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Batam Island (Batam) is one o f Indonesian  islands located in  Riau  Islands (Kepulauan Riau) Province. 

It  is direct ly neighboring w ith Singapore and Malaysia at the north. Batam is designated as export 

orien ted industrial area in Indonesia. It causes industr ies in Batam grows highly especially after the 

enactment of Special Economic Zone (SEZ) among Singapore and Batam along w ith Bin tan  and 

Kar imun. As there are a lot of Singaporean investmen t in Batam, goods transportat ion traff ic 

between Batam and Singapore are high. There are several companies running sea transportat ion 

business or usually called shipping company. Shipping companies as well as freight forwarder are 

availab le in lar ge number in Batam.

Shipp ing ser vices is char ged at certain rate called  cargo rates. Curr ently the Batam-Singapore cargo 

rates are considered too h igh. An  ind icator of the high  cargo rates was Singapore’s pr ime minister ’s 

comp laint to the pr esident of Republic o f Indonesia as published by Batam Pos in Apr il 4th 2012. In 

ear ly 2012, Lee Hsien Loong, the prime min ister of Singapore, conveyed  about the high  car go rates 

between Batam and Singapore complained  by Singaporean businessmen. This high cargo  rates is 

believed to be caused by cartel among the exist ing sh ipping companies. Other  than  the high cargo 

rates, businessmen also complaining about the few cargo shipping frequency. They ask for more 

frequent of car go shipping frequency. These condit ions create an opportun ity for  the shipp ing 

industry between Batam and Singapore.
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1. Introduction

Abstract Trade between Batam and Singapore are quite high as Batam is designated for export  oriented 

indust rial area. Current ly shipping price is considered too high by the service users. It is also demanded to be 

more frequent. The high shipping price is believed to be caused by cartel among the existing shipping company 

owned by Singaporean. This situation creates an opportunity for the shipping indust ry between Batam and 

Singapore. StarPillar Pte. Ltd. is a Singapore based company which operates in concrete foundat ion pillar

manufacturing. It  is planning to form a joint  venture with PT. Trans Buana Logist ics to create a shipping 

company and take the existing market opportunity with the name of PT. Star Trans Logistics. Before deciding to 

make the investment  decision they need to analyze whether t ransshipment  business w ill be feasible in the 

emerging market  opportunity or not. The market  opportunity analysis is conducted by analyzing market ing 

feasibility and financial feasibility of the investment project. M arket  opportunity shows that  there are needs of 

shipping service. With the est imated capabilities of PT, Star Trans Logist ics the t ransshipment business is 

considered as market ing feasible. Financial feasibility is represented by NPV, IRR, payback period, and 

profit ability of t he index. The project  yields NPV of S$ 3,804,017, IRR of 15.10%, payback period of 4 years 3.3 

months, and profitability index of 1.49. These values show that  the project is financial feasible.
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Star  Pillar Pte. Ltd. is a Singapore based company which operates in concrete foundation  pillar

manufactur ing. Star Pillar  Pte. Ltd.’s market spread  from Singapore to Batam. With  this w ide scope o f 

mar ket, Star Pillar  Pte. Ltd. distr ibu tes their  products to  several places including Batam. Star Pillar 

Pte. Ltd . also buys their  production raw material from various p laces that consists of local and 

impor ted mater ial. Star Pillar Pte. Ltd. is planning to form a joint ven ture w ith PT. Trans Buana 

Logist ics. PT. Trans Buana Logist ics is a Batam based freight forwarder . It  serves freight forwarding 

activit ies around Batam. The join t venture between them will use the name o f PT. Star  Trans Logist ics 

and w ill be registered as limited company in Indonesia.

PT. Star  Trans Logist ics w ill provide cargo transshipment service in for m o f bulk cargo. Area coverage 

of shipp ing w ill be Batam and Singapore. The appropr iate ship to transport bulk cargo in close area is 

barge therefor e PT. Star Trans Logist ics’ fleets w ill consist o f barges and tugboats as the source o f 

propulsion.

