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Financial overview

2016 has been another strong year 
for the Club. Despite a small number 
of large claims notified to the Club 
towards the end of the year, a decent 
underwriting result and strong 
performance within the investment 
markets have enabled the Club to record 
a surplus for the ninth year in a row. 

The combined ratios for the financial 
year of 104% (when currency 
gains are excluded) or 100% 
(including the currency gains) 
are within the Club’s acceptable 
target range and demonstrate the 
Club’s resilience to such claims. 

Disciplined underwriting, which 
encompasses the quality and safety 
of ships entered and the appropriate 
rating of risk, remains a key element 
of the Club’s strategy. The Club’s 
target is to provide insurance at cost 
and the average combined ratio 
over the last seven financial years 
of 100% demonstrates that this 
target has been met consistently.

The Club’s strategy is also to manage 
the Club’s capital needs as efficiently 
as possible. Achieving this efficiency 
enables the Club to hold less of the 
Members’ money in reserve. The Club 
has therefore sought to give money 
back to Members where possible. 
Capital efficiency and consistent 
underwriting performance enabled 
the Board to discount the 2015 policy 
year mutual premium by 3%. This 
was the third time that the Club has 
been able to return money over five 
years and brings the total amount 
returned to over $25 million.

At 20 February 2017, the Club held free 
reserves of $458.4 million with a further 
$99.4 million held in hybrid capital.
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INVESTMENT RETURN

NUMBER OF SHIPS OVER 1,500 GT

THE CLUB HAS A STRONG 
TRACK RECORD OF 
BALANCED UNDERWRITING.

104%
COMBINED RATIO 
(EXCLUDING CURRENCY 
GAINS IN CLAIMS)

3,539

4.6%

FREE RESERVES AND 
HYBRID CAPITAL

CAPITAL PER TON

ENTERED TONNAGE GT

$558m

$4.01

139m
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Chairman’s statement

is difficult to observe a trend at such 
low frequencies, there is sufficient 
anecdotal evidence from the other clubs 
in the International Group to suggest 
that there is a wider problem involving 
navigation close to fishing vessels. In 
order to help our Members manage 
this risk and to learn from these often 
tragic events, we have worked with 
experts in fisheries and aquaculture to 
produce a guide for Masters and their 
Bridge teams on how to reduce the 
risk of collisions with fishing vessels.

Supporting our Members
The objective of disciplined underwriting 
remains central to the success of the 
Club. However, as a Board we are 
also aware of the conditions in some 
sectors of the shipping market and 
the resulting financial struggles for 
some of our Members. I was therefore 
pleased that, having worked to make 
cost savings elsewhere, we were 
able to forego a general increase 
announcement at the 2017 renewal 
and to offer another premium discount, 
this time in respect of the final 
instalment of the 2015 policy year.

We emerged from the 2017 renewal 
with broadly the same total premium 
(net of reinsurance) as we called in the 
2016 policy year. Over the last seven 
years, we have consistently set premium 
at the right level to cover our claims and 
expenses, thereby meeting our goal 
of providing P&I insurance at cost.

Achieving this level of stability has 
enabled the Club to discount mutual 
premium three times over the last 
five years. In total, these discounts 
amount to $25 million. The Board’s 
target is to hold sufficient capital to 
safeguard the long-term financial 
strength of the Club while supporting 
Members through discounts where 
funds allow. This year it was possible 
to return approximately half of the 
financial year surplus with the remaining 
half retained to support growth.

Over the year, our total mutual tonnage 
grew by 3% to 139 million gt. The Club 
is now one third larger than it was  
7 years ago. While scale is an important 
element of any insurance undertaking, 
it should not be sought at the expense 
of the quality of the entered fleet or 
the financial strength of the Club. 

2016 HAS BEEN A FURTHER YEAR OF 
PROGRESS FOR THE CLUB. A STRONG 
INVESTMENT RETURN OF 4.6% ASSISTED BY 
RISING EQUITY MARKETS, AND ANOTHER 
UNDERWRITING RESULT AROUND OUR 
TARGET 100% COMBINED RATIO, HAS 
INCREASED THE FREE RESERVES AND 
HYBRID CAPITAL TO $558 MILLION.

Underwriting discipline
During my time as Chairman, one of 
the Club’s most important objectives 
has been to maintain underwriting 
discipline. I am therefore very 
pleased to report another year of 
underwriting at our breakeven target, 
marking seven consecutive years 
with a combined ratio at or close to 
100%. This reflects our desire to 
deliver a consistent and predictable 
financial result for our Members. 
 
The total cost of notified claims over 
the first twelve months of the 2016 
policy year was 4% lower than the 
average of the previous five years. 
Encouragingly, 2016 was also a year 
of very few major casualties for the 
industry as a whole. For the Club, 
this has reduced still further our 
percentage contribution to Pool claims. 

