z Dicnéiny t e T\ {O},Z S NtO,C € G,n < n(t)7

VEV: TER 1t

Capacity constraints

Z Z max Qv Torn + chm > ZDitcs, teT\{0},i¢€ Ntc,n € n(t),

VEVE TER;ut ceG ceG
> Y maxQu@um > Y Diendi,  t€T\{0},i € N7 n€n(t),
cinG
vEVE r€ERyt ceG

Frequency constraints

D> @ = Fr, teT\{0},i€ NS nen(t),

VEVE TER;

D> T = Fubin,  t€T\{0}i€ NP nen(t),

VEVE TER;
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Time constraints

> Zeorn < Zo(yhy, + bl — B, — L), teT\{0},veV,nenlt),

rERyt

Optional trades constraints

5ia(n) Sézna tGT\{O,l},iGNtO,’I’LGTL(t),

)

Pool constraints

Yon = Yvan) ~ Yoatn) T Yoam) ~ Yoaey: L ET\{0}v € L\ VY n € n(t),
yo, =Y NP, teT:t<Ttve VN nen(),
Yon = Yvataey), €T t=THve VY nen(t),
vo=Y,",  vel,
yﬁzyig(n), teT\0,veVi\veVy,nen(t),
lon — AL, + 1S, <yl teT\{0},veV,nen(t),

Charters and second hand market constraints

Yol <SH,,, teTweV,

y$P < SE,,, teT,veV,nen(l),

bl < Cl,n, teT\{0},veV,nenl(t),

he < COyp, teT\{0},veV,nen(t),
Z You! < SH,, teT,nenlt),

Z 2P < SE,, teT,nenlt),
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> hl, <CI, teT\{0},n enlt),
veVi\VY

> hG, < CO,, teT\{0},nen(t),

veV\VN

Convexity and integer constraints

yNB ezt teT:t<T—-T"veVi,nen),
y3¢ e 7T, te T\{T}v € V,nen(t),

yIE c gt te T\{TYv € V;,n e n(t),

yol e 7T, teT\{T}veV,nen(t),

yh e RT, teTveV,nen(t),

lon € RT, teT\{0},veV,nen(t),

hl € RT, teT\{0},veV,nen(t),
hS € RY, t€ T\ {0},veV,necnlt),
Torn € RT, teT\{0},r € Ry,v € V;,n € n(t).
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A.1.3 ROCEMax scenario formulations

Sets
T

G
Parameters
7L

P,

A

Avt

ON B

vts

CSH

vt

COP

vts

set of periods, indexed by ¢, final period T

set of scenarios, indexed by s

= {0 < A,; < A} set of ship types existing in the marked in period
t, indexed by v

set of mandatory trades (where there are contractual obligations)
operated in period ¢, indexed by ¢

set of optional trades (where there are no contractual obligations)
in period ¢, indexed by ¢

set of all trades in period ¢, indexed by %

set of loops in period ¢, indexed by r

set of loops which can be sailed by a ship of type v in period ¢,
indexed by r

set of loops servicing trade ¢ which can be sailed by a ship of type
v in period ¢, indexed by r

set of decisions for building, scrapping, selling and buying ships,
indexed by j

set of cargo types, indexed byc

lead time for new buildings

probability of scenario s occurring

lifetime of a generic ship

age of a ship of type v in period ¢

building cost of a ship of type v in period ¢ under scenario s
cost of a ship of type v in period ¢ in the second-hand market

fixed operating cost for ship of type v in period ¢t under scenario s

116



A.1. ProfitMax Formulations

CTR

vrts

CSP

its

CCI

vts

RLU

vts

RCO

vts

vts

mvts

S_Hvts

S_Evts

mts

mts

S_Hts

cost of performing a loop r for ship of type v in period ¢ under
scenario s

cost of voyage charter on trade ¢ in period ¢ under scenario s

cost of chartering in a ship of type v in period ¢ under scenario s
lay up savings for one period t for a ship of type v under scenario s
charter out revenue for one period t for a ship of type v under
scenario s

scrapping revenue for a ship of type v in period t under scenario s
revenue from selling a ship of type v in period ¢ under scenario s in
the second-hand market

sunset value for a ship of type v under scenario s

frequency requirement for trade ¢ in period ¢

total time it takes for a ship of type v to perform loop r

total available time for a ship of type v in one period

total capacity for a ship of type v

limit on number of available ships for chartering in of type v in
period ¢ under scenario s

limit on number of possible ships for chartering out of type v in
period t under scenario s

limit on number of available ships in the second hand market of
type v in period ¢ under scenario s

limit on number of possible ships that can be sold in the second
hand market out of type v in period ¢ under scenario s

limit of total number of ships that can be chartered in in period ¢
under scenario s

limit of total number of ships that can be chartered out in period ¢
under scenario s

limit of total number of ships that can be bought in the second

hand market in period ¢ under scenario s
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SE

Dits

YIP

(%

NB
Y

Variables

NB
yvts

SC
yvts
SH
yvts

SE
yvts

P
yvts

Lorts

Nits

5its

limit of total number of ships that can be sold in the second hand
market in period ¢ under scenario s

agreed amount of cargo to be transported on trade ¢ in period ¢
under scenario s

initial pool of ship type v

new ships of type v ordered in the sunk period, to be delivered in

period t

number of new buildings ordered in period t under scenario s of
ship type v

number of ships scrapped in period ¢ under scenario s of type v
number of ships bought in the second-hand market in period ¢t under
scenario s of type v

number of ships sold in the second-hand market in period ¢ under
scenario s of type v

number of ships in the pool at the end of period ¢ under scenario s
number of loops r performed by ships of type v in period ¢ under
scenario s

number of ships of type v on lay up for period ¢ under scenario s
number of ships of type v chartered in in period ¢ under scenario s
number of ships of type v chartered out in period ¢ under scenario
S

units of goods space chartered in on trade 7 in time ¢ under scenario
s

binary variable, 1 if optional trade ¢ is serviced in node n
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Anti Symmetry formulation

Objective function

marz = Z PS( Z ( Z Z RP Dicys0iss

seS teT\{0} eNpP ceCG

+ Z Z its Dijersw — CzctsnlCtS) o Z(Cgfyvts

ieNC ceC =
CO1 1 CO71,0
Cvts hvts - R hvts
TR LU
+ E Cvrnxm"n ths lUtS))
r€Ryts

+ Y D R,

nen(T) veVp

- D D D G

teTt<T-TL nen(t) vEV oL jeD
E E § SC =SC
+ ths yvtsg
teT nen(t) velr jeD
E SH E :
vts yvts Cvts yvts )
jeD jeD

Demand constraints

Z Z chfvrts + Nets Z Dictsw7 teT \ {O},Z € Ntc, cEc G, ENS S,

VEVE TERut

Z Z chfvrts Z Ditsgictsy teT \ {O},Z € NtO,C S G, ENS S,

VEV: TER 1t

Capacity constraints

Z Z Ig}gé(chl'vrts + chin Z ZDicts> te T\ {O},Z € NtC,S S S,

vEVE TER; 1 ceG ceG

>y max Qoo ures > > Diesis, teT\{0},ie N°,s€S,

VEVE TER ¢ ceC
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Frequency constraints