Before investing in real assets or business the investment project should be analyzed whether  it is 

feasible or  not. Therefore before Star  Pillar Pte. Ltd. and PT. Trans Buana Logist ics decid ing to 

establish PT. Star  Trans they should analyze the market opportun ity.

Business issue faced by PT. Star Trans Logist ics is feasibility o f its sh ipp ing business in emer ging 

mar ket opportunity. Solut ion to the feasib ility issue is performing market oppor tunity analysis. 

M arket opportunity analysis of the shipping business investment project w ill be per formed  follow ing 

the conceptual framework on  .

Figure 1 Co nceptual Framework

2. Business Issue Exploration

Error! Reference source not found.
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M arketing feasibility analysis is conducted by do ing situational analysis that analyzes the 5Cs. The 5Cs 

consists of customers, company, context, collaborators, and competitors (Iacobucci, 2010). Company 

analysis w ill be focused on the company’s strengths and weaknesses. Resour ce based  view analysis 

w ill be used to do  the analysis. Context analysis is an analysis of macro environment situation. Macro 

environment or  general environment w ill be represented by the four PEST factors. PEST stands for 

political, economic, social, and technological. Collaborators and  competitors ar e the companies and 

people to work w ith and  to compete against. Thus collaborators and  competitors ar e considered as 

par t of the industry and these two factors w ill be analyzed by industr y analysis. Por ter’s five for ces 

framework w ill be used  in conducting industry analysis (Henry, 2011).

If  the marketing feasibility analysis shows that the investment project is feasible then the analysis is

con tinued by doing f inancial feasibility analysis. Financial feasibility analysis is r elated w ith cap ital 

investment decision making. The analysis w ill be done to check the investmen t project ’s r etur n on 

current mar ket condition. There are several indicators of investment pro ject feasibility that ar e used 

to  decide whether the investment project should be accepted or rejected. Some o f the indicators are 

net presen t value (NPV), internal rate of return (IRR), payback per iod (PP), and pr ofitab ility index (PI)

(Ross, Westerf ield , Jaffe, &  Jordan , 2009).

Besides do ing financial feasibility analysis, there is another  required process which  is cost calculation. 

The cost calculat ion w ill be carried on  to analyze possible offer ing pr ice of sh ipping services. Cost 

calculation  w ill be done by doing product costing for  each metr ic ton cargo  transported (Blocher, 

Chen, Cokins, &  Lin, 2005).

Decision making process in f inancial feasibility analysis is done by compar ing the indicators value 

w ith required tar get value. Sometimes calculated  indicators value deviate largely from those in 

reality. This deviation can cause calculated indicators that meet target value fail to meet the tar get 

value in reality. It  means a feasible investment pro ject in calculat ion can be infeasible in  r eality.

The wr ong decision making can happen  due to inaccurate cash f low projection . To overcome the 

problem r isk analysis should be conducted. Risk analysis is done by calculat ing the ind icators w ith 

other  possib le inputs. The analysis w ill be done by conducting sensit ivity and scenar io analysis.

These analyses need some data to  be conducted. Cost calcu lation and f inancial feasibility analysis 

needs data about cost and expenses. These data are ob tained from the estimation from market 

price. Some of them ar e obtained by interviewing the sellers and some are obtained  by looking at the 

price tag. These data ar e primary data. However secondar y data are also used . They are used  in 

est imated the cost of equity and doing risk analysis. Secondary data used such as country r isk 

premium and inflat ion rate are ob tained from the relevant websites.

M arketing is feasib le if the 5Cs shows good cond it ion for  PT. Star  Trans Logistics’ transshipment 

business. Market condition w ill be mor e easily analyzed by summarizing the 5Cs condition into  four 

category o f PT. Star Trans Logist ics’ str engths and weaknesses and  the opportunit ies and threats 

from external environment. This analysis of the strengths, weaknesses, oppor tunit ies, and  thr eats is 

usually called SWOT analysis (Henr y, 2011). In addit ion to SWOT analysis, competit ive level o f the 

industry w ill also pr ovide consideration abou t marketing feasibility.