In contrast, the Club suffered a small 
number of high value casualty cases 
within the Club retention, particularly 
towards the end of the year. These 
incidents turned what might have 
been a repeat of the low claims year 
of 2015 into a more average claims 
year. Most notable out of these 
larger casualties were four collisions 
involving fishing vessels. Although, it 

Alan Olivier
Chairman
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The Club’s entry criteria are therefore 
robust and focus on safety and quality. 
Over the last 8 years the Club has 
declined the opportunity to quote for 
nearly 70 million gt of potential new 
entries, including some 10 million gt 
in 2016 alone, as a result of adhering 
to these high entry requirements. 
Maintaining the Club’s market leading 
position in loss prevention and risk 
selection will remain a key goal for your 
Board and its Quality Committee.

Members’ Committee
The Club’s determination to work 
collaboratively with all Members has 
been driven by a Board drawn from 
all regions and trades. At the Annual 
General Meeting in November, the 
Membership voted to adjust the 
Club’s governance in order to enable 
a smaller Board to maintain pace 
with the governance and regulatory 
requirements of an insurance business 
and create a Members’ Committee. 
The new Members’ Committee will 
provide guidance to the Board on issues 
affecting the wider Membership and 
the most appropriate response from the 
Club. This is an exciting development 
and one that I believe will ensure 
shipowners’ interests remain at the 
heart of all decisions. Shipowner control 
has been one of the key strengths of 
mutuality and the Club system, and has 
enabled the Club to respond effectively 
to the needs of the shipping community.

Industry issues
One example of the Club system 
responding to Member needs is the 
Maritime Labour Convention (“MLC”), 
for which amendments, imposing 
new financial security requirements, 
came into force in January 2017. 

The amendments enhance protection 
to seafarers by requiring financial 
security to be provided both in respect 
of traditional P&I crew claims and in 
respect of wages and repatriation 
liability on abandonment. In common 
with other members of the International 
Group, the Club responded to this 
new demand by making available the 
necessary certificates, thereby avoiding 
a potential additional cost to Members. 
The Club continues to seek ways to 
help the shipping community meet the 
impact of new regulation, especially 
where related to liability issues.

Brexit
The Club operates in a highly 
regulated environment within the UK 
and Europe and through branches 
in Japan, Singapore and Hong 
Kong. Within Europe changes to the 
regulatory landscape are expected 
when the UK relinquishes its 
membership of the European Union.

Although the precise trading relationship 
between the UK and the EU remains 
uncertain, the Club is at an advanced 
stage in its Brexit response plan. The 
Club has assumed that its passporting 
rights, which currently allow insurers 
based in the UK to conduct business 
throughout the single market, will be 
lost when the UK leaves the European 
Union. The Board has determined 
that the Club should be in a position 
to continue providing services to 
Members throughout the EU and that 
a subsidiary insurance company be 
established in Europe for this purpose. 
The Club is currently in discussion with 
regulators and advisors to determine the 
most appropriate location for the new 
facility, with a view to commencing the 
establishment process during 2017. 

People
This year we have said farewell to Smain 
Ghomri, Costis Kertsikoff, Y.C. Ng, Paul 
Pathy, Kathryn Siggins and Hideyuki 
Takahashi, who have all served the Club 
with great loyalty and energy since 
their election to the Board. We thank 
them sincerely for their contribution. 
I would also like to thank my fellow 
directors and in particular, the Chairmen 
of our supporting committees for the 
work they put in during the year.

Strategy
The Club enters the new policy year in a 
strong position, with free reserves and 
hybrid capital of $558 million, a new 
comprehensive reinsurance programme, 
and a very positive renewal. The Club 
is well placed to meet the challenges 
of the future as we seek to deliver the 
best possible service to our Members.

During 2017 we will conduct a full 
strategic review to help us position 
the Club for the coming years. The 
review will encompass everything from 
capital efficiency to the use of data 
analysis and how we can differentiate 
our product. As I said in our Autumn 

Review, we were disappointed not 
to achieve our merger ambition with 
the Britannia Club. However, we 
remain committed to delivering our 
aim of improving our capital and cost 
efficiency, while enhancing our value 
added services. I look forward to our 
new strategy delivering on these aims. 
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Financial highlights

•  Free reserves have grown to 
$458 million with a further  
$99 million in hybrid capital

•  Free reserves and hybrid capital 
remain over $4 per ton

•  General trend shows claims 
frequency is reducing but a 
small increase in 2016

• Claims inflation remains at 4%

Capital 
Free reserves and hybrid capital for financial years 2010-2017

Claims Frequency 
Attritional claims (<$0.5m) and claims frequency for policy years 2009-2016 at 12 months

Free reserves
Hybrid capital

Cost
Number of  
claims notified
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WITH A FURTHER
$99 MILLION IN HYBRID CAPITAL.
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•  Each policy year at, or close to, 
the Club’s breakeven target

•  Disciplined underwriting maintained

•  Cost of claims on the 2016 
policy year is below the average 
of the last ten years

•  2016 more expensive than 
2015 policy year due to a small 
number of collision claims

•  Few Pool claims on the 
2016 policy year 

•  Investment return of 4.6%

•  Prudent portfolio positioning

Combined ratio 
Combined ratio for financial years 2010-2017

Claims Values  
Total net notified claims for policy years 2009-2016 at 12 months by claims category

Investment performance 
Investment portfolio performance
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Underwriting
The Club’s target is to call sufficient 
premium to cover Members’ claims 
and operating expenses and to 
spread this premium requirement 
fairly across the Membership. 