DD T = Fyw,  teT\{0}ie N s€S,

vEVE TER; vt

Z Z jvrts Z Fit&ts; t S T \ {O},Z S NtO,S € S,

VEVE TER vt

Time constraints

Z ZT’U'%’UT"I’L S Z’U(g'[l;s + Bits - Bq?ts - ths)a t 6 T \ {0}7/0 E ‘/;57 S E S?

reRyt

Optional trades constraints

5i,a(n) < Dits, tetT \ {0, 1},2 S Nto, s €S,
Pool constraints
?ql;s = ?jf,t—l - Z(?ﬁ?—l,j - gff—l,j + Qf,f—l,j)a teT\{0}veV;\ V;tNa s €8,
jeD
gh =YIE teT:t<TlveVN ses
s = GNPg;  teT:t>TrveVises,
jeD
Uhos =Y Pw,  velyseS,
gftszzgf,tc—l,jv teT\0,veVi\veVy,ses,
jeD
lots — hlyy + WS < Ul tE€T\{0}v eV, s€S,
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Charters and second hand market constraints

S gl < SHuw,  teTweV,
jeb
Y g <SEnw,  teTwel,
jeD
B{)ts S mvtsw? tetT \ {0}7U € ‘/;fa
W0, < COysw,  teT\{0},veV,
> Y it < SH,, teT,ses,
veVi\V{V jeD
S N ySE <SE. teTses,

veVi\V,N jeD

> hl,<CI,

veVi\VN

> ha.< 00,

vts —

teT\{0},s€s,

teT\{0},s €S8,

UEVt\VtN

Linearization of binary variables constraints

w— 69, + 69, <1, teT\{0},i€ N,,s€S8,
69 —w <0, teT\{0},i € N, s€S,
69— 69, <0, teT\{0},i € Ny,s €S,

~-NB NB
W — Yuytsj + Yotsj < ]'7

teT t<T-TrveVi,ieN,s€S,jeD,

_NB—’U)SO,

Tos teT:t<T—-TrveV i€ N,s€S,jeD,

Yoo — Yoy <0, teT: t<T-TrveV i€ N,s€S,jeD,

W — Yog + Yoras < 1, teT,veV,ie N,seS,jeD,

_SC—U)SO,

yvtsj teTavE‘/;f?ieNt’SeS’jEE’

=SC SC
Yutsj — Yutsj < 07

~SH SH
w — yvtsj + yvtsj < 1’

teT,weV,,ie N,s€S,jeD,
teT,weV,,ic N,s€S,jeD,
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~SH
Yptsj — W < 07

—SH
yvtsg - yvtsg < 0

w — gvtsj + yvtsj < 17

—SE
Yotsj — W <0,

y’utsy - yvtsg < 0

Anti symmetry constraints

~-NB ~-NB
yvtsg — yvts,] 1
~SC —SC
yvtsy — yvts,] %
~SH —~SH
vtsj S Yots ,J—1
~SE ~SE

yvtsg — yvts,] 1

teT,veV,,ie N,s€S,jeD,
teT,veV,,ie N,seS,jeD,
teT,weV,,ie N,s€S,jeD,
teT,weV,ic N,se€S,j€D,
teT,veV,ie N,se€S,jeD

teT,veVy,seS,, jinD\ {1},
teT,veV,seS,, jinD\ {1},
teT,veV,ses,, jinD\ {1},
teT,veV,seS,, jinD\ {1},

Linearization of integer variables

yvts

JGD
yvts

JGD
yvts

jeD
yvts

jeD

Linearization constraints

> uhs,
> v
>y,
> v,

teT veV,ses,

teT,veVy,ses,

teT,veV,ses,

teT,veV,ses,

SBCF YN N BCNEY uNs
teT teT veVi teT,t<(T—t) jeD
+R§C Z yvtsy Ozilj Z yvtsg RSE Z yvtsg

jeD

jebD jeD
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Non-anticipativity constraints

Untai = Yntass teT,veV,seS,5eSN jeD
T T teT,veV,seS,5ecSN jeD
Yot = Yo, teT,veV,secS,5cSN jeD
Yot = Ybies, teT,veV,seS,5eSN jeD

Convexity and integer constraints

ynBezt,  teT:t<T-TrveVi.,seSs,
ySCezt,  teT\{TlveV,seSs,
ySHezt,  teT\{TlveV,seSs,
Yol € L7, teT\{T}veV,scS,
Yorsy € 10,1}, teT:t<T—-TrveVi,sebs,
Yors; € {0,1}, te T\{TYveV,ses,
ySH e (0,1},  teT\{T}veV,seS,
yijgje{()?l}, teT\{T}veV,secS,

65, € {0,1}, te T\{T}ie NP ,s€ S,

its

60, € RT, teT\{T}ie NP scS,

Jno € R, teT:t<T-T'veVl.,seS,
Vot € R, teT\{T}veV,seSb,

o € R, teT\{TYveV,ses,

Uo; € RT, teT\{T}veV,seb,

yh . e RY, teTveV,ses,

lyts € RT, teT\{0},veV,ses,

hl € RT, teT\{0},veV,ses,

hS € RT, teT\{0},veV,secs,

Tyrts € RT, teT\{0},r € Ry,v€V,s€S,
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w e RT.
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SOS1 formulation

Objective function

marz = Z PS( Z ( Z Z RP Dicys0iss

seS teT\{0} eNpP ceCG

+ Z Z its Dijersw — CzctsnlCtS) o Z(Cgfyvts

ieNC ceC =
CO1 1 CO71,0
Cvts hvts - R hvts
TR LU
+ E Cvrnxm"n ths lUtS))
r€Ryts

+ Y D R,

nen(T) veVp

- Z Z Z Oij)\t[f ijvtsg

teTt<T-TL nen( )vEV oL jeD

> Z > R i

teT nen(t) velr jeD

vts Z jyvts C?ig Z jyvts )

j€D jeD

Demand constraints

Z Z chjvrn + Nets = Dictsw7 teT \ {O},Z € NtC, cE Gﬂl S n(t),

VEVE TER;

Z Z chjvrn Z Ditsgictsy teT \ {O},Z € NtO,C € G,n S n(t),

VEVE TER; ¢

Capacity constraints

Z Z Iggg’( chxvrn + chin Z ZDict57 teT \ {O},Z € Ntc,n S n(t),

VEVE TER bt ceG ceG

Z Z maXchmvrn > Zthcséztsa t S T\ {O},Z € Nto,n € n(t),

vEVE TER; 1 ceC
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Frequency constraints