Competit ive level is analyzed using Por ter’s five for ces framework. In shipp ing industry there are 

th ree high competitive forces, one medium competitive for ce, and one low competit ive force. The 

th reat of new entrants, bargaining power of supp liers, and intensity of r ivalry among f irms are high, 

the bargaining power of buyer  is medium, and threat of substitu te products or services ar e low. 

3. Business Solution
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These f ive forces framewor k is displayed on Figure 2. Overall the shipping industry competit ion level 

can be concluded to be high.

SWOT analysis is started by summar izing the 5Cs condit ion into categor ies of strengths, weaknesses, 

oppor tunities, and thr eats as follow.

1) Strengths:

a) Capabilit ies to  do inbound and outbound activit ies efficien tly due to the par tnership w ith PT. 

Trans Buana Logistics.

b) More eff icient of adver tising and promotion activit ies that arise from PT. Star Trans Logist ics’ 

par tnerships.

2) Weaknesses:

a) Unavailability of own crane.

b) Less known among customers.

3) Opportunit ies:

a) The needs of shipping service between Batam and Singapore.

b) The needs of low cost shipping service between Batam and Singapore.

c) Less competitive competit ion w ith  foreign companies as the applicat ion o f cabo tage 

principle.

d) The increase of local companies’ competit ive advan tage in form o f lower  shipping cost due to 

the applicat ion of Finance M in ister Regulation  No. 80/ 2012 (Elisabeth , 2012).

e) Possible high demand as the economic growth  in Riau Islands Province is quite high (Bank 

Indonesia, 2012a).

f) Low inflation rate in Batam.

g) Low interest rate for loan in IDR due to the low BI rate (Bank Indonesia, 2012b).

h) Low exchange rate r isk as the exchange rate between IDR and SGD is r elat ive stable and SGD 

tends to appreciate toward IDR.

i) High availability o f wor k force in  Batam.

j) Relat ively low barrier  to enter  the transshipment business.

4) Threats:

a) Possible decrease of demand due to  the change of presidential administration in  2014 

elect ion.

b) Possible sharp  increase in cost as the labor  wage increase request.

c) Potential new entrants that w ill tigh ten  the competition.

The market opportunity shows that there are needs o f sh ipping service. Curr ent capacity of available 

shipping service is no t enough. The market w ill even grow follow ing the economic growth of the 

industries. With low exist ing barrier  to entr y, the mar ket of transshipment business w ill be available 

for  PT. Star  Trans Logist ics.

M arket availab ility doesn’t guarantee the feasibility of mar keting. Marketing won’t be feasib le if the 

f ir m isn ’t  able to compete w ithin the market. The Por ter’s five forces show that competit ion in 

shipping industry is quite high. However there is an opportun ity that competit ion w ill be lessening 

w ith  for eign companies. PT. Star Trans Logist ics w ill be able to compete in the market by offer ing 

relat ively lower price. It is supported by its str ength which is the capab ility to do operation and 

mar keting activit ies mor e eff iciently.

Figure 2 Porter's F ive Forces Framework
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Shipp ing cost incurred from all expenses related to sh ipping service provid ing. These expenses are 

involved to deter mine the cost per  metr ic ton cargo shipped. Product costing for  shipping service is 

done using vo lume based cost dr iver. The used cost driver is number o f metr ic ton car go shipped.

Shipp ing service cost per  metr ic ton is obtained by summing all cost components per  metr ic ton . The 

to tal of all cost componen ts per metric ton is S$ 7.361. This value w ill become the r eference to set 

the shipping pr ice per  metr ic ton. Assuming the real cond it ion is the same with the one used  in 

product costing, shipping price per metric ton should be mor e than S$ 7.361 to  yield  prof it.

Cap ital investment decision making is carried  on in four steps. The four steps are determining the 

cost of the project, est imating the expected cash in flows from the project and the r iskiness of those 

cash f lows, determining the appropr iate cost of capital, and  determin ing the indicators of the 

feasibility.

The net projected  cash  f low is determined  by cash flows from investments, revenues, and expenses. 