The Club has recorded seven 
consecutive financial years with 
a combined ratio at or around the 
breakeven target. The average combined 
ratio over the last seven years (excluding 
the impact of currency) is 100%.

Risk selection
Maintaining breakeven underwriting 
requires robust control over risk 
selection, strong risk management 
and appropriate pricing of the risk.

Over the last twelve months, the Club 
declined the opportunity to quote 
on more than 10 million gt where 
the ships or their operators failed 
to meet the underwriting criteria.

The Club applies the criteria 
consistently through detailed Know Your 
Client, credit and sanction checks. The 
Managers also meet with potential new 
Members and routinely conduct a pre-
entry inspection of one or more ships. 

The Club has grown over recent 
years but growth has not been 
achieved at the expense of maintaining 
Membership standards. 

Risk management
Risk profiles can change over time 
due to market conditions. Recently, 
underwriting results have been adverse 
in the dry bulk Handysize and Handymax 
trades. Entering the last renewal, the 
Club’s collective Handymax loss record 
had reached an unacceptably high 
level of 140%. The collective record 
for all Handymax ships insured by 
the Club will not necessarily reflect 
an individual fleet record, which will 
normally include a variety of ship types. 
Nonetheless, particular emphasis was 
given to correcting poor records in this 
class of business at the last renewal.

The pattern is not universal, and a 
number of Members operate Handymax 
ships with excellent claims histories. 

Conversely, the Club has experienced 
improving claims trends from tankers of 
all types. There will obviously be a range 
of commercial and reputational factors 
driving tanker safety performance, and 
the SIRE programme plays an important 
role. The Club has a proportionally 
higher entry of tankers and has taken 
steps to devote ship inspection and 
loss prevention resources to trades 
with higher claims frequencies.

The gas and passenger
trades also have good loss records. 
The Club’s container vessel loss 
experience was adverse several years 
ago, but has improved markedly.

Appropriate pricing
For the 2017 policy year, the Board 
elected not to announce a General 
Increase applicable to all Members, but 
instructed the Managers to focus on the 
risk each Member brings to the Club. 

In recent years, the Club has met 
its objective to call the right amount 
of premium to meet total claims and 
expenses incurred. Equally important 
to the Club is to ensure that this total 
premium is spread fairly amongst 

*All currency movements within
claims are offset in the 
financial statements.
The table shows the combined
ratio both including and excluding
the currency movements.

Underwriting

Underwriting result for the financial year (excluding mutual premium discounts).

Year to 
20/02/2017

Year to 
20/02/2016

Loss ratio 90.0% 77.6%

Expense ratio 14.0% 14.0%

Combined ratio (excluding currency movements  
within claims)

104.0% 91.6%

Currency* (3.6%) (4.2%)

Combined ratio (including currency movements  
within claims)

100.4% 87.4%
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Members in proportion to the risk 
accepted. Over the year, the Board 
has received detailed reports on 
the loss ratios of ships entered 
sub-divided by numerous factors, 
including ship type, age and size. 
However, a Member’s net loss ratio 
is just one indicator of likely future 
performance. A Member with one large 
loss in the past but with a claims-free 
performance in recent years could 
have the same loss ratio as a Member 
with a worrying trend of recent losses. 
It is the latter category which will 
require the most urgent attention.

Looking forward –  
the 2017/18 Renewal
The Club had a successful renewal 
retaining 99% of all existing Members. 
Following renewal the total owned 
tonnage entered into the Club was 
139 million gross tonnes which 
represents an overall increase in 
tonnage of 3% for the year.

During renewal, the strains of the poor 
shipping markets were apparent in 
most categories but in particular in 
the mid-size dry bulk carrier segment. 
The operational challenges led to an 
increase in claims for some Members 
which required premium or terms 
adjustments. On the positive side, the 
Club saw more of its Members with 
improving individual loss ratios. Almost 
one quarter of Members had favourable 
movements in their loss ratios to below 
the 100% target, and were able to 
benefit from stable or reduced overall 
premium rating for the coming year.

Loss prevention
The Club has built a leading loss 
prevention team to work with Members 
to prevent and mitigate the risk of 
claims. Reducing this risk decreases 
the chance of an insured, or uninsured, 
loss and therefore protects the Club 
as well as the Members and their crew. 
The Loss Prevention team, which 
includes Master Mariners and Chief 
Engineers, provides technical and 
operational advice to Members as well 
as participating in crew seminars and 
training days. The Club recognises that 
training and development of people 
plays an important role in achieving 
safe and efficient operations. Crew 
seminars give the Loss Prevention 
team a valuable opportunity to 
exchange information and thoughts with 
crewmembers on the problems they 
face. These opportunities, together 
with lessons learned from the Club’s 
claims experience, help to formulate 
new loss prevention initiatives. 

This year the Loss Prevention team 
has participated at a number of crew 
seminars in the Philippines, India, 
Greece, Ukraine, Singapore and USA.