YD FwmzFaw,  teT\{0}ie NS nenll),

VEV: TER vt

Z Z Torn > Fiylus, teT\{0},ie N° nen(t),

vEVE TER; vt

Time constraints

Z ZroTurn < Zo(Fogs + gy — Bl?ts — Luts); teT\{0},veV,nen(),

reRyt

Optional trades constraints

5i,a(n) < Dits, tetT \ {0, 1},2 S Nto, s €S,
Pool constraints
nts = gf,t—l - Z(jgi?—l,j - jﬂif—l,j +jgif—1,j)v teT\{0lveV,\VN,s€es,
jeD
gh =YIE teT: t<TrveVN seS
gﬁSZnggtB_TL’ja tGT:tZTL,UGWI_XTL,SGS,
jeD
gl =Y, veVyseS,
gzis:zygfygv teT\O,UGW\U€W+1,S€S,
jeb
ths—ﬁ{}ts—i_ﬁgtsggim tET\{O},UEW,SES,
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Charters and second hand market constraints

ngft{j] SS_Hvtsw, tET,’UE %,

jeD

ngftfj S S_Evtsw, te T,U c ‘/t,

jeD

Zj}_litsj S thswa te T\ {O},U & ‘/t,
jeD

1S < COuwsw,  teT\{0},v eV,
D D ity < SH,, teT,ses,

veVi\V,N jeD

Z ijiijS_En, teT,ses,

veV\VN jeD

> ohh,<CI,  teT\{0},s€S8,

veV\VN

> b5, <CO,  teT\{0},s€S8,

veV\VY
Linearization of binary variables constraints

w— 69,4069, <1, teT\{0},ii e NP seS,
69 —w <0, teT\{0},ie N°,s€8S,
60, — 09 <0, teT\{0},ic NP, ses,

W — oo+ Y < 1, teT:t<T-TrveVi,i€eN,s€S,jeD,
gl —w<0,  teT:t<T-TrveV,i€N,seS,jeD,
uts; — Yntay < 0, teT:t<T—-TrveV i€ N,s€S,jeD,
w— o+ <1, teT,weV,ieN,seS,jeD,
Uors; —w <0, teT,veV,ieN,seS,jeD,
Unrsi — Yo <0, teT,weV,,ic N,s€S,jeD,
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w—= yvtsy + yvtsy <1,
Yotag —w <0,
Zjig] yvtSJ <0,

w — gvtsj + yvtsj <1,

—SE
Yutsj — W <0,

—SE

yvt5j - y'utsy < 0

teT,veV,,ie N,s€S,jeD,
teT,veV,,ie N,seS,jeD,
teT,weV,,ie N,s€S,jeD,
teT,weV,ic N,se€S,je€D,
teT,veV,,ie N,s€S,jeD,
teT,weV,ie N,seS,jeD

Linearization of integer variables

yvts

J jeD
yvts

J jeD
yvts

jeD
yvts

jeD

> dunk,
> s
> s,
> v

teT,veV,ses,

teT,veV,ses,

teT,veV,sesb,

teT,veV,ses,

Non-anticipativity constraints

sc _ . SC
yvtsg yvtsg )

NB __ ., NB
yvtsg yvtsg?

SNA

teT,weV,seS,5eSN4jeD

SNA

teT,veV,se S, 58 4 jeD

SH SH - NA . - 7
Yntsj = Yutsj» teT,veV,se S 5¢e€S5,,%,7€D
SE SE - NA . - 7
Yoisi = Yutsj» teT,veV,se S 5€S5,,7,7€D
Linearization constraints
EI NB _NB
Z ﬁtc U) + Z Z Z ﬁt(cvts yvtsg
teT teT veV; TeT i< (T—t) jeD
SC SH SE
+Rv Z yvtsy Cvts Z yvtsg R Z yvtsg +1
jeD jeD jeD
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Convexity and integer constraints

yNBezt,  teT: t<T-ThweViu,ses,
ynPezt,  teT:t<T-TrveViuses,
Yo € Z7, teT\{T}veV,ses,
yord € L7, teT\{TYveV,ses,
Yo € LY, teT\{T}veV,ses,

yne € {0,1}, teT: t<T-TrveVh,. ses,

yftgj€{071}7 tGT\{T}UGW,SGS,
yfgje{oal}7 teT\{TYveV,ses,

Yo € {0,1}, teT\{T}veV,seSb,
jyﬁf}iSSOSlforj, teT\{T}veV,ses,
jyfgj is SOS1 for 7, teT\{T}veV,seS,
Jyors is SOS1 for j, teT\{T}veV;,seS,
jyf&isSOSlforj, teT\{TYveV,seS,
69, € {0, 1}, te T\{T}ie NP s¢c S,
60, € RT, teT\{T}ie NP, s¢cS,
yho e R, teT t<T-T'veVi. seS,
Vo € R, teT\{TYveV,seSb,
o € R, te T\{TYveV,ses,
Yo € RT, teT\{T}veV,sesb,
yh e RY, teTveV,ses,
lys € RT, teT\{0},veV,ses,
h!, € RT, teT\{0},veV,seS,
hS € RT, teT\{0},veV,secs,
Torts € RT, teT\{0},r € Ry,veV,s€eS,
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w e RT.
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Power Formulation

Objective function

marz = Z PS( Z ( Z Z RP Dicys0iss

seS teT\{0} eNpP ceCG

+ Z Z its Dijersw — CzctsnlCtS) o Z(Cgfyvts

ieNC ceC =
CO1 1 CO71,0
Cvts hvts - R hvts
TR LU
+ E Cvrnxm"n ths lUtS))
r€Ryts

+ Y D R,

nen(T) veVp

- Z Z Z Oﬁfz2jyvt3]

teTt<T-TL nen( )vEV oL jeD

+ Z Z Z ng Z 2]yvt5]

teT nen(t) velr jeD

vts Z 2] yvts Cilg Z 2jyft{j)

j€D jebD

Demand constraints

Z Z chjvrn + Nets = Dictsw7 teT \ {O},Z € NtC, cE Gﬂl S n(t),

VEVE TER;

Z Z chjvrn Z Ditsgictsy teT \ {O},Z € NtO,C € G,n S n(t),

VEVE TER; ¢

Capacity constraints

Z Z Iggg’( chxvrn + chin Z ZDict57 teT \ {O},Z € Ntc,n S n(t),

VEVE TER bt ceG ceG

Z Z maXchmvrn > Zthcséztsa t S T\ {O},Z € Nto,n € n(t),

vEVE TER; 1 ceC
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Frequency constraints

YD FwmzFaw,  teT\{0}ie NS nenll),

VEV: TER vt

Z Z Torn > Fiylus, teT\{0},ie N° nen(t),

vEVE TER; vt

Time constraints

Z erxvrn S Z (yvts + hvts hl?ts - ZUtS)? le T \ {0}7U € ‘/tan € n(t)v

TERU

Optional trades constraints

5i,a(n) < Dits, te T\{O, 1},2 S NtO,S €S,
Pool constraints
gﬁszgit—l_2(2jyvt 1]_2jyvt 1]+2jyvt 1]) teT\{O}UGW\‘/;NWSeS)
jeb
yh . =Y, teT:t<TlveVN ses
T ZQJyvt TL s teTl: t>TLveVNTL,seS
]ED
Uoos =Y, Tw,  wveVyseS,
Tos = > 20571, teT\0,veV,\veVi,seS,
jeD
lvts h’vts + h’vts < gf;s? t € T\{0}7U € V;,S € S,
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Charters and second hand market constraints