Each of these is pro jected in f ive years which is the estimated pro ject lifetime. With  total investment 

at this level, the project usually analyzed in five years while ten years analysis is usually done for 

larger investment. Net cash f low projection is shown on  Table 1.

The cost o f capital is determined by the capital structur e used. PT. Star  Trans Logist ics plans to use 

equ ity and debt as their source of fund ing. The target rat io  between debt and equity is 3:1. However 

the tar get rat io isn’t able to be met due to bank loan limit. Bank Mandiri provides loan in  SGD with 

limit of investmen t loan at 35% of the total project cost and limit of working cap ital loan at 70% from 

the working cap ital needs.

The total debt o f PT. Star Trans Logist ics w ill be the total of investment loan and  working capital loan 

w ith the amount of each are S$ 11,809,200 and  S$ 187,650 respectively. Total loan w ill be 

and deb t to asset rat io is 

.

The cost of debt is ob tained from the average of SGD prime lending rate for the past f ive years wh ich 

is 5.37% p.a. With effect o f tax, the after tax cost o f deb t is ?6? ? - ?6?  ? ? . The cost of 

equ ity is calculated using capital asset pr icing model (CAPM ). PT. Star  Trans Logist ics’ cost of equ ity is 

?6?

The cost of capital is ob tained as the weigh ted average between cost of equity and cost o f debt. With 

deb t weight of 35.55% and equity weight of ?6tw - ?6ith  ?   ?O?? the cost of capital is 

Table 1. Cash Flows Pro ject ion

Sales Revenue

$664,80

0

$4,663,0

86

$5,434,6

17

$6,316,3

42

$7,322,8

52

$7,764,7

00

Total Expenses

($408,93

3)

($3,023,

854)

($3,527,

659)

($3,673,

955)

($3,826,

437)

($3,653,

160)

Total Depreciat ion &  

Amort izat ion Expense

($135,11

1)

($1,038,

167)

($1,200,

667)

($1,196,

989)

($1,178,

600)

($1,079,

667)

Other Income

$1,937,8

00 

?6 	? 	??	?6 ??6 ??6 	 ? 	?6 	 ? 	?? 	?6 ??6 	 ? 	?? 	? ??6 ??6 	

??	???6 ??6 	? 	???	?6 ??6 ??6 	? 	??	?6 ??6 ?	? 	?6P 	 ? 		?6 ??6

? ?

?6 ??6 	 ?

	? ??6@ 	? 	?6 ??6 	 ? 	???6@ 	 ? 	???6@ 	????

Year

2012 2013 2014 2015 2016 2017

Income Before Income Tax $122,76 $603,07 $708,30 $1,447,4 $2,319,8 $4,971,6
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Income Taxes

($15,346

)

($139,99

2)

($166,21

5)

($342,75

7)

($579,95

8)

($1,242,

923)

Investment

Non-Curr ent Assets

($7,909,

200)

($3,900,

000)

Net Working Capital

($131,04

0)

($10,190

)

($11,218

)

($12,365

)

($13,645

) ($9,192)

Net Salvage Value

$5,980,0

00

NWC Recovery

$187,65

0

The decision  regard ing the investmen t project is made by analyzing its NPV, IRR, payback per iod , and 

profitability index. NPV, discounted payback per iod, and pr ofitability index are calculated by using 

the d iscounted project cash flows. The calcu lation yields NPV of S$ 3,804,017 and profitability index 

of 1.488. The posit ive NPV shows that the capital investment pro ject is feasible in emer ging market 

opportunity. The profitability index also shows that the project is feasible w ith value more than one. 

It  shows the scale o f the project compared w ith the in it ial investment.

Projected cash f lows yield an IRR of 15.10% and modified  IRR (M IRR) of 13.19%. Both of these IRR are 

more than the cost of capital which is 6,159%. It  means that the project is capable to yield r eturn that 

offset its r isk. The pro ject is feasib le w ith this condit ion.