The Club has developed a unique 
series of bespoke loss prevention 
services for Members. These cover 
the safety of ships, the health of 
crews and security of operations. 
The Club’s pre-employment medical 
examination (PEME) service celebrates 
20 years this year and has become 
one of the Club’s most effective 
initiatives. Through Signum the
Club also provides a unique criminal
investigation and security advisory
service to Members staffed by senior
former Scotland Yard detectives.
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Claims

The Club has experienced an 
increase in the number of claims and 
the number of large claims in the 
2016 policy year when compared to 
the previous year. However, when 
compared to the average of the last 
ten policy years, the 2016 policy 
year remains relatively favourable. 

The prudently reserved prior policy 
years have developed favourably over 
the last twelve months. This has allowed 
a reduction in claims provision without 
decreasing the overall confidence 
in the strength of the reserves.
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Analysis of claims by category
The cost of cargo and personal 
injury claims has remained broadly 
consistent over recent years and 
together typically account for half of 
the total claims notified to the Club. 

The total cost of casualty claims is more 
volatile as many of the larger claims tend 
to fall into this category. In recent years 
it has been this category that determines 
the total cost of the policy year.

Casualty claims include collisions, 
pollution, damage to fixed and 
floating objects and other moving 
ship incidents such as groundings.
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Claims

Collision claims were particularly 
significant in the 2016 policy year. 
The Club had 12 collisions where the 
anticipated cost of each is expected 
to be greater than $0.5 million.
Of these, four related to incidents 
with fishing vessels, three of which 
were Chinese. All involved fatalities 
to the crew of the fishing vessels.

Collisions
The primary reason for these collisions 
appears to be the failure of the bridge 
teams involved to maintain a proper look-
out, in particular a proper radar look-out. 
Given the high-standard of modern 
day radars and the fact that in all the 
above cases the vessels involved 
were fitted with state-of-the-art high 
specification radar sets, Members 
are reminded of the importance of on 
board navigation audits and regular and 
effective bridge resource management 
training. These are topics the Club’s 
loss prevention team regularly cover 
at Members’ crew seminars. 

The Club continues to see a high 
volume of collisions in the crowded 
waters off Singapore. Many of these 
are low impact and often coincide 
with anchoring operations. However, 
larger scale collisions in this area can 
be extremely disruptive, particularly 
if accompanied by the release of 

pollutants. This was the case in 
one incident in early January 2017, 
which saw the release of a large 
quantity of oil. The authorities in the 
region have sophisticated clean-
up resources, but in such densely 
populated and utilised waters, large 
costs and claims are inevitable.

Fishing boat collisions
Masters and their bridge teams should 
be reminded that the navigation 
of fishing vessels tends to be less 
predictable than that of larger merchant 
ships. This is not such an issue for larger 
fishing vessels but the navigational 
behaviour of smaller fishing vessels 
can be more erratic. With this in mind, 
the Club’s Loss Prevention department 
has produced guidance aimed at 
helping navigators identify different 
fishing methods, what to be aware of 
when approaching fishing vessels, 
and what is likely to be visible from the 
bridge of a large merchant vessel.
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Analysis of claims by size
The mix of notified claims by size has 
a significant impact on the overall 
cost of a policy year. The vast majority 
of claims notified to the Club have a 
low cost and therefore the total cost 
of a given year is dependent on the 
occurrence of relatively few large claims. 
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Claims

Attritional Claims 
With the exception of policy years 
covering the height of the shipping 
boom, the total cost of attritional 
claims (claims below $500,000) has 
been relatively consistent year on 
year. This is despite a consistent fall 
in the number of claims notified.

The overall trend of falling claims 
frequency is due to a number of factors. 
Over the longer term improved risk 
management practices, regulation, a 
falling age profile and technological 
advances both in navigation and 
in incident investigation have all 
helped to reduce the risk of claims. In 
addition, increasing fleet deductibles 
has removed some of the smaller 
claims from the Club’s economy.
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However, the period between 2003 
and 2008 shows the impact of the 
shipping market on P&I claims. 
Higher freight and charter
rates resulted in pressure on seafarers 
on board ever busier ships. Mistakes 
were therefore more common. During 
this period the number of claims rose 
slightly, but costs increased sharply. The 
total cost of attritional claims increased 
by a third over just three years.

The number of claims notified in the 
2016 policy year was slightly higher 
than the exceptional 2015 policy 
year although there were still fewer 
claims than any other recent policy 
year despite increasing tonnage. 

The average cost of each attritional 
claim continues to inflate at around 
4% each year. On average, the 
cost of a single claim today is about 
40% more expensive than a decade 
ago. In contrast, the average mutual 
premium rate per ton has reduced 
by 15% over the same period. 

In recent years the reduction in claims 
frequency has concealed the impact 
of inflation, but claims inflation will 
drive an increase in the total cost of 
attritional claims if the number of claims 
stabilises or begins to increase, as 
happened between 2003 and 2008.
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Claims

Large Claims
Over the first 12 months of the 2016 
policy year, the Club was notified of 36 
claims with a cost greater than $0.5 
million. This is in line with the average 
over the previous ten policy years. 
The graph below shows the cost of large 
claims notified in the first 12 months 
of each policy year by size of claim. 
The number of claims in each band 
is also shown. In most years the Club 
is notified of approximately 2 claims 
each month with a cost between $0.5 
million and $2 million. The number and 
cost of these claims has been stable.
Claims above $2 million are more 
volatile and relate to a very small number 
of significant incidents. Over the last 
ten years the cost of these claims has 
varied from as little as $5 million from 
2 claims in 2011, to over $70 million 
from 15 claims in 2013. A very small 
number of claims therefore determines 
the overall cost of a policy year.
The total cost of large claims in the 
2016 policy year was over 15% higher 
than the average of recent years. 