~SH Q17
yvts S SHvtsw7
~SE Xlini
?Jvts S SEvtsw>

71
hvts

S mUtsU)v

Bgs S COvtsw7

SH Q17
Z yvts S SHTH
veV\VN
> vk <SE,
vEV\V,N

Z h{)ts S Wn’

vEVt\VtN

Y. h5, <CO,,

vts
veVi\VY

teT,velV,
teT,velV,
teT\{0},vel,
teT\{0},vel,
teT,se s,

teT,se S,

teT\{0},s€s,

teT\{0},s€S,

Linearization of binary variables constraints

<O O
w — 5its + 61’1}3 < 17
Sgs —w <0,
<O O
5its - 5it5 < 07
~-NB NB
W = Yuytsj + Yotsj < 1’
~NB
Yotsj — W <0,
~NB NB
Yutsi — Yutsj < 07
~SC SC
w — yvtsj + yvtsj < 1’
-SC
Yotsj — W < 07

—SC SC
Yutsj — Yotsj < 07
—SH SH

w — yvtsj + yvtsj < 17

~SH
yvtsj —w < O’

teT\{0},ic NP scS,
teT\{0},ic N° s€S,
teT\{0},iec NP s€S,

teT:t<T-TrveVi,ieN,se€S,jeD,
teT: t<T—-TrveVi,ieN,s€S,jeD,

teT: t<T—-TrveVi.,ieN,se€S,jeD,

teT,weV,,ic N,s€S,jeD,
teT,veV,,ie N,s€S,jeD,
teT,veV,ie N,s€S,jeD,
teT,weV,,ie N,s€S,jeD,
teT,weV,ic N,s€S,jeD,
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Yot — s <0, teT,veV,,ie N,s€S,jeD,

W — Yo + Yoy < 1, teT,veV,ie N,seS,jeD,
Yo —w <0, teT,weV,i€ N,s€S,jeD,

Untsi — Yoess <0, teT,veV,ieN,seS,jeD

Linearization of integer variables

yNB —ZZJymj, teT,veV,selbl,
]ED

o = > Yy, teT,veV,ses,
]GD

ok =2yl teT,veV,ses,
jeD

Yo = Y _2y5E teT,veV,ses,
jeD

Non-anticipativity constraints

Yot = Yorsis teT,veV,seS,5eSN jeD
Yo = Yo, teT,veV,secS,5ecSN jeD
Yot = Yo, teT,veV,seS,5eSh4jeD
Yot = Yoies, teT,veV,seS,5eSN jeD

Linearization constraints

SECEw+I DT DT BUCNES 2ighh
)

teT tel veVy teT i< (T—t jeD
SC E J =S SH E j =S SE E J = T
+th 2 yvtsg Cvts 2 yvtsg th 2 yvtsg =T + 1
jeD jeD jeD
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Convexity and integer constraints

yNB ezt teT: t<T—-TrveViu,sebs,

=/ teT\{TYveV,ses,

y3H ezt teT\{T}veV,scS,

T/ teT\{T}veV,seS,
o € 0,1}, teT: t<T-TrveVi, seS,
Yoras € {0,1}, teT\{T}veV,ses,

yvm]e{o 1} tET\{T}UEW,SES,
y'utsge{o 1} tET\{T}UEWaSE‘Sa
0, € {0, 1}, teT\{T}Yie NP sesb,

69, € RY, te T\{T}ie NP,s€ S,

Jno € R, teT: t<T-TrveVi. seS,

Unrs; € RY, teT\{TYveV,ses,

Yot € R, te T\{TYveV,ses,

Uo € R, teT\{T}veV,seS,

yh, e RY, teTveV,ses,

lots € RT, teT\{0},veV,ses,

hl, € RT, teT\{0},veV,ses,

hS, € RT, teT\{0},veV,ses,

Torts € RT teT\{0},r € Ryy,v €V, s€S,
w e RT.
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Pattern Formulation

Objective function

marz = Z P, < Z ( Z Z RP Dicys0iss

seS teT\{0} ieNpP ceCG

+ Z Z its ZCtSw Czctsnwt3> - Z(Cgf%ts

iENF c€G vEVL
CcO11 CO71,0
Cvts hvts - R hvts
TR LU
T Z Cm"n‘rm"” ths lvts))
r€Ryts

+ Y D R,

nen(T) veVE

- Z Z Z CﬁsB vpptsp

teTt<T—TL nen( )v€Vt+ I peEPP
§ E § SC =SC
+ R'Uts yvtsg
teT nen(t) velr jeD
E SH E :
vts yvts Cvts yvts >
jeD jeD

Demand constraints

Z Z chjvrn + Niets = Diersw, teT \ {0}72 € NtC,C € G,?’L S n(t),

vEVE TER;ut

Z Z chjm‘n 2 Ditsgictsa teT \ {0}72 € NtO,C S G,n S n(t),

VEVE TER; vt

Capacity constraints

Z Z rgf}é{ chxvrn + chin Z Z Dictsa teT \ {O},Z S NtC, n € n(t),

veEVE r€ERut ceG ceG

Z Z maXchIvrn > Zthcsézt& teT \ {O},Z € NtO,TL S TL(t),

VEVE TER; 1 ceC
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Frequency constraints

YD Ewn=Faw,  teT\{0}ie NS nenll),

vEVE TER vt

Z Z a_jvrn Z Etgit87 t € T\ {O}7Z € Ntovn € n<t)7

VEVE rER;t

Time constraints

Z ZoZorn < Zo(Gh 4+ RE,, — B9, — Lys), teT\{0},veV,nenlt),

reRyt

Optional trades constraints

5i,a(n) < 6its; teT \ {07 1},2 S NtO,S S S,

Pool constraints

_p _p _sc _SH _SE N
Yots = yv,tfl - Z(yv,tfl,j - yv,tfl,j + yv,tfl,j)7 le T \ {0} vE ‘/t \ ‘/t ) S S Sa
jeD
yh, = YYPw, teT : t<T*veVlN seS
gh = Z PODY 1 o teT:t>T"veVi s€eS,
pePP
Unos = Y, Tw,  weVyseS,
Toe =Y Uog 1 tET\OWEV,\vEVy,s€ES,
jeD
lots — by + 1S < gk, teT\{0},veV,ses,
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Charters and second hand market constraints

gol < SH e, teT,velV,
;ﬁf < SE,.w, teT,velV,
hl,, < CIw, teT\{0},vel,
hS, < COysw, teT\{0},veV,
2: yol < SH,, teT, ses,
veVi\V,Y
> Y <SE teT,seS,
veEV\VN
> hl, <CT,, teT\{0},ses,
veV\V,Y
> hG, < CO,, teT\{0},ses,
veVi\V,V
Linearization of binary variables constraints
w— 09, +69. <1, teT\{0},ic NP scsS,
69, —w <0, teT\{0},ic N° s€S,
09, — 69 <0, teT\{0},iec NP s€S,

its its

w — ptsp + ptsp < ]'

ﬁtsp —w S O)

—P
ptsp

—SC SC

yvtsj + yvtsj S 17
~SC
Yotsj — W <0,

=SC

yvtsg - yvtsy < 0

w — yvtsy + yvtSJ S 1

’gvtsj —w < 07

P
- ptsp S O?