Another indicator  about financial feasibility of the project is payback period of the investment. The 

payback per iod is 4 years 3.3 months while the d iscounted payback per iod is 4 years 4.3 months. It 

takes about 4 years un til the in it ial investment is r ecovered . There isn ’t  any exact value of payback 

per iod to decide project ’s feasibility. However w ith payback period and  d iscounted payback per iod 

around  four  years the project is considered to  be feasible since 4 years isn’t  too long for  business at 

th is scale.

The calculat ion of decision making indicators is star ted by project ing cash f lows. These cash f lows are 

estimated follow ing some assumptions. Change in these assumptions w ill change the indicators’ 

value thus can also change the decision. Three dif feren t est imations are made to those assumptions 

to  reflect three condition of pessimistic, most likely, and op timistic. Sensitivity analysis is done w ith 

the aid  of SensIt add-on in M icrosoft Excel software. The result on NPV is shown in  for m of spider 

chart on . On the spider  chart variab les that could have greatest 

impact are shown by large vert ical scope lines. Other than that var iables that NPV most sensitive to 

are shown by steeper lines.

8 8 5 13 31 91 

Cash flow from operat ions

$242,53

3 

$1,501,2

53 

$1,742,7

57 

$2,301,6

45 

$2,918,4

73 

$4,808,4

35 

Cash flow from investment

($8,040,

240)

($3,910,

190)

($11,218

)

($12,365

)

($13,645

)

$6,158,4

59 

Total projected cash flow

($7,797,

707)

($2,408,

937)

$1,731,5

39 

$2,289,2

80 

$2,904,8

28 

$10,966,

893 

Error! Reference source not found.
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The top  f ive var iables that could  have largest impact on  project NPV are market shar e growth , 

mar ket share, shipp ing price, sales growth , and shipping pr ice incr easing rate. These five variab les 

are the determinant of sales revenue. This fact shows that market condit ion is the var iable that 

possib le to reduce project NPV the most. PT. Star Trans Logistics shou ld pu t the most attention to 

mar keting aspect to  ensure it  gets enough sales. Marketing division  must put effor t to  gain  more 

mar ket share and set the appropriate price as market share and shipping price are the two  variab les 

having lar gest impact on NPV.

The top f ive variables project NPV most sensit ive to ar e shipp ing price, mar ket share, sales growth, 

tax, and  market share growth. The top thr ee and f ifth var iables are representing marketing aspect. 

M arketing aspect could reduce NPV largely and it is sensitive. Tax is also a var iable NPV sensit ive to. 

Change to these var iables w ill cause large change of NPV.

The fact that shipping pr ice is the most sensitive variab le makes pr ice reducing to serve low cost 

shipping service has large impact on  project NPV. NPV should be considered when sett ing low price.

Sensit ivity analysis shows that r isk of the project can be considered to  be low as none of the

assumption  change w ill lead to negative NPV. 

However a specific condit ion can change some variab le simu ltaneously. These changes are analyzed 

using scenario analysis. There ar e four scenario that w ill be analyzed which are worst scenario, best 

scenario, tigh t competit ion scenario, and economic recession scenar io.

Best and worst scenarios are scenar ios where all the input variab les are assumed to be at best and 

worst possible state. Tight competit ion scenario is a scenar io wher e the competitors react to PT. Star 

Trans Logistics either by reducing their pr ice or  doing other  act ions. Economic recession scenario is a 

scenario where the economic condit ion is assumed to be at recession.

Best and worst scenar io  shows maximal and minimal value o f NPV and MIRR which are $22,393,418

and -$7,317,454 for NPV and 39.38% and -10.27% for  M IRR. Tigh t competition scenario and 

economic recession scenario shows that financial performance w ill be below the forecasted 

condit ion. In tight competit ion scenar io the investment project w ill be in feasible by having negative 

NPV and IRR below the cost of capital. Other  than  that, in economic recession scenar io the 

investment pro ject w ill st ill be feasible even though the indicators show that financial per formance is 

worse. NPV of tigh t competit ion and economic recession scenar ios are –S$3,227,776 and S$521,369

while M IRR of these scenar ios are -1.04% and  7.21%.

Figure 3 Spider Chart
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In feasibility of project in tight competit ion scenar io becomes a warning for PT. Star Trans Logist ics in 

running the transshipment business. Threat from incumbent competitors is the main r isk.