In order to cap its exposure to an 
unusually heavy year of large claims, 
the Club has purchased reinsurance 
to put a ceiling on the cost of those 
claims. This cover will protect the 
Club should the largest claims on the 
2016 policy year deteriorate further.

Pool Claims
Very few claims were notified to the Pool 
over the first twelve months of the 2016 
policy year. This, combined with the 
Club’s falling Pool share, has reduced 
the Club’s contribution to the pooling 
mechanism this year to one of the 
lowest levels of the last two decades.
Each Club’s Pool share is adjusted to 
take account of its Pool claims record. 
Since the UK Club has an excellent 
record, its percentage contribution 
to each Pool claim is well below its 
market share of group tonnage. 
In an average year this improves the 
Club’s claims cost by $12 million and 
reduces the combined ratio by 4%. 
The Club’s credit balance on the Pool 
of $140 million has been protected 

for another year, and will increase still 
further, as to date the Club has not 
notified the Pool of any claims on the 
2016 policy year. The credit balance is 
not included in the Club’s free reserves.
The 2016 policy year was the fifth 
consecutive year of relatively favourable 
performance for claims reported to 
the International Group’s reinsurance 
contract. Based on current estimates, 
no reported 2016 claims exceed 
the Pool retention of $80 million.

Own Club programme
The potential volatility in the cost of 
large claims and Pool contribution is 
managed through a comprehensive 
reinsurance programme tailored 
specifically to the needs of the Club. 
During 2016, the Club completed a 
review of the Club’s own reinsurance 
cover and has revised the structure 
of the programme for the 2017 
policy year. The new structure brings 
enhanced cover with increased capital 
benefit and at a reduced premium.

Cost and number of large claims by size
(For policy years 2009-2016)
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ATHOS I - Case study
The UK Club’s Pool credit is likely 
to be further enhanced following a 
satisfactory ruling in July 2016 from 
the US courts in litigation arising 
from a very large oil spill in November 
2004 when the laden oil tanker Athos 
I struck an unidentified object when 
approaching a berth in the Delaware 
River, puncturing two of her cargo tanks. 
Approximately 1,000 metric tons of 
crude oil escaped, affecting some 280 
miles of river shoreline. The subsequent 
clean-up operation lasted over six 
months, involved 1,800 personnel, 
and resulted in clean-up costs and 
third party claims in excess of $300 
million, of which approximately $138 
million was initially met by the Club.

Subsequent investigations determined 
the unidentified object to be a ship’s 
anchor which had been abandoned 
300 meters off the berth. The owner 
was granted its statutory right of 
limitation under the US Oil Pollution 

Act, and reimbursed for sums in 
excess of that limit, but that left an 
unrecovered amount of just over $45 
million, and the Club determined to 
seek a recovery of this sum from the 
terminal in whose approach the culprit 
anchor lay. Following unprecedented 
lengthy legal proceedings, including a 
retrial, in July 2016, the District Court 
of Philadelphia found that the presence 
of the anchor and the terminal’s failure 
to locate and remove it meant that the 
terminal had failed in its duty of care 
to visiting shipowners, and allowed 
the owners claim in full. The judge 
found that the ship had been properly 
navigated by her professionally trained 
crew, and that the response to the 
spill had been thoroughly professional. 
The US Coast Guard officer who 
oversaw the operation, testified that 
this was a “text book example” of 
how the task should be undertaken.
The terminal has issued an appeal, 
but the owners and the Club are 
confident that this will not succeed.

The General Excess of Loss Reinsurance Contract  
Structure for Owned Entries 
(including Overspill Protection, Hydra Participation,  
Pooling and Individual Club Retentions (ICR)) for the  
12 months beginning at Noon GMT February 2017.

2017-2019 Multi-Year Private Placement
2015-2019 Multi-Year Private Placement
2016-2018 Multi-Year Private Placement

Pool and International Group 
reinsurance programme
For the 2017 policy year, the individual 
Club retention remains unchanged at 
$10 million, plus 7.5% of the layer $45 
million to $80 million. The attachment 
point on the Group reinsurance 
programme has increased to $100 
million from 20 February 2017. The First 
Layer ($100 million - $600 million) is 
reinsured 55% under the main contract 
placement and 30% by Hydra. The 
Second Layer ($600 million - $1.1 
billion) is reinsured 85% under the main 
placement. Three private placements 
cover the remaining 15% on the first 
two layers. The Third Layer ($1.1 
billion - $2.1 billion) is 100% reinsured 
under the main placement. Collective 
Overspill reinsurance adds a further $1 
billion of protection above $2.1 billion.