teT,seS,pe P°,
teT,seS,pe P°,

tteT,seS,pe PY,

teT,weV,,ie N,se€S,jeD,
teT,veV,,ie N,s€S,jeD,
teT,veV,,ie N,s€S,jeD,
teT,weV,,ie N,se€S,jeD,
teT,weV,,ic N,s€S,jeD,
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Yorr — o <0, teT,veV,,ie N,s€S,jeD,
w— Yo + Yo < 1, teT,veV,ic N,scS,jeD,
gvtsj—wgo, teT,weV,,ie N,s€S,jeD,

Untsi — Yoess <0, teTveV,ieN,seS,jeD

Transformation of patterns to new buildings constraints

yme =Y POpp, teTweVNses, (A1)
pePP
> ph,=1  teTseSs. (A.2)
pePP

Non-anticipativity constraints

Yntei = Ybtas teT,veV,seS,5eSN jeD
Ynins = Yniers teT,veV,seS,5eSN jeD
Yo = Yo, teT,veV,seS,5ecSN jeD
Yotsi = Yotsis teT,veV,secS5ecSN jeD

Linearization constraints

dBCw+Y > Y pUCNE > PO,

teT teT veVy teT i< (T—t) pePP
~SC SH E —SE T
+th yvtsy + Cvts yvtSJ yvtsg) =T + 1
jebD jeb jeD

Convexity and integer constraints

yNb ezt teT: t<T-TrveVi. seS,
Yora € LY, teT\{TYveV,ses,
Yo € 77, teT\{T}veV,ses,
Yie € L, teT\{T}veV,seS,
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yNE e {01}, teT:t<T-TrveVi.,ses,
y3C {01},  teT\{T}veV,seSs,
yiﬁﬂe{o,l}, teT\{T}veV,ses,
ySE e 0,1}, teT\{T}veV,seSs,
65, € {0,1}, te T\{T}iec NP ,s€ S,

60, € RT, teT\{T}ie NP s¢cS8,

GNEERT,  teT: t<T-TrveViu,s€S,

Uorsi € R, teT\{TYveV,ses,

oy ERY, teT\{TIveVis€S,

gSE eRY,  teT\{T}veV,ses,

yhs € R, teTveV,seS,

lots € RT, teT\{0},veV,ses,

hl, € RT, teT\{0},veV,ses,

ho € RT, teT\{0},veV,secs,
Torts € RT, teT\{0},r € Ry,v€V,s€S,
Prp € RT, teT\{T}pe P scS,
Prp € {0, 1}, teT\{T}pec P°sc S,
w e RT.
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A.1.4 ROCEMax node formulation

Sets
T

G

Parameters
n
P,
n(t)

(
(

set of periods, indexed by t, final period T

set of nodes in the scenario tree, indexed by n

= {0 < A, < A} set of ship types existing in the marked in period
t, indexed by v

set of mandatory trades (where there are contractual obligations)
operated in period ¢, indexed by ¢

set of optional trades (where there are no contractual obligations)
in period ¢, indexed by ¢

set of all trades in period t, indexed by ¢

set of loops in period ¢, indexed by r

set of loops which can be sailed by a ship of type v in period ¢,
indexed by r

set of loops servicing trade ¢ which can be sailed by a ship of type
v in period ¢, indexed by r

set of decisions for building, scrapping, selling and buying ships,
indexed by j

set of cargo types, indexed byc

lead time for new buildings

probability of being in node n

all nodes n at time ¢ in the scenario tree

all ancestors of node n in the scenario tree in time ¢, a(n,t) is
written simply as a(n)

lifetime of a generic ship

age of a ship of type v in period ¢t
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Formulations

chNB
Con’
cor
Corn
csr
cal
Ry
RyY
Ry

SH
Rvn

SV
Rvn

building cost of a ship of type v in node n

cost of a ship of type v in node n in the second-hand market

fixed operating cost for ship of type v in node n

cost of performing a loop r for ship of type v in node ns

cost of voyage charter on trade ¢ in node n

cost of chartering in a ship of type v in period n

lay up savings for one period ¢ for a ship of type n

charter out revenue for one period ¢ for a ship of type n

scrapping revenue for a ship of type v in period n

revenue from selling a ship of type v in period n in the second-hand
market

sunset value for a ship of type v in node n

frequency requirement for trade 7 in period ¢

total time it takes for a ship of type v to perform loop r

total available time for a ship of type v in one period

total capacity for a ship of type v

limit on number of available ships for chartering in of type v in
node n

limit on number of possible ships for chartering out of type v in
node n

limit on number of available ships in the second hand market of
type v in node n

limit on number of possible ships that can be sold in the second
hand market out of type v in node n

limit of total number of ships that can be chartered in in node n
limit of total number of ships that can be chartered out in node n
limit of total number of ships that can be bought in the second

hand market in node n
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Variables
Yy
Yoi

SH
Yon

SE
Yon

P
Yon
'Z.’U’n/

l’UTL
h[
hO

Nin

5@'71

limit of total number of ships that can be sold in the second hand
market in node n

agreed amount of cargo to be transported on trade ¢ in node n
initial pool of ship type v

new ships of type v ordered in the sunk period, to be delivered in

period ¢

number of new buildings ordered in node n of ship type v

number of ships scrapped in node n of type v

number of ships bought in the second-hand market in node n of
type v

number of ships sold in the second-hand market in node n of type
v

number of ships in the pool at the end of the period in node n
number of loops r performed by ships of type v in node n

number of ships of type v on lay up for node n

number of ships of type v chartered in in node n

number of ships of type v chartered out in node n

units of goods space chartered in on trade ¢ in node n

binary variable, 1 if optional trade ¢ is serviced in node n
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Anti Symmetry formulation

Objective function

maxz = Z Z P, ( Z ZRDchn5z

teT\{0} nen(t) i€NP c€G
D SP OP-P
+ E : E :R zcnw Clcnnwn) - § (Cvn Yon
iENE ceG veVy

+ CanOFL{m - R?%Ohvon

+ Z C;Friffvm - Rﬁgl_vn)>

r€Ryn

+ > Y RYul,

nen(T) veEVp

- D D D RO N

teT t<T—TL nen(t) veVN oL jeD

DIPIPIILD o

teT nen(t) veWVy jED

SH SE § :
+ R ’U?’Lj Cvn ’U?’Lj

jeb jeD

Demand constraints

Z Z QcvTorn + Nicts = Dicrsw), teT \ {0}72 € NtC,C eG,ne n(t),

VEVE TER

Z Z chfvrn 2 Dingictsa teT \ {0}72 € NtO,C S G,n S n(t),

VEVE TER vt

Capacity constraints

Z Z Hilr?é(chxvrn + chin 2 ZDictS; teT \ {O},Z S Ntc,n € n(t),

vEVE r€ERvt ceG ceG

>y max Qeourn > > " Ditesbin, teT\{0},ie NP nenlt),

VEVE TER e ceC
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Frequency constraints

YN T = Faw,  teT\{0},i€ NS nen(t),

VEVE TER; vt

>N T = Fudin, teT\{0},ie N° nen(t),

VEVE TER; vt

Time constraints

Z ZrZon < Zy(Gh +hL — RO — 1), teT\{0},veV,nen(t),

reERyt

Optional trades constraints

5ia(n) < 5in7 teT \ {07 1}72 S Ntoﬁn S n(t)ﬂ

)