Break-even analysis determines the sales needed for  break even. Break-even point w ill help  f igur ing 

out how far down sales can fall before the project is losing money. Break-even point is calculated in 

present value thus considering the t ime value of money.

All of the expenses incurred are categorized as f ixed costs excep t fuel cost. Fuel cost is categor ized as 

step cost that increase ever y cer tain amount of product produced. In calcu lating break-even  poin t, 

fuel cost is consider ed as f ixed  costs because shipping is assumed to  be done every day.

Break-even po in ts are shown on  number  of metric ton cargo shipped. Break-even point for  year 2012 

to  2017 in metr ic ton  car go ar e 67,664 MT, 503,035 M T, 580,648 MT, 591,445 MT, 600,851 MT, and 

561,858 M T. All of the br eak-even  points value for every year shows number  o f sales required before 

profit  is generated. These numbers can be compar ed w ith  real sales number to measure the r isk of 

loss occurrence.

PT. Star Trans Logist ics should  be established because transshipment business is marketing and 

financial feasible in  the availab le market opportunity. Development and running of PT. Star Trans 

Logistics can be done by referring to the pr e-development p lan and long-term financial p lan. In 

running the business, PT. Star  Trans Logistics should watch the r isks that arise when  expected 

condition isn’t  met. Difference between assumptions and reality could change the feasibility o f the 

project.

M arketing department of PT. Star Trans Logist ics should tr y to  push market share growth, market 

share, shipping price, sales growth, and shipping price increasing rate to meet the expectat ions. It 

also needs to watch market size condition as those mentioned variables are variab les that project 

NPV is most sensit ive to. There are also two conditions that must be cautioned which  are tight 

competit ion and economic recession. These two cond it ions that w ill lead to in feasibility of the 

project ther efore PT. Star  Trans Logistics should prepare an anticipation  plan to keep the project 

feasible. It  is also recommended that the tugboats and barges are acquired by leasing in short term 

to  reduce the r isk of own ing more illiqu id  assets.

PT. Star Trans Logist ics f inancial condit ion  is planned by making pro  forma f inancial statements for 

the f ive years operation. The financial statements consist of income statements, statements of 

financial posit ion, and statements o f cash flow. These f inancial statements are p lanned  follow ing the 

cash flows projection . Insight obtained  from the pro forma financial statements can  be understood 

better w ith f inancial ratios. Several financial rat ios calculated from the pro  for ma f inancial rat ios are 

provided  on Table 2.

On most likely cond it ion the average of income from operations /  total assets ratio in 2012 to 2017 is 

10.90%. Compared w ith in terest rate at 5.37% the ratio shows that debt f inancing w ill provide more 

profit  to  equ ity owner . However  the expected condit ion isn ’t  certain to happen. There are 

possibilit ies of condit ion in  t ight competition and economic recession scenarios to occur. Average of 

income from operations /  total assets rat io in tigh t competit ion and economic recession  scenarios 

are -7.52% and 3.10% respectively. These values ar e less than  interest rate therefore when  these 

scenarios happen cap ital structure should be dominated by equity.

4. Conclusion and Im plem entation Plan
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Table 2 Financial Ratios

Financial 

Ratio

Year

201

2

201

3

201

4
2015 2016 2017

Curren t 

Ratio

2.6

7

5.3

8

8.7

7

14.4

3

22.3

3 31.46

Total Debt 

Ratio

0.3

7

0.3

2

0.2

6 0.19 0.11 0.04

Pro fit 

Margin (%)

-

4.9

4

6.8

1

7.8

6

16.2

1

23.1

3 29.14

Return  on 

Assets (%)

-

0.4

0

2.6

9

3.7

4 8.80

13.5

4 16.21

Return  on 

Equity (%)

-

0.6

4

3.9

7

5.0

6

10.8

2

15.1

8 16.85

Income 

from 

operations 

/  total 

assets (%)

1.4

8

5.0

9

6.1

8

12.4

3

18.5

2 21.72
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