The diagram below illustrates the 
structure of the Pool and Group 
reinsurance programme for 2017/2018.
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Industry issues

Over the course of the year, much 
information was provided to Members 
and to the Boards regarding industry 
issues, especially those involving 
maritime liability and compliance. 

Some of this work is carried out 
collaboratively with other members of 
the International Group of P&I Clubs 
(IG), where our Managers have a very 
active role, chairing a number of the 
IG subcommittees, and providing the 
current chairman of the IG Managers. 

The UK Club is a strong advocate 
of the mutual system and of the 
benefits that flow from making the 
IG’s collective expertise available 
to IMO and similar bodies involved 
in regulation of shipping and in the 
development of maritime law.  

Maritime Labour Convention 
Last year’s review reported on work 
then underway to respond to new 
requirements for financial security, 
under amendments agreed in 2014 
to the Maritime Labour Convention. 

The amendments have enhanced 
protection to seafarers by requiring 
financial security to be provided both 
for traditional P&I crew claims and for 
up to 4 months outstanding wages 
and repatriation liability in the event 
of abandonment. In common with 
other members of the International 
Group, the Club has responded 
by making available the necessary 
certificates, thereby avoiding a 
potential additional cost to Members. 

Unlike other international conventions 
in shipping - where the Flag State 
issues a certificate to confirm that 
financial security is in place (evidenced 
by a ‘blue card’ from a P&I Club) - the 
MLC amendments have provided for 
the certificate of financial security to 
be issued by the insurer (the Club) 
itself. Discussions were held with 
States during 2016 on the details of 
the certification. With large numbers 

of States involved both as Flag 
administrations and as Port State 
Control authorities, there was a degree 
of nervousness as the implementation 
date approached, but all went 
smoothly on 18 January 2017 and no 
significant problems have arisen. 

Ballast Water  
Management Convention
The Ballast Water Management 
Convention, adopted by IMO in 
2004, will at last enter into force 
on 8th September 2017, triggered 
by Finland’s accession to the 
Convention in September 2016 
which brought the tonnage of ratifying 
States above the threshold of 35% 
of world merchant tonnage. 

In anticipation of entry into force, the 
UK Club participated with others in 
an IG Working Group during 2016 to 
study the requirements of the legislation 
and to assess their implications for 
P&I cover, having regard to potential 
liabilities for fines or for environmental 
damage claims. The Club was 
particularly vocal in resisting proposals 
that new exclusions of cover might be 
necessary to encourage compliance 
with the Convention. Operational 
requirements of the Convention are 
challenging enough, without the 
additional worry of finding that P&I 
protection has been reduced. 

It is pleasing to report that neither the 
Convention nor the USCG Regulations 
will require amendment of existing Club 
Rules. Liabilities, including fines for 
inadvertently introducing ballast into the 
environment, arising from the escape or 
discharge overboard of untreated ballast 
through a “faulty” approved system, will 
be capable of cover, subject always 
to the Rules and terms of entry. Cover 
for other fines relating to a breach of 
BWM requirements will, however, be 
available only on a discretionary basis, 
reflecting the position that already 
exists in relation to any other deliberate 
discharges from an entered ship. 

Sanctions
Early 2016 saw the lifting of sanctions 
against Iran, pursuant to the Joint 
Comprehensive Plan of Action (JCPOA) 
agreed between Iran and the P5+1 
(five permanent members of the UN 
Security Council and Germany). Much 
interest was expressed by Members 
looking for business opportunities in 
difficult market conditions, but caution 
remained a watchword as many banks 
showed continuing reluctance to 
conduct transactions involving Iran. 
Despite the lifting in Europe of 
restrictions on clubs insuring Iran-
related risks, US domiciled companies 
on the IG’s reinsurance programme 
remained subject to US primary 
sanctions, leaving a risk of shortfall in 
recovery which in some circumstances 
would have fallen on the shipowner. 
The risk was not confined to Members 
with ships trading to Iran, but would 
potentially have affected any operator 
in the event of a very large claim with 
an Iranian connection through collision, 
transhipment or other fortuities. 

Back-up reinsurance outside the 
US, coupled with arrangements 
to provide a degree of pooling for 
such shortfalls, provided an interim 
solution in 2016. The problem was 
avoided for 2017 by removing at 
renewal, from the IG’s excess loss 
programme, reinsurers who are unable 
to deal with Iran related claims. 

Meanwhile Members were advised, 
with what the Managers had thought of 
as an abundance of caution, that any 
new charter commitments involving Iran 
should contain provisions to address the 
risk of renewed sanctions in case US 
elections resulted in a change of policy. 

Economic sanctions are an increasingly 
popular instrument for governments 
seeking to coerce regimes or individuals 
to desist from particular policies or 
behaviour. This has been underlined 
in the UK by establishment, within 
the Treasury, of a new Office of 
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Financial Sanctions Implementation, 
empowered to impose substantial 
monetary penalties where sanctions 
are breached knowingly or with 
reasonable cause to suspect a breach. 
The challenges posed to international 
shipping by financial sanctions are 
undoubtedly set to continue. 