Pool constraints

ﬂfn = gqut—l - Z@i?—l,y‘ - gff—l,j + gff—l,j)a teT\{0}veVi\ ‘/tNa n € n(t),
jeD

-P __ NB
yvn_Y;)t ’

teT t<T" ve VN nen(t)

gfn:Zgé\yiTLm tET:tZTL,UEV;JITL,nEn(t),
jeD
gl = Y w, v e Vp,n € n(t),
gfn:Zgif_Lj, teT\0,veV,\veVi,nen(t),
jeD
Zvn—ﬁin+ﬁ$n§gfn, teT\{0},veV,nen(t),
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Charters and second hand market constraints

gf’r{{ S S_anw7
yor < SEyw,
hl, < CI,w,

Hg, < COpw,

teT,velV,
teT,velV,
teT\{0},vel,
teT\{0},vel,

teT,nen(t),

teT,nenlt),

teT\{0},nenlt),

t €T\ {0},n € nlt),

Linearization of binary variables constraints

W — 0+ Gipy < 1, teT\{0},i € NP nen(t),

Sin —w <0, teT\{0},i € N° ncn(t),
Sin — 0in <0, te T\ {0},i € N° n€n(t),
w—gjﬁ?+y£\f£§1, tET:tﬁT—TL,UGVtﬂ\:TLnGn(t),jGE,
Yot —w <0, teT: t<T—-TrveVi,nen(t),jeD,
g =yt <0, teT: t<T—-TrveVi,nen(t),jeD,
w—gffjerffjgl, teT,veVynen(t),)
gfncj—wg(), teT,veViynen(t),)
gfgj_yfrggoa t

(),j €D,

(t),j €D,
teT,veV,nen(t),jeD,
w—gjfg—l—yf,gﬁl, teT,veV,nen(t),j€D,
().j €D,

gl —w<0, teT,veV,nen(t),
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gol _ St <0,  teT,veV,nen(t),jeD
w_gf£+yvn]§1 teT,veV,nen(t),j€D
Yo —w <0 teT,weV,nen(t),je€D

§SP —ySE <0,  teT,weVinen(t),jeD

Anti symmetry constraints

g{ﬁﬁ ggﬁfj_l, teT,veV,ses,, jinD\ {1},
Uos < Yot i1, teT,veV;,seS,, jinD\ {1},
yf,g gfg] 1 teT,veV,seS,, jinD\ {1},
yfﬂ_gft]fﬂ 15 tET,vEV},SGS,,ij\{l},

Linearization of integer variables

yUTb Zyvnjv tGT,UEVt,TLGn(t),
jeD

yvn Zy”n]’ tET,UEW,TLEn(t),
jeD

yvn Zyvnp tET,UEVZ,HEH(t),
jeD

Yor =D Yo tE€TwEVinen(),
jeD

Linearization constraints

D BChwY YT > BUCHEY

teT teT veVi teT t<(T—t) jeD
SC SH SE
th Z y’UTLj Cv Z yvng R Z yvn]
jED jeb jeb
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Convexity, integer and binary constraints

Yoi® € L7,
Yor €L,
yor! € Z*,
Yor €LY,

Yor; € {0,1},

Yor; € 10,1},

Yoms € {0, 1},

Yoy € {0,1},

din € {0, 1},
din € RT,
Jomg € R,
gSC c R-f—’

vng

—SH

yvnj € RJr,

~SE

yvnj G R+7
P -

Yo € RT,

lyn € RT,

teT ¢t <T—T"ve Vi nen(),
te T\{T}v e V,nen(t),
teT\{T}v € V,nenlt),
teT\{T}v € V;,n €n(t),

teT t<T-T"veVi nen(),
te T\{T}v e V,nen(t),
teT\{T}v e V,nenlt),
teT\{T}v € V;,n €n(t),
teT\{T}ie NP ,nenlt),
teT\{T}ic NP ,nenlt),

teT t<T-T"ve Vi nen(),
te T\{T}v € V;,n e n(t),

te T\{T}v € V,nen(t),
teT\{T}v e V,nenlt),
teTveV,nenlt),
teT\{0},veV,nen(t),
teT\{0},veV,nen(t),
teT\{0},veV,nen(t),
teT\{0},r € Ry,v € Vy,n € n(t),
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SOS1 formulation

Objective function

maxz = Z Z P(ZZRDDmé

teT\{0} nen(t) icNP c€G
D SP OP -P
+ E : § :R chw Czcnnlcn)_ § (Cvn Yon
iENE ceG veVy

+ Z Cg;gjvm - Rﬁgl}@)

T€ERvn

+ > Y RNl

nen(T) veEVE

- D D D RO

teTt<T—TL nen(t) UEVN oL jeD

DIPIPIILD o

teT nen(t) veWVy ]ED

SH SE § :
+ R vnj OU” vnj

jeb jeD

Demand constraints

Z Z chjvrn + Nets = Dict5w7 teT \ {O},Z € NtC, cE Gﬂl S n(t),

VEVE TER; ¢

Z Z chjjvrn > Dingict& teT \ {O},Z € NtO,C € G,n S n(t),

VEV: TER vt

Capacity constraints

Z Z rélgc)’i chxvrn + chin 2 ZDict57 t € T \ {O},Z & Ntc,n € n(t),

VEVE TERut ceG ceG

> > maxQuua 2 ) Dieslin,  t€T\{0},i € NP nen(t),

VEVE TER; 1 ceC

149



Appendix A. Formulations

Frequency constraints

YD TwnzFaw,  teT\{0}ie NS nenll),

VEV: TER vt

Y T = Fudin, teT\{0},ie N° nenlt),

VEV: TER; vt

Time constraints

Z ZoZooen < Zy(gh + bl — O — 1), teT\{0},veV,nen(t),

reRyt
Optional trades constraints

Siam) < Oin, teT\{0,1},i € N2 ,n € n(t),

)

Pool constraints

Ui, = gqjjt—l - Z(jgf,tc—l,j - jgif—l,j +jg§,f—1,j)v teT\{0}veVi\ VN, nen(t),
jeD
gh =YL teT t<T"ve VYN nen(t)
P _ Z ._NB ) AL N
Yon = D JUpi 1L j> teT : t>T"veVim,nen(l),
jeD
gjfos = Y;Ipw, v € Vo,n € n(t),
U= _JUs5,  t€T\0,0€Vi\veVi,nen(t),
jeD
lon — hE 4+ hS <gh | teT\{0},veV,nenl(t),
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Charters and second hand market constraints

gjfg < SH,w, teT,velV,
Z?ffj < SE,w, teT,vevV,
! <Clyaw,  teT\{0}veV,
hS,; < COpw,  teT\{0}vel,