STOPIA / TOPIA Review
Sanctions were also considered 
in a review of the Small Tanker Oil 
Pollution Indemnity Agreement 
(STOPIA), and the Tanker Oil Pollution 
Indemnity Agreement (TOPIA) 
conducted in 2016, ten years after 
the agreements had been entered 
into by shipowners in the IG Clubs. 

These two agreements were designed 
to help maintain equal sharing of 
the costs of responding to spills of 
persistent oil from tankers, as between 
transporters and receivers, under 
the international convention system. 
STOPIA contributes by reimbursement 
to the IOPC Fund of any compensation 
paid by the Fund as a result of a ship’s 
liability limit under the 1992 CLC 
being less than SDR 20 million. TOPIA 
provides an indemnity for 50% of the 
amount of the compensation that the 
Supplementary Fund pays under the 
Supplementary Fund Protocol (maximum 
SDR 750 million) for pollution damage 
caused by tankers in Protocol States. 
 
The review of the agreements confirmed 
that a balance is being maintained over 
the long term. The Members’ Committee 
therefore supported a recommendation 
that the agreements be amended to 

increase from 5 to 10 years the interval 
until the next review. The Committee 
also agreed a recommendation that 
any payments which would expose 
the ship owner, or the Club or its 
reinsurers, to the risk of breaching 
any applicable sanctions, should 
be excluded from the scope of the 
agreements. Following consultation with 
other concerned industry organisations, 
the proposed amendments to the 
agreements were approved by all IG 
Clubs on behalf of their assureds.

Environmental damage
Environmental damage was the subject 
of a new law in France (‘Chapter III 
of the French Civil Code concerning 
compensation for environmental 
damage’) in 2016. A wide concept of 
environmental damage, coupled with 
strict liability but a lack of any limitation 
provisions, places the law potentially 
in conflict with the 1992 CLC and 
Bunkers Convention. The industry will 
look to France, as a stalwart of the 
international convention system, to 
find a way to give legal precedence 
to the conventions where applicable. 
Meanwhile, it is to be welcomed that 
environmental damage has been a 
topic under recent consideration by the 
IOPC Fund and it remains desirable 
for a global shipping industry that such 
damage is appropriately addressed 
within the international regime, not left 
to national and regional legislation. 
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Investments

Economic Background and 
investment returns
The 2016 financial year turned 
out to be a strong year for risk 
assets despite significant political 
upheaval In the UK and USA. 

Against this backdrop, whilst it 
was a tough environment for fixed 
income portfolios, the equity and 
alternatives portfolios delivered 
over 20% and 10% respectively for 
the full financial year. The overall 
investment portfolio returned 4.6% 
excluding currency losses and 3.4% 
when currency losses are included.

Portfolio Positioning
The Club’s investment portfolio remains 
appropriately diversified, with a balance 
of return enhancing investments and 
liability-matching assets. In light of 
recent market strength, the current 
positioning is moderately cautious 
as we look for opportunities to 
enhance returns in the year ahead.

Government Bonds 43%

Cash 5%

Alternative 3%

Equity 19%

Corporate Bonds 30%
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Regulation & governance

At the Annual General Meeting in 
November, the Membership voted to 
adjust the Club’s governance. A new 
smaller Board was elected which will 
be better positioned to maintain pace 
with the governance and regulatory 
requirements of an insurance business. 

A new Members’ Committee was 
established drawn from the existing 
pool of Club Directors. This committee 
will provide guidance to the Board on 
issues affecting the wider Membership. 

These changes are designed to 
enable the Club to more effectively 
meet the demands of our regulators 
while maintaining the close 
working relationship between the 
Club and the Membership. 

This close working relationship 
has been one of the key strengths 
of mutuality and has enabled the 
Clubs to respond effectively to the 
needs of the shipping community.

The Boards are supported by a number 
of committees, which include:

•  The Ship and Membership 
Quality Committee which ensures 
the quality of the Association’s 
membership thereby managing 
insurance and credit risk.

•  The Strategy Committee which assists 
the Board in formulating strategic 
direction across the business. 

•  The Audit and Risk Committee 
considers the risks which may impede 
the Association from accomplishing 
its objectives and how these risks 
are managed and controlled.

•  The Investment Committee which 
assists the Board in managing the 
investment portfolio of the Association.

•  The Nominations Committee 
which considers appointments 
to the Members’ Committee 
and regulated Boards. 
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Capital management

The Club’s capital management 
plan therefore focuses on setting an 
appetite for risk that efficiently utilises 
its capital resources, employing risk 
management techniques to reduce the 
capital required and returning capital 
to Members where funds allow.

THE CLUB’S TARGET IS TO 
HOLD SUFFICIENT CAPITAL 
TO SUPPORT ITS STRATEGIC 
OBJECTIVES WITHOUT RETAINING 
MORE OF THE MEMBERS 
FUNDS THAN NECESSARY.
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Risk Appetite
The Club has set capital targets in order 
to satisfy regulatory and credit rating 
agency requirements, with a suitable 
buffer. The buffer is designed to protect 
the Club from breaching the various 
requirements in an extreme event. 

The capital targets are determined by 
the risk accepted by the Club.  
Therefore it is possible to manage 
the Club’s overall capital requirement 
through risk management techniques 
such as reinsurance or asset allocation.

The graph below shows the 
quantification of different risks as 
determined by the S&P capital model. 
Approximately 38% of the Club’s capital
requirement relates to market risk (the
risk that the Club’s investment holding
falls in value) of which 67% primarily 
relates to the Club’s equity holding. 

The principal remaining elements 
of the capital requirement are 
premium and reserve risk, which is 
typical for an insurance company.

S&P Insurance Capital Model 
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Capital management

Risk management and 
capital modelling
The Club manages risk through 
a comprehensive enterprise risk 
management system incorporating 
processes for the identification, 
analysis, mitigation and monitoring of 
risk against a stated risk appetite. 

The Club’s capital model is a key 
element of the risk management system, 
providing the Board with a more 
accurate understanding of the Club’s 
risks than the standard models used by 
regulators or rating agencies. The Club 
has gained regulatory approval to use its 
own capital model to calculate its capital 
requirement under Solvency II. The Club 
is working with the regulator to extend 
this approval to the Group as a whole.

The Club’s enhanced analytical 
capability enables the Board to 
manage its risks, and consequently 
its capital, effectively and efficiently. 
This is most applicable to 
underwriting and market risks. 

Underwriting risk is managed through 
strict entry criteria, targeted loss 
prevention and reinsurance. The 
Club’s reinsurance programme, which 
supplements the International Group 
collective purchase, is designed to 
reduce the potential cost in extreme 
scenarios, so reducing the amount of 
capital that the Club is required to hold. 

Market risk is managed through 
asset liability matching, portfolio 
positioning and asset selection. The 
Club seeks to make sufficient return 
on its investment portfolio to provide 
additional capital resources to support 
growth without putting the Club’s 
existing capital at too much risk. 

Returning funds to Members
One of the key benefits to the 
Membership of this comprehensive 
approach to risk management is 
enhanced capital efficiency. Minimising 
the risk associated with the Club’s 
ongoing operations reduces the 
capital the Club is required to hold 
given the level of business written.

The Club’s target is to maintain financial 
strength while returning capital to 
Members where funds allow. Increasing 
capital efficiency and disciplined 
underwriting has allowed the Club to 
grow as well as return some $25 million 
to mutual Members through premium 
discounts. The most recent discount 
amounting to 3% of mutual premium 
in respect of the 2015 policy year was 
announced by the Board following 
its meeting in November 2016. The 
discount was applied to the fourth 
instalment of the 2015 policy year 
which fell due in December 2016.

Reporting
In the coming months the Club will 
provide full year end reporting to the 
regulator under Solvency II for the first 
time. This reporting will provide further 
detail on the Club’s approach to risk 
management and its solvency position 
against regulatory requirements.
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Fleet profile

Owned fleet – figures as at 20th February 2017 
Sector by share of total gt

Owned fleet – figures as at 20th February 2017 
Geographic regions
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Tanker 28%

General Cargo 1%Car Carrier 3%

Container 12%

Passenger 5%

Gas 13%

Bulk Carrier 37%

Ferry 1%

Americas 11%

Europe, Middle East & Africa 54%

Asia Pacific 35%



Bar Mutual provides professional 
indemnity insurance to all self employed 
barristers in England and Wales.

UKP&I IS MANAGED BY THOMAS MILLER,  
A GROUP OF SPECIALIST INTERNATIONAL
INSURANCE, PROFESSIONAL SERVICES 
AND INVESTMENT BUSINESSES.

Thomas Miller is leading the way in 
defining excellence across insurance, 
professional and investment services.

The Thomas Miller Group is an 
independent and international 
provider of insurance, professional 
and investment services. Most of 
the businesses the group owns 
or manages are acknowledged 
leaders in their chosen markets. 

Thomas Miller’s origins are in the 
provision of management services 
to mutual organisations, particularly 
in the international transport and 
professional indemnity sectors; where 
today it manages a large percentage 
of the foremost insurance mutuals.

Principal activities include:

•  Management services for 
transport and professional 
indemnity insurance mutuals

•  Investment management for 
institutions and private clients

•  Professional services including 
legal services, captive and 
claims management

• Managing general agency

100%

Management
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ITIC has over 2300 Members 
in more than 100 countries.

PAMIA provides professional 
indemnity insurance to over 95% of 
UK and Irish patent and trade mark 
attorneys in private practice.

TT Club insures 80% of the world’s 
containers and 30% of the ports.

Hellenic War Risks insures over 
70% of all Greek owned ships.

Thomas Miller investment funds 
under management.

AT A GLANCE... 
THOMAS MILLER MANAGED TRANSPORT 
BUSINESSES’ ANNUAL PREMIUM 
INCOME EXCEEDS $700M.

3900
THE UK DEFENCE CLUB IS 
THE LARGEST DEFENCE
CLUB IN THE WORLD 
INSURING OVER 3900 SHIPS

2300

$4bn

95%

80%

70%
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New Jersey Piraeus Singapore

Hong Kong

Shanghai TokyoLondonSan Francisco

ON-THE-SPOT HELP 
AND LOCAL EXPERTISE 
IS ALWAYS AVAILABLE 
TO MEMBERS.

Global network
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