Z Yor! < SH,, teT,nenlt),
> ySF<SE,  teTmnen(t),
S nl,<CIL., teT\{0hnen),

> hg, < CO,, te T\ {0},nenlt),

Linearization of binary variables constraints

W — 0+ Gipy < 1, teT\{0},i € N°,n€n(t),
Sin —w <0, teT\{0},i € N° ncn(t),

Sin — 0in < 0, te T\ {0},ic NP necnlt),

w— Jors Fybl <1, teT:t<T—-T"veVw i€ N,nen(t),jeD,
U —w <0, teT: t<T-T"veVi,i€N,nen(t),jeD,
Yond —yiZ <0, teT: t<T-T"veVi, i€ N,nen(t),jeD,
w— oo+ Y <1, teT,veV,ieN,nen(t),jeD,
Yor:—w <0, teT,weV,ic N,nen(t),je D,
Yoy = Yoy <0, teT,veV,icN,nen(t),jecD,
w— Pk Yot < 1, teT,veV,ie N,nen(t),jeD,
Yok —w <0, teT,veV,ic N,n€en(t),j€D,
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Yok = york <0, teT,veV,,ic N,nen

gvnj_wgo
Yo — yor: <0, teT,veV,ic Nynen

(

w—@ffﬂryvmél teT,veV,ie Nynen(
teT,veV,ie Nynen(

(

Linearization of integer variables

yol = junl. teTweV,seSs,

jeD

yvn ijvnﬁ tET,UGW,SES,

jeD

yvn ijqmjv tET,UEW,SGS,

jeD

yol = juse,  teTweV,seS,

jeD

Linearization constraints

Z BtCEI w+zz Z ﬁt CNBZyUnJ

terT teT veVi teT,t<(T—t) jeD

+R§C Z y’un] CEH Z yvn] RSE Z yvnj

jeD jeD jeD

Convexity and integer constraints

yNB ezt teT:t<T-T"veV i nen(t),
yNB ezt teT:t<T—T"veV w,nen(l),
yoC e 7T, te T\{T}v € V,nen(t),
yol e 7t teT\{T}v e V,nen(t),
B ezt te T\{T}ve€V,nen(t),

yod € {0,1}, teT: t<T-Trve Vi nen(t),
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yor: € {0,1}, te T\ {T}v e V;,n € nlt),
Yok € 0,1}, te T\{TYv e V,,nen(t),
yor: € {0,1}, te T\{T}v € V,nen(t),
qu])\;’? is SOS1 for 7, teT\{T}v e Vi,n €nlt),
Jyse: is SOS1 for j, e T\{T}veV,ncnlt),
jyf,g- is SOS1 for 7, e T\{T}v e Vi,nenlt),
jyffj is SOS1 for 7, teT\{T}v e Vi,n €nlt),
8in € {0,1}, te T\{T}Yie NP ncn(t),
Sin €RT, teT\{T}ie NP nenlt),
oy € RT, teT:t<T—T"veV,nen(),
yor € RY, teT\{T}v e V;,n€nlt),
yok € RY, te T\ {T}v e V;,n € nlt),
Jor: € RY, te T\{TYv e V,,n € n(t),
yh e RT, teTveV,nen(t),
ln € RT, teT\{0},veV,nen(t),
hl € RT, teT\{0},veV,nen(),

hS € RT, teT\{0},v e V,nen(),
Torn € R, teT\{0},r € Ry,v €V,,n € n(t),

w e RT.
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Power Formulation

Objective function

maxz = Z Z P, ( Z ZRDchn5z

teT\{0} nen(t) i€NP c€G
D SP OP-P
+ E : E :R zcnw Clcnnwn) - § (Cvn Yon
iENE ceG veVy

+ CanOFL{m - R?%Ohvon

+ Z C;Friffvm - Rﬁgl_vn)>

r€Ryn

+ > Y RYul,

nen(T) veEVp

- D D D RO N

teT t<T—TL nen(t) veVN oL jeD

DIPIPIILD o

teT nen(t) veWVy jED

SH SE § :
+ R ’U?’Lj Cvn ’U?’Lj

jeb jeD

Demand constraints

Z Z QcvTorn + Nicts = Dicrsw), teT \ {0}72 € NtC,C eG,ne n(t),

VEVE TER

Z Z chfvrn 2 Dingictsa teT \ {0}72 € NtO,C S G,n S n(t),

VEVE TER vt

Capacity constraints

Z Z Hilr?é(chxvrn + chin 2 ZDictS; teT \ {O},Z S Ntc,n € n(t),

vEVE r€ERvt ceG ceG

>y max Qeourn > > " Ditesbin, teT\{0},ie NP nenlt),

VEVE TER e ceC
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Frequency constraints

YN T = Faw,  teT\{0},i€ NS nen(t),

VEVE TER; vt

>N T = Fudin, teT\{0},ie N° nen(t),

VEVE TER; vt

Time constraints

Z ZrZon < Zy(Gh +hL — RO — 1), teT\{0},veV,nen(t),

reERyt

Optional trades constraints

5ia(n) < 5in7 teT \ {07 1}72 S Ntoﬁn S n(t)ﬂ

)

Pool constraints

ﬂfn = gqut—l - Z@i?—l,y‘ - gff—l,j + gff—l,j)a teT\{0}veVi\ ‘/tNa n € n(t),
jeD

-P __ NB
yvn_Y;)t ’

teT t<T" ve VN nen(t)

gfn:Zgé\yiTLm tET:tZTL,UEV;JITL,nEn(t),
jeD
gl = Y w, v e Vp,n € n(t),
gfn:Zgif_Lj, teT\0,veV,\veVi,nen(t),
jeD
Zvn—ﬁin+ﬁ$n§gfn, teT\{0},veV,nen(t),
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Charters and second hand market constraints

gf’r{{ S S_anw7
yor < SEyw,
hl, < CI,w,

Hg, < COpw,

teT,velV,
teT,velV,
teT\{0},vel,
teT\{0},vel,

teT,nen(t),

teT,nenlt),

teT\{0},nenlt),

t €T\ {0},n € nlt),

Linearization of binary variables constraints

teT\{0},i € NP nen(t),
teT\{0},i € N° ncn(t),

~-NB NB
W = Yunj +yvnj < 17

~NB
Yomg — W <0,

~NB NB
Yong = Yunj < 07

—SC sC
W = Yyng + Yunj <1,
—SC
Yomj — W <0,
—SC SC
Yomg — Yomj < 07

—SH SH
W = Yyng + Yonj < 17

—~SH
yq}nj —w S 07

teT:t<T—-TrveVi i€ Nynen(t),je
teT: t<T—-TrveViw i€ Nynen(t),je

teT: t<T-TrveViwieN,nen(t),je

te T\ {0},i € N° n€n(t),

SESES,

teT,veV,i€ Ny,nen(t),jeED,
teT,weV,ic N,nen(t),j €D,
teT,weV,ic€ N,nen(t),je D,
teT,vweV,i€ N,nen(t),je€D,
(t),j € D,

teT,veV,ie Nyn € n(t),
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Yok — york <0, teT,veV,i€ N,nen(t),j€D
w— G 4y < 1, teT,veVy,ie€ Nynen(t),j€D
gmj—wgo teT,veVyie Nynen(t),j
Yo — yore <0, teT,veV,ic€ N,nen(t),j€D
Linearization of integer variables
ynl = 2yls, teT,veV,seS,
jeD
ol = Py teT,weV,ses,
jED
gt = 2yt teT,weV,ses,
jED
ol = Pyl teT,weV,ses,
JED
Linearization constraints
DELLITES 3D DD DILED S
teT teT veVi teT 1< (T—1) jeD
SC SH SE
+Rv Zyvnj C’U Zy'un] Rv Zyvn]
jeb jED jeb
Convexity and integer constraints
yNP e 77, teT: t<T—T"ve Vi nen(),
T WA teT\{T}v € V,,n € n(t),
yH ezt teT\{T}veV,ncn(t),
B ezt teT\{T}v e V,nent),
Yo € {0,1}, teT ¢t <T—T"ve Vi nen(),

Yoo € {0,1}, teT\{T}v € V,,n € n(t),
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yf,g € {0,1},
You; € {0,1},
din € {0,1},
Sin € RT,
Yoms € R,
75C € R,

onj
Joni € RT,
Jou: € R,
Yom € RT,
lon € RT,
hl € RT,
ho € RT,
Ty € RT,

w e RT.

teT\{T}v € V;,n €n(t),

te T\{T}v € V,nen(t),
teT\{T}iec NP ,ncnlt),
teT\{T}iec NP ,nenlt),

teT ¢t <T—T"ve Vi nen(),
te T\{T}v e V,nen(t),
teT\{T}v € V,nenlt),
teT\{T}v € V;,n €n(t),
teTveViy,nen(t),
teT\{0},veV,nenl(t),
teT\{0},veV,nen(t),
teT\{0},veV,nen(t),
teT\{0},r € Ry,v €Vyn € n(t),
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Pattern Formulation

Objective function

maxz = Z Z P(ZZRDDmé

teT\{0} nen(t) icNP c€G
D SP OP -P
+ E : § :R chw Czcnnlcn)_ § (Cvn Yon
iENE ceG veVy

+ Z Cg;gjvm - Rﬁgl}@)

T€ERvn

+ > Y RNl

nen(T) veEVE

- D D D RO

teTt<T—TL nen(t) UEVN oL jeD

DIPIPIILD o

teT nen(t) veWVy ]ED

SH SE § :
+ R vnj OU” vnj

jeb jeD

Demand constraints

Z Z chjvrn + Nets = Dict5w7 teT \ {O},Z € NtC, cE Gﬂl S n(t),

VEVE TER; ¢

Z Z chjjvrn > Dingict& teT \ {O},Z € NtO,C € G,n S n(t),

VEV: TER vt

Capacity constraints

Z Z rélgc)’i chxvrn + chin 2 ZDict57 t € T \ {O},Z & Ntc,n € n(t),

VEVE TERut ceG ceG

> > maxQuua 2 ) Dieslin,  t€T\{0},i € NP nen(t),

VEVE TER; 1 ceC
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Frequency constraints

YD Twn=Fw,  teT\{0}ie NS nenll),

vEVE TER; vt

>N T = Fudin, teT\{0},ie N° nenlt),

vEV: TER; vt

Time constraints

> ZeZurn < Zo(Giy + By — DG, = L), teT\{0},vecV,nenlt),

reRyt

Optional trades constraints

Siatn) < Oin, teT\{0,1},i € N° nen(t),

Pool constraints

Ui, = ?75%1 - Z(?jigl,j - y‘f,ﬁ{l,j + giil,j)a teT\{0}veV,\ VN, nenlt),
jeD
gh =YIE teT t<T"ve VY nen(t)
gh = Z qu;ﬁf_L&p, tGT:tETL,UEKJXTL,nEn(t),
pePP
gl =Y w, v € Vo,n € n(t),
gfn:Zgif_Lj, teT\0,veV,\veVi,nen(t),
jeD
lon — hE 4+ hS <yl teT\{0},veV,nenl(t),
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ProfitMax Formulations

Charters and second hand market constraints

_SH _ o7
Yo < SH w,

yoF < SE,w,

teT,vel,
teT,vel,

hl, < CI,w,

hoy < COppw,

teT\{0},veV,
teT\{0},veV,

Z yorl < SH,, teT,nent),
veV\VN
> ySF<SE,  teTmnen(t),
veEVA\VN
> nl, <CI, teT\{0},nenlt),
veVA\VN
Y 10, <TO0,  teT\{0}nen),
veVi\VY

Linearization of binary variables constraints

w_ﬁ5p+p5p S 17
ﬁﬁp_w§07

pfp - pfp S 07

<1

— ?

~SC sC
yvnj + yvnj
~SC
yvnj —w S 07
—SC

SC
y'unj - yvnj < 07

~SH SH
W = Yynj + Yongj < 17

—SH
y'unj —w S 07

teT\{0},i € N°,n€n(t),
teT\{0},i € N° ncn(t),
teT\{0},i € N° nen(t),

teT,ncnlt),pe P,
te€T,ncnlt),pec P,

tt € T,n € n(t),p € P°,

teT,veV,ie Nynen(t),j
teT,veViic Nynen(t),j
teT,ve Vi€ Nyne€n(t),)
teT,veV,i€ Nyn€nlt),]
(t),J

teT ,veV,ie Nyn e n(t),

161

e D,
€D,
e D,
€D,
€D,
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yw—ngo teT,veV,ie Nynen(

w—@ff;—i—yvmgl teT,veV,ie Nynen(
gjvnj—w_ teT,veV,ie€ Nynen(t),j

(

<0
Yo — yor: <0, teT,veV,ic N,nen

Transformation of patterns to new buildings constraints

Yok = Z vppnp, teT,ve VN nen(t), (A.3)

pepPP

> ph =1, teT,nenlt). (A4)

pePP

Linearization constraints

SBCE Y +Y ST T pUCeNE Y POt

teT teT veV; teT, i< (T—t) peP?

+R§C Z yvn] CEH Z yvn] RSE Z yvn] -

j€D jeD jeD

Convexity and integer constraints

yol € Z*, teT t<T-T"ve Vi nen(),
T </ teT\{T}v € V,nen(t),
y ol ezt teT\{T}v € V;,n €n(t),
yoE ezt teT\{T}v € V,necn(t),
yo € {0,1}, teT: t<T—T"ve Vi nen(),
yor: € {0,1}, te T\{TYv e V,ncn(t),
yorr € {0,1}, te T\{TYv e V,necn(t),
Yorr € {0,1}, teT\{T}v € V,necn(t),
i € {0, 1}, teT\{T}ic NP ,nenlt),
oin € RT, teT\{T}iec NP ,nenlt),
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oy ERY, 1Tt <T—T"ve VY, nen(),
7S¢ eRY,  teT\{ThveV,nen(),
@fﬁeRJr, teT\{T}v e V,nen(t),
ﬂf£€R+, teT\{T}v € V;,n € n(t),

yl € R, teTveV,nen(t),

lyn € RT, teT\{0},veV,nenf(t),
hl, € RT, t €T\ {0},v € Vi,n € n(t),

ho € RT, t €T\ {0},v € Vi,n € n(t),
Torn € R, teT\{0},r € Ry,v € Vy,n € n(t),
ph, € RY, te T\ {T}Yp e P° necnlt),
ph, €{0,1}, te T\ {T}pec P €n(t),
w e RT.
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Appendix B

Attachments

Included as a ZIP file can be found:

e Mosel code for the Anti Symmetry, Power and Pattern Formulations, with

node and scenario formulation

e Three input files, one for each set size; Large, Medium and Small
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